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Sentinel International Equity Fund

operator of the UK’s leading residential real
estate agency network. Following a tough 2014
due to softening demand for luxury properties
in London toward the end of the year, the stock
has benefitted from expectations of a recovery in
the market following national elections held this
past May. We continue to like management’s
strategy of diversification into leasing and other
ancillary services.
Royal Mail plc, the UK’s recently privatized
postal service, enjoyed a bounce following better
than expected earnings reported in May, as well
as the news that its major competitor in the endto-end mail market was exiting the business. We
continue to think that opportunities for margin
expansion outweigh the risk of continued
revenue erosion.
ProSafe SE, the Norwegian operator of floating
accommodation rigs for the offshore oil and gas
industry which had been the largest detractor
from performance for much of last year, has
enjoyed a bounce from oversold levels in line
with much of the oil services sector.
Syngenta AG, the Swiss agrochemical producer,
saw its share price rise sharply after receiving a
takeover offer from US competitor Monsanto.
Though Syngenta’s board has rebuffed the offer
for now, citing objections based on valuation
grounds as well as perceived regulatory hurdles,
Monsanto remains interested in purchasing
the company and we think the process is just
getting started.
On the negative side, last quarter’s biggest
contributor to performance, Cyberagent, Inc,
became the biggest detractor this quarter on
no particular news. We continue to like the
company’s interesting mix of internet service
businesses geared to the domestic Japanese
market, especially the jewel in the crown digital
advertising business.

Finally, Shriram Transport Finance Co. Ltd,
the Indian specialty lender focused on the
independent commercial truck driver market,
saw its share price correct sharply during the
second quarter following a big run up in the
stock over the previous year, as well as a hiccup
in asset quality in a small, almost financially
irrelevant construction equipment financing
subsidiary. We took advantage of the market’s
overreaction to add to our holding during
the quarter.

Outlook

Recent events in China and Greece are
symptomatic of a world out of balance. In
an important respect, the two countries are
opposite sides of the same coin: China is the
epitome of an economy in surplus, having
accumulated trillions of dollars in foreign
reserves over the past decade, while Greece
is the poster child of deficit countries, with
unpayable sovereign debts in the hundreds of
billions. It is therefore instructive that both are
now either in or on the verge of financial crisis.
Greece’s problems are more obvious, of course,
and with events there on the ground being fluid,
the situation could have evolved considerably
by the time you read this. Suffice it to say that
Greece has no good choices at the moment,
so we are wary of overly enthusiastic market
responses to rumors of agreement with its
creditors and expect the country to remain a risk
factor for the foreseeable future. On the other
hand, it’s difficult to imagine a tightening of
financial conditions in Europe while the present
drama unfolds, so we should expect the already
years long battle between deflationary forces
and ultra-inflationary monetary policy
to continue.
China is an example of a country that’s had
too much of a good thing: While savings and
investment are the fuel that drives economic

Manager Insights (continued)
as of 6/30/2015

growth, an excess of fixed investment leads to
supply gluts and inevitably is associated with the
buildup of debt, which is the source of financial
instability. Chinese authorities face the difficult
task of weaning the economy from its historical
dependence on capital spending and real estate
investment, without threatening the stability of
the financial system or employment, which is
the lynchpin of the authoritarian government’s
legitimacy. The recent stock market bubble is
in some ways a symptom of the government’s
dilemma, since reorienting private savings
toward equity markets is one element of the
ongoing transition. We expect further hiccups
along the way.
Until its bubble burst at the end of the 1980’s,
Japan employed a growth model similar to
China, not to mention a number of other, mostly
Asian, economies. Here we are 25 years later
and Japan remains mired in an environment
of slow economic growth and rapidly rising
sovereign debt (admittedly owed mostly to
its own citizens), accentuated by a steadily
shrinking population. Policy there remains
wildly accommodative and we struggle to see
how this ends well, though we recognize that
this dynamic can continue almost indefinitely.
Unlike Japan and the Eurozone, the US and
the UK are on the threshold of attempting to
normalize monetary policy. It will be interesting
to see how markets respond to rate rises when
they finally arrive, and we wonder if it will really
be possible for policy to truly return to normal.
In the meantime, we should expect continued
relative strength in the dollar and sterling.
The global macroeconomic backdrop is, as
usual, filled with danger. But we remain as
convinced as ever that our portfolio of good
businesses with strong balance sheets and
sensible management teams is likely to provide
investors the best means to manage capital over
the long term. We thank you for your continued
interest and support.
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