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Currently our core investment strategy is to
be invested in high yielding and asset backed
securities with an emphasis on Europe.
We like Asia and selectively emerging market
debt and equity. We are underweight US
assets which we believe will underperform
ahead of further US monetary tightening and
slower US earnings growth. We believe the
risk reward ratio in 2016 to favour a
diversified mix of corporate debt, equity,
property and infrastructure, while we believe
government bonds are overvalued.
• We believe high yielding European equities
are
good
value,
especially
versus
government bonds. With German 10 year
bunds yielding only 0.5% and even gilts only
yielding 1.5%, many European blue chip
equities yield 5% or more. The high yielding
equity of Europe is significantly undervalued
in our view. We are aiming to capture this
dynamic via investments such as the
ISHARES Euro Dividend etf, which is a fund
investing in 34 of the highest yielding quoted
European equities. There is a net yield to the
investor of 3.8%
• Corporate debt is an attractive asset class
in our view. The funds of BLACKSTONE /
GSO Loan fund and NB’s GLOBAL
FLOATING RATE INCOME fund are
themselves able to make loans to companies
in the “B rated” credit space with coupons of
6% to 7%. Underlying investments are
generally large private issuers such as
EIRCOM.

• Property is of particular interest in our
view. Many investments in this field such as
STARWOOD EUROPEAN REAL ESTATE
and EMPIRIC STUDENT PROPERTY offer
the investor the opportunity to access rental
yields of up to 8% in prime locations in the
UK and European countries such as the
Netherlands. With the prospect of some
capital gain and a prospective underlying
dividend yield of 6% makes these
investments compelling in our view.

• Peterhouse Asset Allocation
Q1 2016

• We believe investing in infrastructure will
be an important theme in 2016. Needs
remain significant across Asia and America
and even in Europe it is likely governments
will protect infrastructure programmes while
cutting expenditure elsewhere.
• Convertible bonds we believe are an
attractive asset class and we are invested
here via investments in such funds as POLAR
CONVERTIBLE, which yields 3.4% and is
managed by a team headed up by David
Keatley who has an impressive long term
track record in this field.
• We believe gold is an attractive asset
class again. Following four years of poor
performance since 2011 gold has become
undervalued in our view and many quoted
gold mining companies especially so. We
have expertise in this field via an in-house
team and we believe there are many
opportunities in this sector in 2016.

This newsletter is a general commentary on markets and companies; it is not an invitation to make an
investment nor is it intended as an offer or recommendation to buy or sell any ﬁnancial instrument.
Peterhouse views are at the time of writing and are subject to change.
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Peterhouse Asset Management
Current positioning and strategy
BOND YIELDS
Peterhouse
Asset Allocation Model
Our asset allocation model is designed to provide a guide to our
thinking at Peterhouse Asset Management. The aim is to set
investment policy both in a longer term context and a shorter term
(three to six months) in order to be able to identify shorter term
trends in the markets that can lead to profitable trading
opportunities.
So currently we can conclude that if we assume benchmark norms
of 40% bonds and 45% equity (the balance a mixture of
infrastructure, private equity and property) in a typical global
pension fund (source JPM) we are in-line equities, underweight
government bonds, while being in-line to overweight the rest
(commodities, corporate debt, infrastructure, private equity and
property.
We believe with interest rates at a 300 year low and the business
cycle in the mid-point of a longer term up cycle, it makes sense to
be in longer term assets. It is purely a function of interest rates and
the business cycle. With the former at a 300 year low of close to
zero and the latter in a mid-point of a longer term up cycle, it makes
sense to be overweight duration, yield and exposure to the
corporate sector.
We have not included cash as an asset class, preferring to see it as
a liquidity instrument.

Weighting
O/W v U/W

Benchmark
Allocation

Strategic
Allocation

Tactical
Allocation

Government Bonds

U/W

25%

0%-60%

0%

Corporate Bonds

O/W

15%

10%-30%

30%

Equity

O/W

45%

0%-60%

45%

Commodities

U/W

0%

0%-20%

5%

Property

O/W

5%

0%-20%

10%

Infrastructure

O/W

5%

0%-20%

5%

Private Equity

O/W

5%

0%-20%

5%

(source Peterhouse Asset Management)

Bonds
We are cautious on government bond markets in developed countries
for three main reasons:
1. Central bank buying has driven bond yields down to extremely low
levels across the developed world. Average longer duration bonds
yield in Germany and Japan are close to zero and Swiss even below.

Some attribute it to “financial repression” which is a by-product of the
central banks’ determination to embed sustainable economic growth.
Others point to a lack of either household or corporate sectors’
willingness to take on new borrowings in a cycle where debt ratios
remain at historically high levels, while others still argue that with
overcapacity of goods especially in China weighing on demand supply
ratios, it will be hard to ‘’induce’’ higher inflation.

2. Even in the dollar markets bond yields are low, especially in the US
where ten year government bond yields are trading at an historical low
of 1.5%.
3. While bonds are seen as a safe haven during times of market volatility
we believe that determined efforts by central banks will ultimately break
the deflationary cycle leading to capital losses in bonds.
There are a number of reasons put forward as to why government bond
yields are staying persistently low.

However we are positive on corporate bonds:
Corporate bonds, non-investment grade, have been heavily sold off
during 2015 and many now yield close to 10%, these being made up
of private issuers such as EIRCOM, the Irish telecoms operator and
MATERIS, a French based company and one of Europe’s leading paint
manufacturers.

This secured loans part of the market is interesting in our view. Loans to
companies such as AMERICAN AIRLINES, BURGER KING and
NUMERICABLE yield between 4% and 5% and via our investments in
these funds we can access high income as well as capital gains.

Commodities
The outlook for commodities is being driven by three key influences.
a) The collapse in the price of oil, the market benchmark for
hydrocarbons.
b) The rise in the value of the US dollar, the benchmark for global
currencies.
c) The slowdown in the demand for basic commodities in China as this
important economy shifts emphasis from an investment based
economy to one based on consumption and a growing middle class.
Ultimately we believe at Peterhouse that commodities generally are
reasonable value. On a longer term historical basis the price of wheat,
gold and base metals as well as oil itself have been driven down by

global demand on the one hand and the marginal cost of production on
the other. Given marginal cost of production for most commodities is
quite close to market price we do not expect a general collapse in the
way oil has collapsed. Indeed oil it can be argued has been subject to
extraordinary influences in 2015 and reversion to the mean suggests a
trading rally in 2016.
Most interesting are gold, platinum, sugar and uranium which our work
suggests are structurally undervalued.
On the other side of the trade is investing in the beneficiaries of lower
feedstock prices. Refiners and plastics companies are clear examples.
Investing in either the credit or equity of the stronger players in these
areas looks potentially very interesting.

Gold Outlook
We believe 2016 will be a good year for gold and especially gold mining
companies for several reasons:

• Central banks’ share of gold has been rising for several years (25% in
2015) and we believe this trend has further to run, especially with the
current uncertainty in the currency markets.

• Demand and supply will be closely matched following several years of
overproduction. We expect demand to rise 5% in 2016 while
production we expect to fall by 3%
• The stocks of gold mining companies appear undervalued, with even
quality companies like BARRICK and NEWMONT and
PETROPAVLASK trading below the value of their net assets and with
an all in cash cost for gold significantly below the current price of $1200
an ounce.
• We believe Gold will once again become a store of value in more volatile markets and investment demand is likely to be resilient.

Property
Mark Twain commented you have to be bullish on ‘’land’’ as they’re not
making it anymore maybe a cliché but it's hard to argue with at a time
of growing world population and a massive increase in urbanisation.
There are several key factors driving property.
• Not making it any more
• Rates
• Rental yields
• Increase as an asset class
Many investments in this ﬁeld such as STARWOOD EUROPEAN REAL
ESTATE and EMPIRIC STUDENT PROPERTY offer the investor the
opportunity to access attractive returns from investing in prime
locations and attaining rental yields of between 6% and 8% in prime
locations in the UK and the Netherlands. With the prospect of some
capital gain too as they manage the assets in their portfolio and a 2015
prospective underlying dividend yields of 6% it makes these investments compelling in our view.

Equities
We are reasonably positive on the outlook for equities for a number of
reasons.
One is the strength of corporate profits. Global return on equity is close
to 10% and corporate profitability is improving in Europe and Asia. We
are somewhat more cautious on American equities however, believing
that returns here are probably peaking with historical return on equity
close to 20%).

While we believe that US interest rates are likely to stay on an upward
path, the business cycle continues to favour equities, with returns likely
to be higher than low yielding risk free assets. The equity risk premium,
i.e. the risk “attached” to holding equities and other risk assets, is
currently 4.5% and we believe this may be too high given the extremely
low level of risk free rates.

We like especially dividend producing blue chips.
As with 2015, dividends will be an important
driver to the performance of stock markets in
2016. Interestingly the top 200 UK quoted
PLCs are estimated to pay out £87.2bn in
2016, which is back to the 2007 high. The
Lehman inspired credit crunch saw this figure
cut to £58bn as the banks cut dividends in
2009 and 2010. Today the casualties may be
the commodity stocks, be it BP having to deal
with $30 oil (the third highest dividend payer)
or the miners that have little earnings visibility.
Royal Dutch Shell is currently the biggest
dividend payer in the market but post its BG
merger might have to reassess this as the
original deal rationale was based on a $70 oil
price. LLOYDS is the market’s ninth largest
prospective dividend payer and we hope
dividend clarity will be given on 25 February
with their final results. We anticipate a

progressive increase in shareholder returns
via dividend payments and buybacks at
LLOYDS on the back of the bank’s much
improved capital position, and we believe that
this, along with solid contributions from the
non-financial sector from companies such as
BAE, BT and EASYJET, will go much of the
way towards offsetting shortfalls in mining and
commodities.

companies like DIXONS, B&M and PRIMARK
and these are rare assets. TRITAX for example, which yields 5%, specialises in mega
warehouse internet distribution. Stocks like
CLIPPER LOGISTICS, being an internet click
and collect fulfilment expert that has John
Lewis as a growing customer, are exposed to
the theme of internet retailing that will provide
income and growth.

That said, dividend cover is becoming
stretched after three years of rocketing pay
outs. Finding yield is not hard but safe yield
with growth is. As a theme, the explosion of
“click and collect” internet retailing in the UK
(16% of total retailing versus 6% in America) is
of interest to us. LONDONMETRIC, with a
4.5% yield, has 60% of its property assets in
internet fulfilment distribution sheds for

The UK market’s elephant in the room is an
early EU exit vote, now scheduled for 23 June
this year. especially if UK PM David Cameron
gets his EU concessions this February. Yield
will offer a prop for stocks in 2016 but capital
gains would be good to have as well. PHP did
well for us in 2015, we will look to find similar
winners in 2016.

Infrastructure
Global demand is a powerful driver.
Asian demands especially
Major privatisations
Western infrastructure is clapped out
Decent income stream and employer at time
of still high global unemployment.

The popularity of this segment is
demonstrated by the valuation put on the
quoted sector in London, with the likes of
JOHN LAING and BILFINGER AND BERGER
infrastructure arms both trading at significant
premiums to NAV. We will be working hard to
explore opportunities in this sector.

Peterhouse Equity Strategy 2016
The Peterhouse Equity Fund has an approach
rooted in a simple, easy to understand framework
- namely, fundamental factors drive share
prices over the longer term and these are
best analysed within a sector and industry
framework.
Understanding the dynamics
driving competitive advantage identiﬁes
companies with superior growth potential
within their peer group. The resulting change in
relative valuation is a powerful driver of return.
An unconstrained investment approach, and
ﬂexibility of time horizon, enables us to invest in
companies representing the best opportunities.
Current fund positioning: We continue to see
growth in corporate proﬁts across a wide range of
industries. Growth in sales, proﬁts and, particularly,
free cash ﬂow is impressive. The last of these is
allowing companies to grow dividends and this
is helping many investors feel more comfortable

with the expansion of valuations which took
place as bond yields fell. It has become almost
commonplace for investors to be able to ﬁnd
equities with decent growth prospects, a strong
and improving balance sheet and a dividend yield
greater than both their own corporate bonds and
their respective government!
It is likely that at some point markets will have
to reconcile the tension between the beneﬁts of
faster economic growth and the negative inﬂuence
of tightening monetary policy, including the
possibility of rising interest rates, most particularly
in the US. Where market rises have been driven
in substantial part by higher valuations (e.g. the
US), this may well prove a signiﬁcant headwind.
Nonetheless, provided any tightening of monetary
policy is seen as being done in a measured and
managed way, without the fear that inﬂation may
be picking up rapidly.

We continue to focus on companies whose
competitive position is defendable and who can
take advantage of the dynamics shaping their
industry to produce rising returns to shareholders.
In sectors like global technology for example, the
fund is ﬁnding interesting opportunities in the
growth of data storage. According to American
company Cisco, compound annual growth in
this sector is running at 23% per annum and
data volume is expected to triple to reach 8.6
zettabytes by 2018. This trafﬁc is equivalent to
streaming all the movies and TV shows ever made
250,000 times. (source Cisco). Cloud is expected
to represent two thirds of this data by 2017.
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