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Active sector bets for the month ending 30 June 2021: 
 

Top five 

Sector % of Portfolio % of FTSE All-Share Active % 

Life Insurance 10.18 3.09 +7.09 

Industrial Metals and Mining  14.53 8.18 +6.75 

Media 7.76 2.97 +4.79 

Household Goods & Home Construction  5.59 1.67 +3.92 

Banks 10.41 7.43 +2.98 

 
Bottom five 

Sector % of Portfolio % of FTSE All-Share Active % 

Pharmaceuticals & Biotechnology  0.00 8.29 -8.29 

Closed End Investments 0.00 6.83 -6.83 

Beverages  0.00 3.72 -3.72 

Tobacco 0.00 3.30 -3.30 

Travel & Leisure 0.91 3.52 -2.61 

 

Active stock bets for the month ending 30 June 2021: 
 
Top ten 

Stock % of Portfolio % of FTSE All-Share Active % 

Anglo American  4.45 1.48 +2.97 

Phoenix Group  3.13 0.18 +2.95 

Barclays  4.17 1.22 +2.95 

ITV  3.12 0.19 +2.93 

Aviva  3.58 0.67 +2.91 

BP 5.53 2.61 +2.92 

WM Morrison Supermarkets 3.12 0.22 +2.90 

Vistry Group 2.97 0.11 +2.86 

Glencore 4.41 1.57 +2.84 

Legal & General 3.47 0.64 +2.83 

 
Bottom five 

Stock % of Portfolio % of FTSE All-Share Active % 

AstraZeneca  0.00 4.74 -4.74 

Unilever 0.00 4.64 -4.64 

HSBC 0.00 3.58 -3.58 

Diageo 0.00 3.33 -3.33 

GlaxoSmithKline 0.00 2.93 -2.93 



JOHCM UK Equity Income Fund:  July 2021 

 

Performance to 30 June 2021 (%): 

 
 

1 month 
 

Year to date 
Since 

inception 
Fund size 

(£m) 
Strategy 
size (£m) 

Fund – A Acc GBP -1.83 17.15 303.10 £2,120mn £2,490mn 

Lipper UK Equity Income mean* -0.59 12.00 186.86 

FTSE All-Share TR Index 
(12pm adjusted) 

-0.13 10.77 207.53 

 
Discrete 12-month performance (%) to:  
 

Past performance is no guarantee of future returns. Source: JOHCM / Lipper Hindsight. NAV per 
share calculated net of fees, net income reinvested, ‘A’ accumulation share class in GBP. 
Performance of other share classes may vary and is available on request. Inception date: 30 
November 2004. Index return is net income reinvested, adjusted for 12pm. * Initial estimate for the 
Investment Association's UK Equity Income sector. 
 

Economic developments 

 
June was an odd month. Despite continued positivity in terms of economic data and company 
commentary, bond yields fell before and after the Federal Reserve meeting. That meeting 
signalled a slightly earlier increase in interest rates than had previously been communicated. This 
is an entirely reasonable position for the Fed to take given the evidence of economic recovery and 
inflationary pressures. The reaction of the bond market, with yields falling and the overall curve 
flattening, was, however, somewhat counterintuitive, as it signalled that the current recovery would 
be short lived and inflation would not endure. As one of our best sell-side commentators put it: ‘the 
idea that the Fed is now stubbornly set on a course of premature tightening or that the spectre of 
inflation has been vanquished at the first attempt do not seem to stack up.’ We expect US bond 
yields to move up towards 2%, as the data (some of which is discussed below) evidences that 
growth and inflationary pressures are higher than currently expected.  
 
Economic data in the UK remained very positive, with employment data surprising to the upside: 
vacancies, at 750,000, are back to pre-Covid highs; unemployment is now 4.7% and likely to fall 
further; and wage growth is materially stronger-than-expected. House price growth also continues 
to be strong. The consequence of this is GDP growth has been better than expected, with GDP 
only 4% below pre-Covid levels in the middle of Q2. The trajectory of GDP is shown in the graph 
below. By the middle of Q3 it is likely that GDP will rise above the previous high-water mark.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 30.06.21 30.06.20 30.06.19 30.06.18 30.06.17 

JOHCM UK Equity 
Income Fund – A Acc 
GBP 

39.43 -21.14 -9.44 13.04 30.31 

FTSE All-Share TR Index 
(12pm adjusted) 

21.04 -12.56 0.14 8.66 21.37 

Source: Lazarus Economics & Strategy, ONS 

Monthly GDP (February 2020 = 100) 
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Company commentary suggests vibrant trading conditions – with many businesses reporting sales 
materially above 2019 levels, product shortages and difficulties getting labour. The evidence from 
our engagement with management teams suggests these trends will be enduring and that wage 
pressure and price increases are not transitory as the majority of central bank commentary would 
suggest. Our view is more in line with Andy Haldane, the outgoing Chief Economist at the Bank of 
England. In his exit speech on the last day of the month, he indicated the ‘UK economy is surfing 
as high a wave as any time in its history’ and that ‘by the end of the year I expect inflation to be 
nearer 4% than 3%’. He was the only member of the Monetary Policy Committee to vote for a 
modest tapering of monetary policy in the June meeting via reduced total asset purchases.  
 
One of the key debates centres upon where unemployment will move once furlough schemes end 
in September. In that regard, it is encouraging that the current rate in the UK is below 5% and 
falling, and there are shortages of labour in a number of areas, particularly hospitality. These 
shortages are also being seen in the US. During a recent sell-side event, feedback obtained from 
a FTSE 250 CEO with extensive US operations supported this: ‘We may have to apply a 15% pay 
increase across the entire US workforce’. The continued relatively weak non-farm payroll prints 
have clearly been driven by the difficulty of finding new workers (some of whom seem happy to 
stay at home and collect Covid-enhanced benefits) rather than a lack of demand for labour. As 
regular readers know, we strongly believe that the greater focus upon income and wealth 
inequality will, over time, also drive accelerating wage inflation in most Western economies.  
 
In line with lower bond yields and a more defensive market, most commodity prices continued to 
retreat from their mid-May highs, albeit it was noticeable that iron ore recovered markedly from its 
prior month’s weakness. The annual increases that all commodities have registered will continue 
to drive strong input cost inflation. The oil price, gas prices and power prices continued to 
strengthen – Henry Hub gas prices, which were close to a five-year high at the start of the month 
rose a further 20% over the month.  
     

Performance 

 
Stock markets were flattish in June, with the FTSE All-Share Total Return index (12pm adjusted) 
returning -0.13%. The Fund underperformed its benchmark with a return of -1.83%. Looking at the 
peer group, the Fund ranked first quartile within the IA UK Equity Income sector year to date. On a 
longer-term basis, the Fund is ranked third quartile over three years and first quartile over five 
years, ten years and since launch (Nov 2004).  
 
As noted above, bond yields were under pressure for most of the month, which meant the pause in 
the rotation towards areas of the market where the Fund has higher exposure continued. This has 
been the case for much of the last quarter now. The comments above on recent economic data, 
coupled with continued positive stock-specific news flow (see below), suggests, as we said last 
month, that this is a lull before another move forward in both bond yields and further rotation. In 
this regard, it continues to feel a bit like February. 
 
The main driver of the Fund’s relative performance was this mix effect – in particular financials 
(both banks and insurance companies), mining stocks and house builders were weak whilst many 
parts of the market that the Fund does not own, such as pharmaceuticals, were stronger. The only 
negative stock-specific newsflow was another sluggish statement from Petrofac and a failed 
planning application appeal at U&I. These two disappointments accounted for less than 10bp of 
absolute/relative performance.  
 
Partly offsetting the adverse mix effect were a number of positives. The most material of which 
was the bid approach from private equity for Wm Morrison Supermarkets. The stock rose c. 30-
35%, and this move added c. 70bp to Fund performance. Given the valuation dynamic, freehold 
property and strong market position of the company, we expect a forthcoming higher bid.  
 
Elsewhere our small caps continued to perform well. Sthree, Morses and Lookers all warned to 
the upside, with others such as Galliford (up 11% relative to the Fund’s benchmark, the FTSE All-
Share Total Return index) and Kier (up 15% relative) rising on no new information.  
 
In the mid-cap space, and in contrast to the rest of the financial sector, Paragon (the buy-to-let, 
SME lender) had very strong results, with material upgrades (due to better lending volumes and 
lower provisions) that enabled a share buyback to be announced. The stock was up 5% relative.  
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Portfolio activity  
 
The pressure on Fund performance (partially offset by the Morrison bid) described above meant 
there were numerous stocks in the portfolio in the ‘add’ zone. To create room for these and also 
First Group, which was a new addition during the month (see below), we continue to maintain a 
disciplined approach on sells/reductions where valuation has recovered.  
 
The main sources of capital during the month were: (a) the continued reduction of Lloyds Bank, 
which is within 10% of our target price (compared to all our other bank holdings, which are +50% 
away from target prices); (b) Countryside, which we believe remains fair to fully priced versus 
other stocks in the sub-sector which fell during the month (and where we added to our positions); 
(c) a small number of stocks reaching the 300bp active position limit and being marked there (e.g. 
BP); and (d) reductions in weights in a number of small cap stocks which have done well recently 
(e.g. Polar Capital) and the complete sale of our position in Charles Stanley. We also slightly 
reduced our weighting in Morrison following the bid approach.  
 
New addition First Group is down 40% from its pre-Covid-19 level. This contrasts with National 
Express, which we acquired during the depths of the Covid-19 crisis. Adjusting for the new shares 
issued during the crisis, National Express returned to its pre-Covid-19 market capitalisation earlier 
this year, and we subsequently sold our position.  
 
First Group’s share price recovery, however, has not been so swift. This is despite having sold its 
US operations for £3bn+, which was a good price/multiple, in our view. The proceeds have been 
used to reduce debt, which was too high (and is the main reason why we have avoided this stock 
for close to a decade), reduce other liabilities/pseudo-debt (which had been built up to keep the 
already high debt numbers from going higher), inject funding into the pension scheme and finance 
a 30p return of capital to shareholders. We think the balance sheet and associated items are now 
too strong and, over time, expect the prudence embedded in it to be unwound. There is also an 
earn-out on part of the US business that has been sold.  
 
The share price is currently 82p. 30p is to be returned to shareholders later this year. We think this 
will be moved to 35p given the favourable exit settlement from one of the First Group’s rail 
contracts since the 30p number was set. This will give a net adjusted share price of c. 50p. There 
is a further 20-30p of value that could ultimately be given back to shareholders (this includes the 
US earn-out, monies held in pension escrow accounts, etc). The net share price would then be c. 
25p. This compares to normalised earnings of c. 7-7.5p, which we think the retained business is 
capable of generating. The stock is very cheap based on this analysis.  
 
Other additions included the build-up of Kier, which we added to the Fund last month. Whilst Kier 
is up 50% from our first entry price (which was the rights issue priced at 85p), as explained last 
month, the upside from that level to achieve a P/E of 10x would be threefold. Therefore, despite 
the short-term appreciation, the shares still have a material way to travel, in our view. We now 
have a c.100bp position in Kier, with an average entry price of 93-95p versus the current price of 
130p. 
 
The mining sector, as described above, was very weak, and we added to most of our names 
(funded partly from the oil sector). We also added to Barclays and Standard Chartered, funded 
from the Lloyds reduction noted above. Housebuilders were also weak, and we added to both 
Vistry and Bellway. In the insurance sector, Swiss Re, which owned c. 13% of Phoenix (acquired 
as part of a disposal to Phoenix last year) sold half its holding. We added to our position via this 
placing.  
 
We noted above the complete sale of Charles Stanley. Whilst this stock still has significant upside, 
it was a small holding in the Fund (c. 15-20bp). We decided to focus the capital in the small-cap 
part of the Fund in our larger positions, which are showing real recovery momentum. Across the 
period of ownership, the Fund made a small absolute and relative loss on the stock.  
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Fund dividend 
 
There remains scepticism around the prospect for dividend growth in 2021. The latest forecast 
(with an update due out soon), from the widely quoted Link Asset Services Dividend Monitor 
indicated in April a best case of c. 6% growth for 2021 versus 2020.  

 
In contrast, in January we indicated we were forecasting growth of 37% in 2021 on a cash 
dividend paid basis.  
 

We are now halfway through 2021, and as we have noted elsewhere in this report and in previous 
monthly updates, the overall economy is exiting from the Covid-19 period much stronger than 
expected. Within the portfolio and at a stock level, this is being magnified by strong execution, 
which we can see from numerous positive trading updates. This strong profit and recovery 
performance across the Fund is feeding through to positive dividend decisions – both in terms of 
timing and quantum. This is assisting better-than-forecast Fund dividend growth.  
 
But there is another dynamic at work. As the Fund has started to perform better, we are selling 
stocks on value/yield grounds (e.g. Tyman and Forterra recently) and rotating into new names with 
higher yields (e.g. National Grid). This process creates dividend growth at a portfolio level. In the 
life of the Fund, prior to Covid-19, we estimated this added 2-3% per annum to Fund dividend 
growth. 
 

The combination of all these effects means we can now upgrade our forecast for 2021 to growth of 
42-43% on a cash dividend paid basis. 
 

The trajectory of the recovery in the Fund’s dividend will be affected by a more material calendar 
effect than normal in 2021. With most of our companies having a December year end, they 
declared their 2020 fiscal year final dividends in Q1 2021, during what should be the last material 
phase of the pandemic before vaccinations take effect. Consequently, the normalisation will partly 
occur in 2022 when the 2021 finals are paid. This is compounded by the fact that for many 
companies, two thirds of their annual dividend is paid at the final stage. Therefore, the difference 
between what companies declare as their fiscal year 2021 dividends and what they physically pay 
during 2021 is likely to be abnormally large. 
  
The 42-43% growth forecast mentioned above is based on the expected cash dividends to be 
received in 2021. If we look at our fiscal year 2021 forecast dividends (which include the final 
dividends which will be paid in the first part of 2022) versus fiscal year 2020, our forecast has risen 
from the c. 60% growth (made in January 2021) to c. 67-68%.  
 

We have recently moved our individual stock dividend forecasts out to fiscal year 2022. This 
shows continuing strength in dividend growth, with an aggregate picture indicating the Fund’s 
dividend may get back to where it was in 2019 (or very close – within 5%).  
 
The Q2 2021 dividend has just been declared. It is up c. 115% year on year, with the growth rate 
magnified by the fact that Q2 was the worst impacted quarter in terms of Covid-19 for the Fund 
dividend last year. Based on growth of 42.5% (the midpoint of the above guided range), the Fund 
dividend yield for 2021 is projected to be 3.7% and using the 67.5% growth forecast, including the 
full calendar effect, it would be 4.3%. If we were to move back towards the pre-Covid-19 dividend 
per unit (as we expect we will towards the end of 2022 and early 2023), the Fund would yield 
5.2%.       
 

Outlook 
 
As we discuss above, there has been a further pause in the rise in bond yields and therefore a 
pause in the market mix transition away from the still highly valued areas of the market towards 
areas where the Fund is positioned.  
 
As we have alluded to earlier, whilst this has happened, economic data and corporate results have 
continued to exhibit strong momentum. It is clearer now than in early April when the pause started 
that growth and inflation will accelerate and likely be much stronger than already rising consensus 
expectations. This will lead to a further rise in bond yields, which remain very low.  
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In our view, as this happens, it will again, like it did in November and like it did in March, be the 
catalyst for a further turn of the key that unlocks more of the significant valuation upside that exists 
in the ‘value’ part of the market and more specifically the Fund. 
 
We have noted for the last two months that the most frequently raised issue in the many meetings 
we have had with management teams over the last couple of months is that there are cost 
headwinds building, and that prices of end products are being increased accordingly. The majority 
of our meetings during June had a similar narrative. These trends are spreading across sectors 
and, as mentioned clearly in the CEO comments above on the US labour market, to certain parts 
of the labour market. It is very rare that you can see so vividly in real time the change that is 
happening. That one can is evidence of the strength and hence significance of the change. It adds 
weight to our view that this is not a transitory increase in inflation.  
 
Across the last three months, as the mix has moved back towards growth stocks and away from 
value, our holdings have, on aggregate, seen material upgrades. This has reduced near-term 
valuations and strengthened balance sheets – both of which have reduced downside risk. These 
trends are also why the Fund dividend recovery is proving stronger than expected and hence our 
ability to upgrade our forecasted growth for this year and beyond. 
 
The majority of the Fund is in the ‘green’ zone on valuation metrics. We have been disciplined in 
removing stocks that hit our target multiple – currently 12.5x normalised EPS. Forterra and Tyman, 
which we sold in April, were evidence of this. We have also continued to reduce Lloyds, which is 
the only holding we own where we are not confident in the medium-term growth drivers. At the 
same time, we are still finding compelling new ideas with significant upside, such as First Group. 
This is a good time in the cycle as there are more than the normal number of anomalies like this or 
late-cycle recapitalisations. These create opportunity and also allow us to keep the valuation 
trajectory of the Fund very low.  
 
The confluence of a very strong economic recovery, low valuations and forecasts that are 
materially too low should bode well for the Fund’s absolute and relative performance. Whilst we 
have recovered the majority of the underperformance associated with Covid-19, we remain c. 5% 
below both our absolute and relative high watermarks. We believe we can reach new ground in 
due course.  
 
 

Further information 

 
If you would like further information about the Fund, please call our Investor Relations team on  
+44 (0) 20 7747 8969, email us at info@johcm.co.uk or visit our website at www.johcm.com 
 
This document is for professional investors only. 
 
Source: JOHCM/Bloomberg unless otherwise stated. All mentions of relative performance refer to 
the Fund’s benchmark, the FTSE All-Share Total Return index (12pm adjusted). Issued and 
approved in the UK by J O Hambro Capital Management Limited (the “Investment Manager”), 
which is authorised and regulated by the Financial Conduct Authority. JOHCM® is a registered 
trademark of J O Hambro Capital Management Limited. J O Hambro® is a registered trademark of 
Barnham Broom Holdings Limited. Registered address: 1 St James's Market, St. James's, London 
SW1Y 4AH. Registered in England and Wales under No: 2176004. Telephone calls may be 
recorded. 
 
The information in this document does not constitute, or form part of, any offer to sell or issue, or 
any solicitation of an offer to purchase or subscribe for Funds described in this document; nor shall 
this document, or any part of it, or the fact of its distribution form the basis of, or be relied on, in 
connection with any contract.  
 
The information contained herein including any expression of opinion is for information purposes 
only and is given on the understanding that it is not a recommendation. Allocations and holdings 
are subject to change.  
 
Recipients of this document who intend to subscribe to any of the Funds are reminded that any 
such purchase may only be made solely on the basis of the information contained in the 
prospectus in its final form, which may be different from the information contained in this 
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document.  No reliance may be placed for any purpose whatsoever on the information contained in 
this document or on the completeness, accuracy or fairness thereof.  
 
No representation or warranty, express or implied, is made or given by or on behalf of the Firm or 
its partners or any other person as to the accuracy, completeness or fairness of the information or 
opinions contained in this document, and no responsibility or liability is accepted for any such 
information or opinions (but so that nothing in this paragraph shall exclude liability for any 
representation or warranty made fraudulently). 
 
The distribution of this document in certain jurisdictions may be restricted by law; therefore, 
persons into whose possession this document comes should inform themselves about and 
observe any such restrictions.  Any such distribution could result in a violation of the law of such 
jurisdictions. 
 
The information contained in this presentation has been verified by the firm. It is possible that, from 
time to time, the Fund manager may choose to vary self imposed guidelines contained in this 
presentation in which case some statements may no longer remain valid. We recommend that 
prospective investors request confirmation of such changes prior to investment. Notwithstanding, 
all investment restrictions contained in specific Fund documentation such as prospectuses, 
supplements or placement memoranda or addenda thereto may be relied upon. 
 
The annual management charge is deducted from the capital of the Fund. This will increase the 
income from the Fund but may constrain or erode potential for capital growth.  
 
Investments fluctuate in value and may fall as well as rise. Investors may not get back the value of 
their original investment.  
 
Past performance is not necessarily a guide to future performance. Dividend yield quoted is 
prospective and is not guaranteed. 
 
Investors should note that there may be no recognised market for investments selected by the 
Investment Manager and it may, therefore, be difficult to deal in the investments or to obtain 
reliable information about their value or the extent of the risks to which they are exposed. 
 
The Investment Manager may undertake investments on behalf of the Fund in countries other than 
the investors’ own domicile. Investors should also note that changes in rates of exchange may 
cause the value of investments to go up or down. 
 
J O Hambro Capital Management Ltd is licensed by FTSE to redistribute the FTSE All-Share TR 
Index, the “Index”.  All rights in and to the Index and trade mark vest in FTSE and/or its licensors 
(including the Financial Times Limited and the London Stock Exchange PLC), none of whom shall 
be responsible for any error or omission in the Index. 

 


