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Q2 2018 Report 
A review of the markets and our updates 
 

Performance - Cumulative 

 
 

Performance - Calendar Years 

 
Notes: (1) Portfolio performance relates to the Total Return Balanced Portfolio; performance data as provided by Schroder & Co. Limited (Schroders) and Julius 
Baer and not independently verified. Includes fees from July 2013. Portfolio inception 30 September 2009. (2) Source: STEPS Enhance Medium Risk Benchmark 
which is independently compiled by Enhance Group. Prior to 2013 we have referred to the FE Trustnet IA Mixed Investment 40-85% Shares. Returns to 30 June 
2018. 

 

 
Market Review 
 
We started the previous quarter’s report expressing the view that Q1 had not met investor expectations as 
the euphoria at the start `of the year faded. Fundamentally, not a lot changed in the first quarter to dampen 
investor sentiment. 
The second quarter saw a recovery in share prices despite increased concerns regarding the Chinese 
economy as the yuan fell and Donald Trump continued to raise the spectre of trade wars. We also had the 
renewed political uncertainty in Europe as the new Italian government appeared to once again threaten 
the unity of the region. Having fallen almost ten percent from the record highs at the start of the year, the 
S&P 500 recovered but is still below the peak. There remain plenty of bricks in the so-called wall of 
worry – to name a few; US interest rate policy - will they raise three or four times this year? the state of 
the Chinese economy as the authorities look to stem credit growth, the uncertainty over the Brexit 
outcome, the strengthening dollar’s effect on emerging economies, and the possible continuation of the 
threat of a trade war between China and the US.  
On the other hand, the fundamentals appear to remain sound, economic growth remains robust and 
Purchasing Manager surveys continue to suggest economic expansion in the coming quarters. The first 
quarter earnings season, where expectations were high, met those expectations. The US economy is 
anticipated to have grown over 3% in the second quarter. Monetary policy may be tightening although it 
remains accommodative compared to history, and government bonds still do not appear attractive. While 
the threat of an impending global economic recession may be a step closer, it still seems remote at this 
moment in time. US inflation has picked up as the core rate at 2.3% is above the Federal Reserve’s target 

Q2 2018 H1 2018 1 Year 3 Years 5 Years Since 
inception

CAGR Since 
inception

Frank Investments(1) 6.2% 1.7% 4.0% 27.4% 41.4% 102.1% 8.4% 

Benchmark(2) 2.6% -0.4% 2.9% 17.9% 32.7% n.a. n.a. 

2017 2016 2015 2014 2013 2012 2011 2010

Frank Investments(1) 6.6% 16.8% -0.3% 4.6% 15.4% 12.7% -4.3% 18.2%

Benchmark(2) 7.7% 10.4% 2.0% 5.2% 10.8% 8.1% -3.0% 11.4%
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of 2%, leading to increased speculation the Federal Reserve will raise rates four times this year. The 
flattening US yield curve has been gaining a lot of press commentary. However, we believe this flattening 
is due to technical reasons (the spread between 10-year bunds and US treasuries remains close to a 30-
year gap rather than a predictor of an impending economic recession as can be the case when the gap 
between shorter and longer dated yields narrow). 
 

Portfolio 
 
Our portfolio gained 6.2% in the second quarter, helped in part to our higher exposure to overseas 
equities than our benchmark. We are now up 1.7% year to date, after fees - this compares to a -0.4% from 
our peers.  
During the quarter, we added to our position in IMI plc, for which Barclays and Morgan Stanley analysts 
had upgraded their price targets due to improving trading conditions. We also added to our Lloyds 
position, with its high yield dividend, which has seen share price pressure despite a strong financial 
situation. 
As a result of several positions in the portfolio performing well, we took profits in companies such as 
SAP, Microsoft, DSM, Johnson Matthey and Rio Tinto. As well as our technology sector companies 
performing well, in May, DSM’s share price continued to improve after it reported above market growth 
as a result of temporary higher vitamin prices from market supply disruptions. We also took profits in 
Siemens after the share price reacted positively to management guidance of increased profits due to 
strong results from its factory automation business countering the downturn at its Power and Gas 
operations. We exited WPP during the quarter in the wake of the CEO departure. 
We added Sage Group, which has good fundamentals of recurring revenue, strong organic growth and 
good cash conversion. The share price offered an attractive entry point for us while the market 
opportunity in cloud IT services remains compelling. 
 

Outlook 
 
Equity investor sentiment appears to have been on a roller coaster ride from the start of the year. There 
was euphoria as economic growth along with Trump tax reforms boosted sentiment. The euphoria ebbed 
away in the first quarter and has recovered somewhat, but not totally, in the second quarter. The latest 
Merrill Lynch fund manager survey reports that fund managers have once again become more cautious on 
equities. The German ZEW survey has steadily been declining from the start of the year and the Barron’s 
sentiment indicator remains well below levels earlier this year. None of these indicators suggest euphoria. 
The positives remain that corporate earnings growth for global equities is expected to be circa 15% in 
2018 and the valuation for global equities remains close to its historic average.  
The concerns for the coming quarter, aside from the threat of trade wars, is how much of an impact will 
tightening policies from the Federal Reserve and the European Central Bank impact economic growth, 
and should the Chinese economy slow, what are the Bank of China’s stimulus options? Brexit continues 
to make headlines as Theresa May battles to deliver Brexit without delivering Brexit - this continues to 
undermine sterling. The Bank of England remain on the cusp of raising interest rates as the IMF expect 
the UK economy to grow modestly this year and next but continue to step back from the brink.  
Global equity markets are fundamentally flat from the start of the year, many now operating in tight 
trading ranges. On the one hand supported by decent fundamentals, they are pegged back by some of the 
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concerns highlighted earlier in this report. Investors often quote the longevity of the bull market as a 
reason to become bearish, however forgetting that the bear market of the early 70’s was preceded by a 
fifteen-year bull run. 

 
Charts and Tables 

  
Notes: (1) Portfolio performance relates to the Total Return Balanced Portfolio; performance data as provided by Schroder & Co. Limited (Schroders) and Julius 
Baer and not independently verified. Includes fees from July 2013. Portfolio inception 30 September 2009. (2) Source: STEPS Enhance Medium Risk Benchmark 
which is independently compiled by Enhance Group. Prior to 2013 we have referred to the FE Trustnet IA Mixed Investment 40-85% Shares. Returns to 30 June 
2018. 

 
 
Yours sincerely, 
 
 
Paul 
 
Paul Sedgwick FCSI 
Director, Head of Investment 

Howard Weller 
Director 

 

Q2 2018 6 months 1 Year 3 Years 5 Years
Frank Investments 6.2% 1.7% 4.0% 27.4% 41.4%
Benchmark 2.6% -0.4% 2.9% 17.9% 32.7%
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