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 TB SUAF MSCI UK All Cap (TR) Quartile 

Q4 2021 +0.5% +4.3% 4 

1 Year +20.6% +18.8% 1 

3 Years +52.0% +24.7% 1 

Source: Saracen Fund Managers as of 31st December 2021 

 

 

 
Outlook 
 
A key development over the last quarter has been that Central Bankers have stopped using 

the term “transitory” when describing inflation. This is hardly surprising as it is running rampant 

across developed markets hitting one record after another. That interest rates will rise during 

2022 is a certainty and the Fed has signalled that three rate rises are likely during the year 

and the futures market is indicating something similar for the UK. Whether the pace and extent 

of these rate rises is enough to combat current inflation expectations remains to be seen. 

 

Economic forecasts for developed countries have suffered downward pressures due to labour 

and supply chain shortages as well as rising energy prices. While consensus forecasts for US 

GDP growth have dropped below 4% for 2022, and below 5% for the UK, the latter is still 

forecast to have the fastest growth in the G7 countries. However, profit margins remain under 

pressure and COVID is the key “known unknown”. As the world learns to live with the virus, 

vaccines, new treatments and fewer restrictions should make it less disruptive for economies. 

It would be ridiculous to expect the year to be plain sailing and after an almost uninterrupted 

rally over the last 20 months investors should expect bumps in the road. The good news is 

that there are early signs of supply issues easing which may turn out to be another key theme 

of 2022 along with inflation. 

 

David Clark 
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Background 

 

It is likely that 2022 will be a more normal yet positive year for UK equities. Growth and policy 

conditions, while not getting any better, remain broadly favourable. Slower but still above trend 

GDP growth should continue to support earnings with expansionary fiscal policies, large stores 

of unspent consumer savings, restocking, higher capex and the possible bottoming out in 

Chinese activity all acting as useful tailwinds. 

 

Household Savings Grown 

 
Source: FRB, BoE, ECB, Haver Analytics, Barclays Research 

 

It is worth noting that while we expect there to be a number of interest rate rises across the 

globe during 2022, rate rises in and of themselves do not typically end bull markets. Monetary 

conditions remain quite loose and real interest rates are still negative. 

 

Equities in general are well owned across the globe and it is certainly true in the UK. The 

Growth trade is very crowded, and the Growth v Value dispersion is extreme which, we 

believe, calls for a tilt in favour of the latter. Equities are the only asset class to exhibit a 

positive real yield and have the advantage of earnings power, which can act as an in-built 

nominal inflation hedge – unlike fixed income. 

 

Performance of Value v Growth in the UK  

 

Source: Liberum, Bloomberg 
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When talking about the UK market it is sometimes difficult to know where to start. The 

economy is robust in that it has topped the G7 GDP growth charts for 2021 with 6.9% growth 

even with a government that appears to stumble from crisis to crisis. As ever, context is 

everything and topping the growth charts was pretty much a result of being at the bottom of 

them in 2020. 

 

This reminds us that not all economic data should be taken at face value. The UK consumer 

has shown that, when they can and are willing, they are more than capable of spending. That 

said, much of the enforced savings accumulated during lockdown(s) has remained unspent. 

The feelgood factor for property owners was enhanced, yet again, by a record year for the 

housing market. 2022 may well be much more subdued as the stamp duty holidays lapse and 

even Halifax, perennial bulls that they are, are only forecasting 1% growth in house prices in 

2022. 

 

Employment statistics in the UK are providing something of a conundrum at present too. The 

UK has a record number of job vacancies at around 1.2million. Much to the Bank of England’s 

surprise, the end of the furlough scheme in December did not lead to the expected rise in 

unemployment. In addition, the official unemployment rate has fallen faster than expected and 

there are still industries such as Hospitality and Leisure that are talking about having hundreds 

of thousands of job vacancies which they are struggling to fill. It does not take a Nobel Laureate 

in Economics to realise that these conditions are very likely to fuel wage inflation and there is 

considerable evidence in company trading statements and employer surveys to support this 

assertion. Of course, this is an inflationary pressure too. 

 

Labour Shortages High 

 

Source: Bloomberg, Barclays Research 

Although the shortage of HGV drivers and baristas has hit the headlines and we hear stories 

of signing on bonuses for logistical workers as well as seasonal workers, a backdated 5% rise 

for Tesco workers, Greggs pulling forward a planned wage increase and so on context is again 

everything. 

Real wage growth in the UK has been pushed down to zero by (yet) another upside surprise 

in inflation.  

(See chart below) 
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Real Wage Growth 

 

Source: Liberum, Bloomberg 

Much has been made in the media about supply chain issues that companies are facing and 

the resultant gaps on our supermarket shelves as well as company’s problems sourcing raw 

materials for manufacturing and fabrication purposes. The problems in the supply chain are 

complex and varied – are there enough drivers to drive your container to the port? Did the 

factory have enough healthy workers to produce the ordered good in the first place? How do 

you cope with sharply rising freight rates and what about the queues of ships across the globe 

attempting to dock to unload goods? In the UK we have the added fun and games associated 

with Brexit to compound the misery. It is all but certain that we will see attempts by companies 

to shorten supply chains during 2022 to gain more control over both their products and their 

margins. 

Perhaps surprisingly, the most recent data we have suggests that business sentiment has 

changed little over the last few months, suggesting perhaps that the economy upheld 

momentum despite supply chain disruptions and the end of the furlough support scheme. 

Business Sentiment 

 

Source: Liberum, Bloomberg 

It would be remiss not to mention what a stellar year it has been for M&A activity across 

Europe. There have been some $18 trillion of transactions in Europe smashing all records 

back to 2007, and the UK was a record 32% of it. Given the valuation that the UK is still on we 

should expect more of the same during 2022. 
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2021 was a difficult year (what year is not?) given the strong recovery that we saw in H1 being 

followed by a trickier H2 for UK equities. The number of variables as we enter 2022 to consider 

in assessing companies’ fortunes remain high – COVID and variants, lockdowns, inflation in 

prices and wages, supply and labour constraints, pressure on government finances (despite 

the UK’s tax take projected to be at the highest level since the 1950s) and a background of 

rising interest rates. 

Well, nobody said it would be easy, and we are of the view that the balance of probabilities 

suggests a year that begins to show the hallmarks of a return to normality with respectable 

earnings growth in the UK and some further strong performance from the Value stocks that 

have been left behind. 

 

Portfolio Review 
 

Rather like Q3, the fourth quarter of 2021 was a mixed one for the fund with a couple of poor 

months followed by an excellent December. 

 

The portfolio performed poorly in October due to its lack of representation in bank and energy 

stocks. In addition, our portfolio of industrial stocks was badly hit as market participants 

worried about supply chain issues affecting the likes of Tyman, Eurocell and Melrose. 

November got off to a good start but faded in the last week or so as small and mid-cap stocks 

suffered from some profit taking. Holdings that had recently reported results at least in line 

with expectations, if not ahead of them were punished for acknowledging that there were some 

supply chain issues manifesting themselves though most of our holdings seem to have 

mitigated against the worst. Performance in December was boosted by a bid for one of our 

holdings, Clinigen and the fact that one of our long-standing holdings, Alpha Financial Markets 

Consulting, issued a very positive trading update. Although large cap stocks did rather better 

than small and mid-caps the fund turned in a decent enough performance to maintain the 

fund’s top quartile performance over the year.

UK Size Perf Over Last Month                                     UK Style Group Perf Over Last Month 

 
Source: MSCI, Morgan Stanley Research 
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The portfolio has a ‘multi cap’ structure with high exposure to small and mid-cap companies, 

which make up about 82% of the portfolio.  The focussed nature of the portfolio means that 

the Fund has a high active share at 96%.  This strategic positioning has been beneficial to our 

results over the years as well as offering considerable long-term flexibility.   

 

The Fund’s flexible, multi-cap structure remains in place with a meaningful exposure to small 

caps at its core, currently at 63% of the Fund as illustrated in the chart below. 

 

UK Alpha Fund Breakdown by Market Capitalisation 

 
Source: Saracen Fund Managers as of 31st December 2021 

 

 

Contributions 

 

Top 
Contributors    Top Detractors   

Stock 
Portfolio 
Weight 

Contribution 
to Portfolio  Stock 

Portfolio 
Weight 

Contribution 
to Portfolio 

Alpha FMC 3.78% 1.19%  Johnson Matthey 3.06% -0.80% 
Clinigen 2.50% 1.06%  Inspecs 3.79% -0.30% 
Marlowe 2.76% 0.57%  Volex 0.82% -0.28% 
Halfords 3.08% 0.43%  Chemring 2.91% -0.25% 
Intermediate Cap 3.46% 0.42%  Brickability 2.70% -0.25% 
Premier Miton 3.94% 0.34%  Melrose 2.11% -0.23% 
Kin + Carta 1.39% 0.30%  Eurocell 2.87% -0.20% 
FRP Advisory 3.84% 0.24%  Tyman 3.82% -0.20% 
Somero Ent. 1.47% 0.23%  STV 2.93% 0.17% 
National Express 2.66% 0.19%  Euromoney 1.93% 0.16% 

Source: Saracen Fund Managers as of 31st December 2021            Source: Saracen Fund Managers as of 31st December 2021 

 

Positive 

 

• Alpha FMC: Very positive trading statement issued in late November 

• Clinigen: Subject to a takeover bid by a US Private equity buyer. 

• Marlowe: Posted very strong interim results and continuing positive progress on the 

acquisition trail. 
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• Halfords: Very well received fund raising to raise cash to buy National for £64m. 

• Kin + Carta: Transition to digital plays to the company’s strengths and new business 

picking up strongly. 

 

Negative 

 

• Johnson Matthey: Company decided to exit the battery business which was poorly 

received. 

• Inspecs: Lacklustre performance during lockdown but made recent complimentary 

acquisition. 

• Volex: New holding for the fund. The company is trading well but the market yet to 

appreciate this. 

• Chemring: Underlying fundamentals remain very encouraging, but there is a currency 

headwind in the results. 

• Brickability: Strong interim results reported and acquisitions bedding in well though not 

a well-known stock in the market. 

 

Portfolio Activity 

 

We made quite a few changes to the portfolio over the fourth quarter. In terms of sales, we 

exited completely our position in Abrdn, where we felt that it was now more fairly valued. We 

also exited our disappointing position in John Wood Group and our equally disappointing 

position in Palace Capital. In addition, we took some profits in Discover IE and Intermediate 

Capital as well as Chemring and Melrose. 

 

During the quarter we introduced a few new holdings such as Volex, a supplier of power cords 

and cable assembly solutions and Wincanton, a provider of supply chain solutions in the UK 

and Ireland. We also initiated a position in Somero Enterprises, a very well-priced 

manufacturer of laser guided equipment that is used to place and screed concrete slab in all 

commercial building types, including all floors in multi storey buildings. 

 

Sector Breakdown 

 

 
Source: Saracen Fund Managers as of 31st December 2021 
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UK Alpha Strategy 

 
The UK Alpha fund is a multi-cap fund which is constructed from the bottom up. We do not 

manage it with any thought of generating income and consequently would normally expect the 

yield to be low. Typically, we invest only in stocks where we see a clear valuation anomaly 

and do not have any set targets as to small, mid or large cap exposure. 

 

As it happens just now, although we would argue that the UK market is in general looking quite 

attractive on valuation grounds, we have even more reasons to be optimistic regarding the 

small and mid-cap segments of the UK equity market. These include, but are not limited to: 

 

• Valuation: Small and mid-caps are trading at a discount to large caps on most 

metrics. 

• Structural: Passive money is affecting the volatility adjusted returns of large caps 

more than small and mid-caps. 

• Technical: The outperformance of small/mid-caps tends to be greatest during the 2 

years of a post-recession recovery. 

• Monetary: Current outlook for interest rates and economic growth both favour 

small/mid-caps. 

• Historic: These are the usual reasons for small/mid outperformance – the companies 

grow faster, the key beneficiaries of M&A, more widely owned by management. 

• ‘Skin in the game’, poorly covered by analysts etc. 

 

This is why the fund is currently positioned the way that it is and is likely to be so until some 

or all of these factors are no longer the case. In addition, we keep our turnover to a minimum 

which is usually around the 30% mark per annum. 

 

Investment Approach 
 

The TB Saracen UK Alpha Fund’s investment objective is to achieve a long-term total return 

above the total return of the MSCI UK All Cap Index.  

 

We have a focussed portfolio of 33 quoted UK companies making up a ‘best ideas’ fund with 

a very high active share, currently at 96%. We generally ignore index construction 

considerations and each position within the portfolio must be meaningful enough to make a 

difference to shareholder returns.  Our approach is ‘multi-cap’ with significant investments in 

smaller and medium sized companies and correspondingly limited exposure to the largest 

companies found in most UK equity portfolios. Mid and small caps are currently 82% of the 

fund with large companies at 15% and cash 3% 

 

We like to be patient shareholders in businesses and invest for the long-term.  If the underlying 

business is performing as we expect and the valuation is palatable, we remain invested.  Stock 

prices can be volatile in the short-term and we take advantage of this by adding to existing 

holdings if prices weaken and trimming large positions if valuations get out of kilter at any 

point. Valuation is key in every decision we make. 
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We spend very little time responding to what is in the news or analysing economic data.  Most 

macro factors are unpredictable and volatile in our experience. Instead, our time is spent 

searching for companies which the fund can invest in.  It is important to emphasise that we 

only ever invest in companies from the bottom up – we do not allocate to sectors, markets or 

any other arbitrary groupings. Each potential investment is judged on its own merits. That said, 

we sometimes find it convenient to consider our portfolio in terms of stocks with similar 

characteristics be that growth, cyclicality, deep value or a special situation of some sort. 

 

 

 

 

 

Important information:  
This information should not be construed as an invitation, offer or recommendation to buy or sell investments, shares or 
securities or to form the basis of a contract to be relied on in any way and is by way of information only. Taxation levels, 
benefits and reliefs may all vary depending on individual circumstances and are subject to change. Subscriptions will only be 
received, and shares issued on the basis of the current Prospectus, Key Investor Information Document (KIID) and 
Supplementary Information Document (SID). These are available, in English, together with information on how to buy and sell 
shares, on-line at www.saracenfundmanagers.com. Issued by Saracen Fund Managers Ltd, 19 Rutland Square, Edinburgh, 
EH1 2BB, authorised and regulated by the Financial Conduct Authority. Registered in Scotland No. 180545. 
 
Risk factors you should consider before investing: 
Past performance is not a guide to future performance.  The value of investments and the income from them may go down as 
well as up and you may get back less than the amount invested. A full list of the risks applicable to this Fund can be found in 
the Prospectus. All fund performance figures calculated on a single price basis. 
 
This Factsheet is for professional Investors only. 
 
Investment Manager - Saracen Fund Managers Ltd, 19 Rutland Square, Edinburgh, EH1 2BB Tel: 0131 202 9100/ Fax: 0131 221 
1895 
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