
  1 month* YTD 1 year Launch 3 years 5 years Launch

n	Fund +0.3 +8.2 ‑4.4 +97.7 +10.1 +4.3 +5.2

n	MSCI World +3.5 +16.5 +6.5 +132.5 +11.4 +7.3 +6.5

     

Preceding five calendar years performance  2018  2017  2016  2015  2014

Fund ‑9.8 +18.0 +20.3 ‑5.7 ‑5.0

MSCI World ‑8.7 +22.4 +7.5 ‑0.9 +4.9

*Estimate net performance for April. 
Source: Oldfield Partners.

The value of all investments and the income from them can go down as well as up; this may be due, in 
part, to exchange rate fluctuations. Past performance is not a guide to future performance.

Fund manager commentary
The rebound in global markets this year has now erased all the losses of the fourth quarter of 2018 with 
MSCI World providing a total return of 16% this year. The rebound has been led by the US market where the 
S&P500 is up 18%, NASDAQ is up 22% with the NYSE FANG+ index up 24% (The FANG+ index represents 
just ten technology ‘stock market darlings’ – Twitter, Facebook, Apple, Amazon, Nvidia, Alibaba, Netflix, 
Alphabet, Baidu and Tesla that together have a market capitalisation of $4.2 trillion). In such a racy, growth-
led, momentum-fuelled rally our Global contrarian value strategy lagged the market (+8%).

Over the last seven-month period covering the fourth quarter fall and the first four months of this year, the 
portfolio is -2% (in USD terms) versus +1% for MSCI World and +1% for MSCI World Value.

The largest detractors for the month, in order of their impact on the portfolio, were Kansai Electric Power 
(-18%, total return in local currency), Korea Electric Power   (-5%), E.On (-3%), Eni (-3%) and Japan Post 
(-4%).

Kansai Electric Power suffered after Japan’s Nuclear Regulation Authority (NRA) unexpectedly refused to 
issue any further extensions to existing deadlines for nuclear plants to have completed the engineering work 
required to strengthen a facility against terrorist attack and allow for remote shutdown. The work required 
is significant and all the nuclear operators are running behind schedule. Across the country, up to 13 reactors 
may be prevented from operating until they comply.

Kansai’s stock price fell 15% on the news and we think that a gross over-reaction. The probability of the 
reactors shutting down is low. The NRA’s aim is not to shutter nuclear reactors. Rather, the refusal to grant 
extensions appears to us a politically expedient wake-up call for utilities to comply with the regulator’s rules 
given the upcoming elections in the upper house of parliament due in July. The utilities will likely speed-up 
their construction and the NRA may well relent once the elections have passed. The shares remain attractively 
valued at 7.5 times the net profits expected in the current fiscal year and yielding over 3.5 per cent.

During the month Japan’s Ministry of Finance announced its intention to reduce its 57% stake in Japan Post 
Holdings. The state is legally obliged to hold at least one third of the group’s shares. We believe that this is 
a positive development which will ultimately ease the regulatory burden around its banking and insurance 
subsidiaries.

Japan Post Holdings owned 89% of its listed banking and insurance subsidiaries and the two companies 
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Investment objective 

The Fund seeks to achieve over the long 
term a total return in excess of that of the 
MSCI World Index (with net dividends 
reinvested) through investment in a 
concentrated portfolio of equity securities 
of predominantly large companies, 
selected from all the major markets and 
to a lesser extent from some emerging 
markets, worldwide. The average market 
capitalization of companies represented 
within the Fund is likely to be more than 
US$20 billion. The approach is classic 
contrarian value, based on bottom-
up fundamental research of individual 
companies.

Fund particulars

Launch date 01 December 2005

Fund size US$69.3m

Domicile USA

Structure LLC

Base currency USD

Dealing Monthly

Min. investment US$3,000,000

Management fees 0.90% per annum

TER 1.14% per annum

Benchmark MSCI World

“A concentrated portfolio 
concentrates the mind...”

About Oldfield Partners

Oldfield Partners LLP is an owner-
managed boutique fund management 
firm which manages equity portfolios 
for a global client base that includes 
endowments funds, pension funds, 
charities, family offices and individuals.

Oldfield Partners began operations in 
March, 2005 and is majority owned by the 
executive partners.

We are value investors with a distinctive 
approach: a limited number of holdings, 
long-only, no leverage, diversified, 
index-agnostic and suspicious of short-
termism.
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account for the majority of the parent’s profits. However, as part of the privatisation it was agreed that both subsidiaries would have to ask the government 
for permission before taking on new lines of business as long as the parent owns a stake of more than 50%. The result of this regulatory burden is that Japan 
Post Bank, the fifth largest bank by assets in the world, provides virtually no loans and mortgages. Instead, it holds a quarter of its assets in cash, earning 
little more than zero. Most of the remainder is held in Japanese government bonds and US treasuries. Given the low yield environment, this put the bank 
under intense pressure, with its 3% return on equity at risk of falling further.

A few days before the announcement by the Ministry of Finance, Japan Post Holdings announced that they would reduce their holding in the insurance 
business from 89% to 66%. Long term, we believe that owning half of a business with a bright future is preferable over owning 89% of a regulatory-
constrained business. We expect Japan Post Holdings to reduce its holding in both subsidiaries to below 50% over the next year or so. The key question is 
how the proceeds will be used. We are hopeful that management has learnt from costly M&A mistakes in the past and we have urged them to consider share 
buybacks. Given the group’s current valuation at 0.4 of book, their own shares are amongst the cheapest assets in the market.

The positive contributors to performance this month, in order of impact on the portfolio, were Siemens (+11%, total return in local currency), Tesco (+8%), 
Citigroup (+14%), Toyota (+6%) and General Motors (+5%).

Tesco’s shares are up 31% year-to-date reflecting both the continued improvement in trading and confirmation that profitability is building too with the 
3.5-4.0% adjusted operating margin target for the current fiscal year to end February 2020 now looking very achievable. Banished finally are the bears 
who have been calling it a ‘broken business’. In April, we had a private meeting with Dave Lewis (CEO) and Tony Hoggett (COO) to discuss the potential for 
further cost reductions, the state of play in their very profitable Thai operation and their views on the longer-term threat from Amazon in online delivery 
and in-store innovation. We think the shares are worth 300p, 20% above current levels with greater value possible as Tesco realises the revenue and profit 
synergies we think possible from the Booker deal. Tesco has two capital market days in June, one for the financial goals and the other to focus on its ESG goals.

Finally, we purchased a new holding at the end of March – Allergan. Allergan is a global pharmaceutical company operating in 100 counties and employing 
more than 17,000 people worldwide. The company, in its current form, was created in 2015 when Actavis acquired Allergan for $74bn (and assumed the 
Allergan name). Actavis itself was a collection for mergers and acquisitions in the first half of the decade. Today, Allergan has two lines of business: the 
traditional branded pharmaceutical business and an aesthetics business.

The global aesthetics market has seen strong growth in recent years and we expect this to continue over the coming years. The market benefits from the 
repeat and perpetual nature of many of the products which makes it much more valuable than conventional pharmaceutical products. There is less need to 
reinvent the business every 10 years. Allergan is well positioned to take advantage of these trends, with a number of market leading sub-products. However, 
the jewel in the Allergan crown is the Botox franchise.

Botox is a brand name and Allergan’s commercial form of a neurotoxin called botulinum toxin that is produced by the bacterium Clostridium botulinum. 
Botulinum is the most acutely lethal toxin known to man. Allergan produces just a single gram per year – the amount that scientists have estimated could 
kill as many as 1 million people. However, when used correctly and in extremely small concentrations, it has multiple applications by preventing signals from 
the nerve cells reaching muscles, therefore paralyzing them. Botox is most famous as a treatment to reduce the appearance of facial wrinkles and fine lines.

One of the most attractive elements of Botox is that it is no longer under patent and there are alternatives available – removing the risks of a ‘patent cliff’. 
However, Botox maintains a market share of c. 70%, benefiting from first-mover advantage, a well-known brand name, good understanding of the product 
by clinicians and being a trusted solution. Botox forms a large part of the aesthetics business. It generates sales of around $4.3bn and has economics and 
characteristics more akin to luxury goods or beauty companies than typical pharmaceuticals.

Beyond aesthetics applications, Botox is used for various therapeutic purposes including eye squints, migraines, excess sweating and over-active bladders. 
These sales alone would be Allergan’s single largest drug. Allergan also continues to discover new applications for Botox and truly replicating a substitutable 
product is extremely difficult. It’s second largest drug, Restasis, is facing a ‘patent cliff’ this year resulting in over $1bn in lost revenue but this is well known. 
Looking longer term, the therapeutics business comprises a diversified drug portfolio which has limited exposure to patent cliffs over the next 5 years. While 
the company has a drug pipeline its most prized drug under development recently failed in a late stage trial.

The failure to develop a high-quality pipeline of drugs, alongside a poorly performing share price has resulted in management coming under increased 
pressure. Possible responses to this pressure could include a break-up of the aesthetic and therapeutic businesses. Fortunately, despite the string of 
acquisitions that led to the creation of Allergan, Brent Saunders, CEO, claims not just to be an empire builder but instead focused on creating shareholder 
value. In 2016 he had the foresight to sell Allergan’s generic drug business to Teva Pharmaceutical Industries for a very attractive $41bn a valuation of around 
15 times enterprise value to earnings before interest, tax, depreciation and amortisation.

Allergan generates significant free cash flow, even allowing for investment in R&D and acquisitions, that should allow it to reduce the financial leverage, 
currently high at 4.1 times free cash flow, closer to 2 times within four years. The company is currently trading on a free cash flow yield in excess of 10%. This 
is attractive both in absolute terms and relative to its own history as well as against its peers. In this instance, we are viewing the peers as other pharmaceutical 
companies but, as mentioned earlier, there is a strong argument that a portion of the Allergan business should be compared to areas such as luxury goods or 
beauty companies. We receive a dividend yield of 2% and expect the company to return additional capital to shareholders through share buybacks.

In 2016, Pfizer bid $363 a share for Allergan. The proposed acquisition failed for political reasons, but it does provide an indication that industry participants 
see significant value in the business. We believe Allergan is worth c.$210 per share, nearly 50% more than the current share price.

Commentary - continued
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Oldfield Partners

11 Grosvenor Place 
London, SW1X 7HH 
United Kingdom

Telephone: +44 (0) 20 7259 1000 
Email: info@oldfieldpartners.com 
www.oldfieldpartners.com

Oldfield Partners LLP is authorised and regulated by the Financial Conduct Authority. This communication has been approved and issued by Oldfield Partners US LLC (OPUS) and 
Oldfield Partners LLP (OP) for information purposes only. OPUS and OP expressly disclaim liability for errors or omissions in the information and data presented above and for any 
loss or damage arising out of the use or misuse thereof or reliance thereon. This presentation is not an offering of securities or invitation to invest to any person in any jurisdiction. 
Such offering is made solely by the Fund’s Confidential Private Placement Memorandum (the Memorandum), which is available to qualified investors and applications to invest in 
the Fund must only be made on the basis of this Memorandum. No information in this communication should be construed as providing financial, investment or other professional 
advice. The information contained herein is for general guidance only and further information is available in the Memorandum. The taxation implications of investing in the Fund 
will depend on individual financial circumstances. This document has not been reviewed or approved by any governmental or regulatory authority, including, without limitation, 
the U.S. Securities and Exchange Commission, nor has its accuracy been confirmed. Interests in the Fund have not been registered under the Securities Act of 1933, as amended, the 
Investment Company Act of 1940, as amended, or the securities laws of any states, nor have they been approved or disapproved by any of these bodies. By acquiring an interest in the 
Fund, an investor acknowledges and agrees that any information provided by OP and DMC is not a recommendation to invest in the Fund and that OP and DMC are not undertaking to 
provide any investment advice to the investor (impartial or otherwise) . © 2019 Partnership No. OC309959.

Dealing and administrator details

Meteora Partners LLC 
11 Broadway, Suite 965 
New York, NY 10004

Telephone: +1 212 (0) 514 4980 
Email: meteorapartners@meteorallc.com

Fund analysis

Sector breakdown (%)

Financials 19.7

Industrials 14.0

Utilities 13.4

Telecoms 11.5

Health Care 9.0

Information Technology 8.7

Consumer Staples 6.8

Consumer Discretionary 6.7

Energy 4.5

Materials 4.4

Cash 1.3

Country breakdown (%)

Japan 27.6

United Kingdom 20.4

United States 18.0

Germany 11.7

South Korea 7.7

France 6.4

Italy 4.5

Canada 2.4

Cash 1.3

Top 10 holdings (%) 1 month total return (%)*

Weighting Local terms USD

Tesco 6.8 +7.6 +8.0

E.ON 6.7 -3.4 -3.4

Sanofi 6.4 -1.6 -1.6

BT 6.4 +2.7 +3.1

MHI 5.7 +0.5 0.0

Lloyds 5.2 +4.1 +4.5

Viacom 5.2 +3.0 +3.0

Siemens 5.0 +11.4 +11.3

Eni 4.5 ‑3.4 ‑3.4

Samsung Electronics 4.3 +3.3 +0.9

*Inclusive of portfolio activity.
All data as at 30 April 2019. 
Source: Oldfield Partners.




