
                           

 

 

 

 

Performance:  

Fund (J Class Accumulation) 1: -4.9% 

MSCI World High Dividend Yield, Net Dividends Reinvested: 14.9% 

MSCI World, Net Dividends Reinvested: 15.7% 

Source: Thesis Unit Trust Management Limited, Bloomberg, Oldfield Partners LLP and MSCI (Copyright) 

1 Performance is calculated net of all fees and expenses and on a total return basis, inclusive of all distributions to unit holders. 

 

Process 

We look to invest in companies that are long-term winners trading at attractive valuations. We 

select investments through a bottom-up, research driven approach, searching for companies 

which have attractive business attributes and are trading at prices well below our view of their 

fair value. We are contrarian in our thinking, looking at parts of the market that are unloved 

and out of favour. Areas of poor sentiment are where we find companies priced at material 

discounts to fair value. The portfolio is concentrated – typically 20-30 holdings – but we look 

to diversify across countries and sectors. Finally, and importantly, we invest with a long-term 

mind-set. Our average holding period is 4-5 years. 

There is a specific focus on dividends and income generation. At the portfolio level, we are 

looking to produce an attractive income stream which is sustainable and will grow over time. 

We target a portfolio dividend yield that is at least 1.3 times that of the broader MSCI World 

Index. Dividends are a critical part of our investment process. We have regularly stated that 

we expect to grow the dividend per share on a three to five year rolling view.  

This fund, like all our funds at Oldfield Partners, is an equity fund. There are two reasons that 

we run our equity funds fully invested. The first is that this is what we tell all our clients we will 

do: Our funds are for investors who want to be invested (in this part of their portfolios) in 

equities, aiming to outperform the relevant indices over the long term. The second is that, even 

in dire times, even in times of great uncertainty and great volatility, we remain convinced of 

the long-term benefits of equity investment: it is not for those with a short-term outlook, but 

over the long term we believe that equities in general, and the equities we choose for the fund, 

will provide a good after-inflation return. 

Overview  

The fund fell 4.9% during the year ending March 2022 (in GBP). This was behind the MSCI 

World High Dividend Yield Index which rose 14.9% and the MSCI World Index which rose 

15.7%.  

At a stock level, the strongest performers, in order of impact on the portfolio, were Fairfax 

(+27%, total return in local currency), Progressive (+22%) and Colliers (+33%). The largest 

negative contributors were Lukoil (+we marked the holding to zero), Wetherspoons (-43%) 

and Alibaba (-45%, from the point of purchase).  

The fund suffered from its exposure to Europe following the invasion of the Ukraine. There 

appeared to be indiscriminate selling of European equities, with all sectors falling as the war 

commenced. This was particularly noticeable when compared with the US, where sectors such 
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as energy and materials (global sectors with similar drivers) saw wildly different performance. 

We remain committed to these companies, which we regard as long-term winners trading at 

attractive valuations. In many cases, the businesses have global operations and the fund’s 

exposure to the US and Asia by revenue (versus listing) is higher. The US, however, is looking 

increasingly stretched from a valuation perspective. Moreover, the relative outperformance of 

the US compared to EAFE has reached 260% and lasted for over 14 years – both 

unprecedented over the last 50 years, 

Contributors to performance  

Fairfax and Progressive, both insurance companies, are benefiting from the rise in interest 

rates and the move in the short end of the US government bond yield curve. Liquid assets are 

being invested at more attractive rates, which will drive higher investment income.  

The underlying businesses are both performing well. Fairfax is seeing strong premium growth 

and the underwriting standards are good. The company recently repurchased $1bn of its 

shares (c.8% of shares outstanding). Progressive has been disciplined in writing new business 

recently as pricing softened and higher costs pushed up claims. It appears that pricing is now 

catching up. The business continues to enjoy sustainable competitive advantages due to its 

strong brand, distribution model, scale and underwriting capabilities. 

Colliers has continued to deliver as the economy recovered through 2021. The company has 

continued its transition to more sustainable earnings through a combination of organic growth 

and sensible acquisitions. This has led revenue to grow 17% per annum from 2016 and total 

shareholder returns have been c.30% per annum over the same period. Jay Hennick, founder 

and CEO, remains an important driver of the culture of the business. Despite all this positive 

information the valuation is now less attractive than when we purchased the shares in late 

2020 and as a result we have been reducing the position.  

Detractors from performance 

Up to February 2022 the risks of owning Lukoil were well understood and, to some extent, 

we have been compensated for that risk over the last five years with annual dividend payments 

that have been approaching 10% of the market capitalisation. However, this was not enough 

compensation and at this point it is clear we have made a mistake with our investment in 

Lukoil.  

From a risk management perspective, we look to diversify across countries, sectors, and 

themes. Our direct exposure to Russian stocks is limited to Lukoil. Lukoil was buying back its 

own stock as recently as 23rd February, the day before Russian troops crossed into Ukraine. 

Lukoil is not a state-owned company and has a history of decent corporate governance.  

The risks with Lukoil have extended beyond the realms of traditional economic risks into the 

geopolitical. It is possible that we are barred from holding the shares or that the company is 

nationalised. Given the current situation, the position is marked to zero and there is now no 

downside. However, Lukoil has recommenced trading in the Russian market. The shares are 

priced at the equivalent of $65 a share, the same price the shares were trading the day before 

the invasion. Due to bans of foreigners from selling Russian stocks we are currently unable to 

access the Russian market for Lukoil shares. That may not be the case forever. 

Wetherspoon released its half year results which showed a steady improvement in like-for-

like sales with the current run rate being just 2% below pre-pandemic levels. We believe the 

reason for the poor share price performance is the belief that inflationary pressures such as 

high energy prices will particularly hurt Wetherspoon’s customers and the company’s low 



margins look vulnerable to small changes in cost inflation. We think both assumptions are 

wrong and explain our thoughts below.  

First, we think it is instructive to look back to the financial crisis where the position was arguably 

even worse than today: the economy was weak, unemployment doubled and commodity 

prices were soaring. Then, as now, it was assumed Wetherspoon’s customers would be 

particularly vulnerable to rising costs. But this was not borne out.  From 2007 - 2009 

Wetherspoon increased revenues by 7%, EBITDA by 6% and operating cashflow by an 

impressive 41%. Meanwhile the other listed pub companies saw revenues fall and both profits 

and cashflow collapsed. Wetherspoon clearly took market share as consumers became more 

concerned about price. 

The second argument around the company being more vulnerable because of relatively low 

margins, we believe is also wrong. The average Wetherspoon pub has turnover of around 

£2m which is about four times the level of an average town pub. Costs such as energy, 

insurance and depreciation are similar whether the pub is full or not, but as costs rise they 

have a smaller impact on the busier pub. For example, a typical town pub spends about 

£20,000 on utilities, if these were to go up by 200%, roughly half the increase in UK wholesale 

electricity prices, it would increase costs by £40,000. The standard town pub would need to 

raise prices by 8% (assuming no other inflation) as well as retain all its customers, just to cover 

those costs. Wetherspoon would only need to increase prices by 2% to achieve the same 

result. Wetherspoon’s prices are already around 30% cheaper than competitors, so rising 

inflation tends to increase its competitive position. Furthermore, Wetherspoon has already told 

us that their total costs are rising at less than inflation.  

Wetherspoon has fixed the interest rate on its debt for the next seven years and it owns around 

70% of its pubs, further reducing the impact of inflation. The company was generating nearly 

£110m in free cash flow before the pandemic and, with a stronger competitive position now, it 

should return to those levels over the next year. This would mean the company is trading on 

a free cashflow yield of around 11% - exceptionally cheap for such a well-run market leader.  

Portfolio changes - purchases 

During the period we purchased Alibaba and SS&C. 

Alibaba is present in several key markets including e-commerce, cloud, video, logistics and 

fintech. Founded in 1999 by Jack Ma it is often compared to Amazon. However, the 

monetisation of the e-commerce business to date has been more akin to Google, with low 

capital requirements and high margins with merchants paying to advertise on Alibaba’s 

double-sided network of merchants and consumers. 

The core e-commerce business competitive strengths are manifold. They have a high market 

share of over 50% in a business with high switching costs and substantial barriers to entry. E-

commerce marketplaces benefit from strong network effects that lock in both merchants and 

consumers. The Chinese regulator estimated the user retention rate at 98% from year to year 

on Alibaba’s platforms. Merchants have high switching costs as they build up large user bases 

and customer reviews that would be very hard to replicate on new platforms. Alibaba has 

continued to build the moat around the core e-commerce business by investing in adjacent 

products such as payments through Alipay and IT through Alicloud.     

The main competitive threats to the platform are coming from JD.com and Pinduoduo in e-

commerce and Meituan in last mile delivery networks. In addition, Tencent, through WeChat, 

has increasingly encroached onto Alibaba’s turf. Alibaba can respond to these threats because 

of the competitive strengths outlined above and by making substantial investments in other 



areas including logistics (Cainiao), distribution (ele.me), engagement (Tmall live), payments 

(Ant Financial 33% associate) and IT (Alibaba Cloud). 

Alibaba should be able to drive growth through both increasing the size of the pie and taking 

more of the pie. The growth of the pie, gross merchandise value (GMV), is driven by more 

customers coming to the platform and customers spending more on the platform. The 

company has a target of a GMV of RMB 10trn by early 2024, c.10% per annum growth from 

today. However, revenue should grow even quicker driven by rising take rates (the share of 

GMV that Alibaba converts to revenue) as Alibaba sells more services. Alibaba’s take rate in 

the e-commerce business is 4.5%; this compares with 8% for eBay and 16% for Etsy, despite 

providing many more services for its third-party partners. 

The main driver of growth beyond the core commerce business is likely to come from the cloud 

business. Alicloud is the No.1 player in Chinese cloud and third largest globally. Currently, it 

has revenue of RMB60bn ($9bn) – similar in size to Amazon Web Services (AWS), Amazon’s 

cloud business, in 2016. It has turned breakeven this year. There is a 5.5x opportunity for the 

business simply if they maintain share and IT spending in China rises to the same share of 

GDP as the USA and the share of IT spent on the cloud in China rises to the same as the 

USA. It is worth noting that the US cloud is still growing at rapid rates. At this point revenue 

for Alicloud would be c.$50bn – similar to the current size of AWS. 

Alibaba has a variety of other businesses and investments. These include a 33% stake in Ant 

financial, Lazada (an e-commerce platform in south-east Asia with 80m customers), ele.me 

the number two platform in delivery with 290m active consumers, Didi (the ‘uber’ of China), 

and bilibili (the ‘youtube’ of China). 

Culturally the business is laser focused on investing in the business’ future. Jack Ma, the 

founder, out manoeuvred the foreign giant eBay in the early noughties by recognising the size 

of the opportunity and keeping prices low for merchants. For those that are keen to know more 

about the history of Alibaba we recommend watching Crocodile in the Yangtze. 

The main reason for Alibaba’s attractive valuation is the threat of severe regulatory action. We 

do not believe that anything the Chinese government has done so far, to their technology 

businesses, to be beyond reasonable.     

The Chinese regulator's review of Alibaba’s business very succinctly highlighted the 

competitive advantages that Alibaba had and was likely to retain for the foreseeable future. 

The regulator then proceeded to make sure that Alibaba did not continue to abuse its 

advantages. Looking forward, Alibaba may not be able to abuse its dominant position, but it 

still retains one. The other major part of Alibaba’s business to come under regulatory scrutiny 

is Ant Financial. Ant Financial had built the largest payment system, Alipay, and the largest 

lending system in China without any regulatory oversight; something no western government 

would stand for. The Chinese regulator’s rulings to properly capitalise and structure this bit of 

the business is entirely reasonable.  

We think there are several reasons why the Chinese regulator is unlikely to go further. Firstly, 

it has completed its review of Alibaba. Secondly, merchants on the platform employ c.70m 

people directly and indirectly; China wants to support these people not harm them. Finally, the 

tech ecosystem has played a very important role in the economic success of China in recent 

years, and it makes little sense for a benevolent dictator to destroy this system.  

We have seen several technology companies in America face similar pressures in recent 

years and continue to perform well following the regulatory interventions – Facebook with the 

Cambridge Analytica scandal in 2018 and the Durbin amendment with Mastercard and Visa 



in 2010 are a couple of examples. We consider everything we have seen in China so far to be 

of a similar order of magnitude.  

The one topic that promotes much debate is the Chinese desire for foreign capital. It is 

possible, given internal savings, that the Chinese no longer want foreign capital invested in 

their technology companies. It is notable that as the perceptions of risk increased, Chinese 

regulators sought to calm nerves of international investors. However, given this risk we will be 

limiting the overall exposure in China. We have further managed the risk of a fallout between 

US and China by buying the Hong Kong listing.  

The regulatory concerns make the valuation of Alibaba compelling. There are several ways of 

assessing the valuation, but the number of different businesses point to a sum of the parts. 

The current market capitalisation is $280bn. With around $100bn of net cash and a further 

c.$45bn of listed investments, the enterprise value is $155bn.  

The 33% stake in Ant Financial is valued at around $25bn (down from a peak of over $100bn 

in 2020 prior to the intervention from the government). The most important wholly owned asset 

other than the core commerce business is Alicloud; using a price-to-sales multiples of 10x 

(less than peers for a business that grew 50% last year) gives a value of c.$100bn.  

This leaves $55bn of remaining value for: a) Chinese core e-commerce, b) Lazada, c) Cainiao 

logistics d) Last mile delivery network ele.me and e) Digital Media business Youku, along with 

a whole host of businesses we have not discussed. The Chinese core commerce business 

alone made over $23bn of operating profit last year; if the entire residual value was assigned 

just to this business (unlikely given the other assets), it would imply 2.5x historical operating 

profit. The company also recently announced that it is increasing its share buyback 

programme to $25bn from $15bn over the coming two years, 10% of the current market 

capitalisation. 

SS&C is a leading provider of mission critical, software-based services and software for the 

financial services and healthcare industries. The company has over 18,000 clients around the 

world. SS&C is well positioned to take advantage of rising spending on IT and software, 

particularly since it has a broad suite of products and solutions to help clients. SS&C operates 

in what appears to be a competitive environment. However, there are perhaps two or three 

genuine scale competitors with a long tail of subscale, regional or focused competitors. In 

addition, the major competitors are owned by banks while SS&C has an advantage of being 

an independent focused software provider. This is seen in customer behaviour – contracts are 

often 3 to 5 years in length and the customer base is very sticky with 95% retention from one 

year to the next.  

SS&C has a history of acquiring companies, especially the subscale competitors. Since 1995 

it has acquired 60 companies. These acquisitions have added both new products and 

customers to the business. Part of the reason for the derating of the shares is that it has 

become harder to do acquisitions at sensible prices in the face of rising multiples for software 

businesses. The company has remained disciplined in its capital allocation during this period 

by de-gearing the balance sheet and buying back shares – a huge positive.   

We expect the company to continue to make acquisitions in the future (as well as grow 

organically). This strategy does bring risks around buying the right things, paying the right 

price and integration. This is where management is critical. Bill Stone is the founder and CEO 

of the business and retains a 13.5% stake in the business. He has a successful record of 

executing this strategy and is well-aligned with shareholders.  



SS&C trades on a free cash flow yield of 7%. We expect the company to grow organically at 

4-6%, giving a return of c. 12% per annum.  However, looking at management’s ability to 

allocate capital, we expect the company to add value over and above this.   

Portfolio changes - sales 

During the period we completely sold Toyota, Eni Spa and Tesco as they reached target 

prices.  

Conclusion 

Although some of the excesses appear to be coming out of markets there remain many areas 

that are out of kilter with long term norms. Most of this abnormality is concentrated in the major 

indices. This is more obvious in the USA, now 70% of global benchmarks, than anywhere else.  

John Hussmann, the permabear, believes the S&P 500 will provide a nominal return of -5% 

per annum over the next 12 years. The basis of this view is metrics that have been helpful 

long-term signals for valuation extremes such as the market cap to GDP ratio (the Buffett 

Indicator) and cyclically adjusted PE ratio (CAPE). The Buffett Indicator stands at 180% in the 

US; the peak in the dot com boom was 140% and the long-term average below 100%. The 

CAPE stands at 36 times more than twice the long-term average of around seventeen times.  

Given this back drop the discipline of investing in companies that are trading on attractive 

valuations can be challenging. It often means looking in areas where there is fear, which can 

be emotionally difficult. People like the comfort of being part of the crowd. Benjamin Graham, 

when asked what causes a cheap stock to find its value, responded “that is one of the 

mysteries of our business, and it is a mystery to me as well as to everybody else. We know 

from experience that eventually the market catches up with value.” 

The value of the Overstone Income Portfolio is currently trading on a forward price to earnings 

ratio of under twelve times compared with the MSCI World of eighteen times whilst offering a 

dividend yield of 2.8%. The weighted average upside of the portfolio is 65% compared with a 

long-term average of around 30%.  
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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 necessarily 

a guide to future performance 
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