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FIDELITY SPECIAL VALUES PLC 
Inflation causes and portfolio effects 
The recent surge in inflation after a long period of stable, low rates has upset 
investors and economists. While many investors focus on the headline figures, the 
causes are complex. These include monetary policy, the pandemic, supply chain 
disruptions, labour markets, and the Russia/Ukraine conflict and the associated 
geopolitical fallout. With such varied causes, investors should not be surprised that 
the effect on individual companies varies widely too. We highlight some positions 
in the FSV portfolio that have been affected by the above factors and how the 
portfolio may be affected by changes in them going forward. 

► Half-year report:  With FSV giving a daily NAV update, there was no news on 
performance, other than the manager’s comment. The company has declared 
an interim dividend of 2.30p per share, a 6% increase on the 2.17p paid the 
previous year. It was paid on 22 June 2022. 

► Board changes:  The longstanding chairman, Andy Irvine, will step down at the 
next AGM. Dean Buckley, who is currently the senior non-executive director, 
will become Chairman. It has also recently been announced that Ominder 
Dhillon has been appointed as a non-executive director. 

► Valuation:  With quoted investments, there are no valuation issues. FSV aims 
to keep a single-digit discount in normal market conditions. It has mostly done 
this, aided by an active discount management policy. The company has both 
bought back and sold shares, adding a small amount to investor returns. 

► Risks:  With a value-based investment philosophy, value being out of favour has 
constituted a headwind, although one that the manager’s stock-picking has 
largely overcome to date. The UK market has been a long-term underperformer 
relative to global markets, and there is a risk that it will remain out of favour. 

► Investment summary:  While FSV currently trades at the upper end of its 
discount range, this is better than that of most of its peers. Meanwhile, the 
stability of the team and the investment process suggest that this performance 
is built on solid ground. The dividend yield is higher than the average of its peers, 
suggesting that it should be attractive to investors looking for income alongside 
capital growth. 

Financial summary and valuation 
Year-end Aug (£000)  2019 2020 2021 2022E 2023E 
Investment gains/losses  -40,929 -131,085 252,899 -70,937 91,133 
Gains/losses on CFDs  -23,287 -11,820 55,323 -9,923 14,214 
Investment income  30,335 20,282 27,890 32,874 28,156 
Investment mgmt. fees  -5,921 -5,627 -5,098 -5,107 -4,830 
PBT  -35,689 -133,330 329,504 -53,873 127,879 
Investments  635,539 563,763 886,710 759,440 797,356 
Cash  2,207 9,802 63,780 145,625 145,625 
NAV  698,668 579,505 954,090 911,134 949,050 
NAV per share (p)  253.0 199.7 304.8 281.1 288.4 
Dividend (p)  7.25* 5.80 6.67 7.00 7.35 
Disc./(prem.) to NAV  -9.1% 1.2% -4.9% -3.8% -6.2% 
Yield  2.8% 2.3% 2.5% 2.6% 2.7% 

 

                                                             *Includes special dividend; Source: Hardman & Co Research 
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FSV has outperformed its benchmark over past decade (indexed to 100, Jun’22) 

 

 

► Over the medium and long term, FSV has materially 
outperformed its benchmark. 

► FSV has shown consistency too, outperforming in six of 
the nine years since the current manager was appointed. 

 

 

Consistent dividend payer, with yield above sector average 

 

  

► The dividend has increased steadily over the last decade, 
with a special dividend in 2019, owing to higher-than-usual 
income. 

► Although 2020 saw many companies cut or suspend 
dividends, FSV topped up its dividend from reserves. 

 

 

FSV portfolio mix by index exposure (%)  

 

 

► FSV invests across the market cap spectrum – in practice, 
it has consistently been overweight mid- and small-cap 
stocks. 

► The company is allowed up to 20% overseas exposure, 
which the manager uses consistently.  

 

Active policy has kept discount consistently within target range 

 

 

► FSV aims for a single-digit discount in normal market 
conditions – the current valuation is in the middle of the 
range, but it is still better than that of most of its peers. 

► FSV has actively both bought back and issued shares in 
periods, consistently adding a small amount to returns. 

 

Source: Company data, Hardman & Co Research 
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Investment objective 
The investment objective of the company is to achieve long-term capital growth 
from a portfolio of shares consisting primarily of UK listed companies.  

Key parts of investment policy 
► The company seeks to meet its investment objective through investment in a 

diversified portfolio of securities issued by, or related to, predominantly UK 
listed companies. 

► The company will have a blend of investments in larger-, medium- and smaller-
sized companies, and will be guided by a contrarian philosophy. 

The manager’s strategy fits largely within a traditional, value-based one, with a 
strong contrarian element. The strategy seeks unloved companies, where market 
expectations are low and there is downside protection. There should also be the 
potential for positive change, which may be driven by changes inside a company or 
by external factors. 

Investment managers 
Alex Wright, Portfolio Manager 
Alex Wright has 20 years of investment experience. He joined Fidelity in 2001 as a 
European equity research analyst, successively covering Building Materials, 
Alcoholic Beverages, Leisure, Emerging European and African Banks, and UK small-
cap stocks. He became portfolio manager of the Fidelity UK Smaller Companies 
Fund in 2008, before taking on the Fidelity Special Situations Fund and Fidelity 
Special Values PLC, which he started managing in 2012. 

Jonathan Winton, Co-portfolio Manager 
Jonathan Winton joined Fidelity as an analyst in 2005, and has since covered pan- 
European Support Services, Small-Cap Technology and Beverages & Tobacco. He is 
the Lead Portfolio Manager of Fidelity UK Smaller Companies Fund, and has worked 
alongside Alex Wright in the Fidelity UK equities team since 2013. He became co-
portfolio manager of the trust in February 2020. 

 

Manager will be guided by contrarian 

investment philosophy 
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The return of inflation  
For many investors, after decades of being an insignificant factor, inflation has 
dramatically returned to the forefront of their minds. However, we believe that, to 
understand its effect on stocks, investors need to understand the underlying causes, 
and how they affect companies and the environment in which they operate. In this 
note, we look at these drivers, how they have affected inflation and will continue to 
affect it, and how each of these impacts the FSV portfolio. 

What’s happened? 
The Great Moderation of the past three decades has been seen as the big success 
of macroeconomic policy. While there had been short-term bouts of inflation 
previously, the 1970s saw an extended period of high inflation across the developed 
world. The UK suffered more than most, with inflation peaking at 25% in 1975, but 
most other countries had similar experiences. 

The 1980s saw new governments elected in the UK and the US that had the stated 
intention of taming inflation and using monetary policy to do so. Interest rates were 
raised, the targeting of monetary growth was introduced (even if it didn’t last very 
long) and inflation fell. The UK experienced a much smaller inflation surge in the late 
1980s, but this was not sustained. Over the following couple of decades, most 
central banks started to use inflation-targeting as their key policy. The past 30 years 
have seen sustained low inflation across most developed economies. 

Of course, whether this is all down to monetary policy is hotly debated by 
economists. It has been suggested that the 1970s, with its oil shock, was simply an 
exceptional period. Perhaps more widely accepted has been the role of globalisation: 
the outsourcing of manufacturing to the developing world has systematically 
reduced the costs of consumer products. The role of technology cannot be ignored, 
either, with most people’s mobile phones containing more power than a 1970s 
mainframe. Moore’s Law is deflationary. 

Annual change in UK inflation (RPI, %), 1976-2022 
 

 
Source: ONS, Hardman & Co Research 

  

Past 30 years have seen sustained low 

inflation in most developed 

economies… 

0

5

10

15

20

25

19
76

 Q
1

19
77

 Q
4

19
79

 Q
3

19
81

 Q
2

19
83

 Q
1

19
84

 Q
4

19
86

 Q
3

19
88

 Q
2

19
90

 Q
1

19
91

 Q
4

19
93

 Q
3

19
95

 Q
2

19
97

 Q
1

19
98

 Q
4

20
00

 Q
3

20
02

 Q
2

20
04

 Q
1

20
05

 Q
4

20
07

 Q
3

20
09

 Q
2

20
11

 Q
1

20
12

 Q
4

20
14

 Q
3

20
16

 Q
2

20
18

 Q
1

20
19

 Q
4

20
21

 Q
3



Fidelity Special Values plc  
 

  

25 July 2022 6 
 

Return of the inflation monster? 
For many years, this debate has been seen as a largely academic one, or a talking 
point for the media when news is quiet, but no longer – inflation is back!  

The past few months have seen inflation surge across the globe. This has led to two 
big questions being debated: 

► Is this the start of a sustained return to inflation, or something more transient? 

► How should/will central banks react? 

To these, we will add a third, which is “what effect will these have on stocks?”  
In particular, we’ll relate this to the FSV portfolio, and see how inflation is influencing 
the views of the manager. Here’s an extract from recent commentaries by manager 
Alex Wright: 

Talking to companies, it is clear that rising input costs are increasingly becoming an 
issue given supply chain shortages and soaring raw materials, energy and labour costs. 
These factors are going to lead to rising margin pressure on some industries and 
individual businesses. 

Further commentary makes it clear that the manager has been adjusting positions in 
view of the environment. As we discuss further down, this includes reducing some 
GDP-sensitive areas such as housebuilding and some retailers. Conversely, it has 
increased exposure to banks, which will benefit from rising interest rates. 

While the manager’s focus is on individual companies, macro trends such as these 
cannot be ignored. Overall, the portfolio is noticeably more defensively positioned 
than it was six months ago. 

A brief comment on “transient” 
Inflation data tend to be somewhat volatile when looked at month-on-month. While 
monthly data are not irrelevant, and the media will use these data to generate 
dramatic headlines, most people focus on the rolling 12-month figure. This almost 
forces even the shortest surge in inflation to effectively last that long. In this 
document, we use “transient” to mean a surge in inflation that lasts a year, or three, 
and is followed by a return to a similar pattern to what it was prior to the shock. 

What usually happens after pandemics 
Although, when you are in the midst of a crisis, it is hard to take a long-term 
perspective, there have been many pandemics in the past. This means we can look 
back and see what happened to the macro economy after these events. 

While comprehensive studies are not available, work is in progress. In particular, we 
draw on work done by David Kotok of Cumberland Advisers1. He has looked at 
several pandemics, including the Spanish Flu, the 1957-58 Asian Flu and the black 
plague from the last millennia. 

He has found several common features. The main feature is that pandemics 
generally lead to a labour shortage. This, in turn, causes wages to rise, and generates 
a surge in inflation. This leads to a reallocation of capital away from labour and 
towards capital investment – really because entrepreneurs and governments have 
no choice. Inflation then falls. Interest rates generally decline too. 

 
1 https://ritholtz.com/2022/03/transcript-david-kotok/ 

…but inflation has surged across the 

globe in past few months alone 

History of pandemics suggests inflation 

could be transitory  
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Importantly, this seems to happen relatively quickly, perhaps over a couple of years. 
We can rationalise this fairly easily. The reduction in labour supply causes a relatively 
rapid repricing of it. If the labour supply remains stable after a pandemic, then that 
adjustment is a one-off. Hence, inflation returns to more normal levels. 

As an example, the above chart shows UK RPI around the time of the Spanish Flu 
(1918-20). The Great War led to increased inflation in 1914-18, but this continued 
during the pandemic period. Afterwards, inflation quickly declined, and the early 
1920s saw price stability in the UK. 

Of course2, as the FCA is fond of making us say, “past performance is no guide to 
the future”, but history does often rhyme. While this time may well be different, it 
does suggest that our prior expectation maybe should be that inflation will be 
transitory. 

Is the pandemic over? 
In many ways, this is the $64tr question. The answer would have to be “not yet”. 
While the US and the UK, in particular, have changed policies in ways that suggest 
we are close to the end, in practice, the reality is less clear than these governments 
would like.  

A glance over data sites such as https://www.endcoronavirus.org/countries suggests 
that the overall trends are going in the right direction. The past quarter has seen 
over 70 countries move from “Needs Action” to “Nearly There” or “Winning”. 
However, while most individual countries have trends that are broadly in the right 
direction, there are exceptions: China, in particular, had to increase lockdowns as 
part of its zero-COVID strategy – although these are starting to be relaxed. 

The lower mortality seen with the Omicron variants has given hope that, combined 
with vaccines and despite their greater contagiousness, COVID-19 is evolving into 
something that can be lived with. However, we cannot overlook that localised 
infections and hospitalisations remain high in some places, such as Scotland. We also 
have to mention the uncertainty around long COVID. 

Much depends on whether future variants become more dangerous again, or if the 
hopes that they become more benign are realised. If the latter is correct, then we 

 
2 Cliché waning! 

RPI, 1914-26 (NB index value not change) 

 

 
Source: ONS, Hardman & Co Research 
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seem to be much closer to the end than the beginning. This research largely assumes 
that we will increasingly live with COVID-19, and that further large-scale disruptions 
will be limited. We address what might happen if we are wrong further on. 

Money supply 
Inflation is always and everywhere a monetary phenomenon – Milton Friedman 

Possibly the most famous quote in economics has underpinned the view of many 
inflation hawks during the pandemic. Central banks decided to support economies 
by reducing interest rates and, at least in many developed economies, quantitative 
easing. The huge increase in the money supply that has taken place during the 
pandemic has led to numerous comments about the inevitability of inflation. 

M4 quarterly 12-month growth rate (%) UK public sector net borrowing as a % of GDP 

 
 

Source: Bank of England, Hardman & Co Research 
 

However, the 21st century has not been kind to fans of the monetary theory of 
inflation. The response to the financial crisis saw a spike in the money supply and, 
more dramatically, a sharp growth in government borrowing. The UK, the US and 
several other countries offset the greater borrowing by central bank purchases. This 
lowers the amount of money in low-risk assets and, hopefully, forces investors to 
find more productive homes for it. This effective boost stoked the fears of the 
inflationistas, but had no perceptible effect on inflation itself.  
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Japan’s debt:GDP, 1997-2020 

  
Source: Ministry of Finance, Japan, Hardman & Co Research 

  

Perhaps even more perplexing for them was Japan’s performance (as shown in the 
chart above). For most of this century, Japan has struggled against deflation. As part 
of its countermeasures, it raised government debt to levels that were 
unprecedented for developed economies in peacetime. It then added quantitative 
easing to the mix. And it still failed to generate any inflation. 

Now the Japanese economy is unique in several ways. It has a population where the 
age pyramid is biased towards the old, not the young. Additionally, it has little 
immigration. Its corporate structures and job market are distinctive too. 
Nevertheless, it does seem to undermine Milton Friedman’s comment. 

If we are being charitable, we might suggest that, to generate inflation, sharp growth 
in the money supply is necessary, but not sufficient. It may be a precondition of 
inflation, but other triggers are required as well, and may be more significant. It may 
seem a little simplistic in something as complex as an economy to say that, if this 
single level gets pulled, then there is a single specific reaction. 

Pandemic interventions 
The pandemic has seen huge amounts of government debt issued by developed 
countries – the UK, shown in the chart on the preceding page, is far from 
exceptional. Much of this has been complemented by quantitative easing. There has 
been strong growth in the monetary aggregates too. 

Monetarists have argued that the scale of these interventions must lead to inflation 
this time. To many, a year ago, they sounded like the boy who had cried wolf. Critics 
now say it is more like the broken clock being right twice a day. While the return of 
inflation suggests monetarists may be right this time, there is clearly a lot more going 
on that bears further inspection. 

One place where there has clearly been inflation for a couple of years is in asset 
values. While markets have been, charitably, more mixed in 2022, stocks, bonds and 
many other assets all saw price surges in 2020 and 2021. Of all assets, only 
residential property prices, in some measures, directly affect the inflation rate. The 
flow of new money into assets could, at least partially, explain the error of the 
monetarists. 
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FSV in relation to asset price surge 
Fidelity believes the surge in asset prices is very relevant to its portfolio: 

We have also seen strong house price increases, which is a key driver of spending. 
Those wealth effects are very strong and we think consumer-facing companies - as 
long as there is evidence of positive internal/external change taking place - still 
provide interesting investment opportunities compared to other areas of the market. 

Prime examples of this in the portfolio are Marks & Spencer and Kingfisher. 

We note that there may be another effect. With money being plentiful and cheap, 
there have been plenty of bids for listed companies, with FSV being a beneficiary of 
this. Ten of the trust’s holdings (9% of the total) have been bid for in the past year. 
This has not slowed, with three investments being the subject of bids in May/June. 
However, with tighter money, and borrowing becoming more expensive, there may 
be less of that going forward.  

How much less is unclear. Private equity (PE) funds, in particular, raised a lot of cash 
during the pandemic and, in theory, there is plenty of dry powder. We have seen 
before that cash that isn’t drawn down from LPs can become less available. PE firms 
that rely on gearing to boost returns may find it harder too. Corporate acquirers will 
be paying more for their debt, but rates remain low by historical standards. While 
we think a reduction in takeover activity is likely, it is not clear how significant it will 
be. 

Supply side disruption 

Perhaps the most frequently cited reason for low global inflation in the 21st century 
has been the rise in globalisation. The outsourcing of manufacturing to China, 
Mexico (for the USA) and other lower-cost countries, particularly in south-east and 
east Asia, has reduced the costs of many goods around the world. 

This has not been a straightforward process, with supply chains for many goods 
becoming more complicated, often involving several countries. This complexity has 
been complemented by stockholding on a just-in-time basis. This aims to reduce 
working capital tied up in stock by having as much as possible arrive at factories only 
when it is needed. 

With money, up until now, plentiful and 

cheap, there have been plenty of bids 

for listed companies… 

 

 

…but this may no longer be the case 

going forward 

Global trade (imports, $bn), 1998-2018 

 

 
Source: World Bank, Hardman & Co Research 
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Pandemic shutdowns 
The advent of the pandemic saw whole industries shutting down. China, in 
particular, brought in a complete lockdown in some parts of the country. However, 
even the milder restrictions in the West brought industry in many countries to an 
almost complete halt. 

Getting complex supply chains going again has proved to be challenging. Restarting 
industrial factories is not as simple as stopping them, sometimes with months 
required to start up and then satisfy a backlog of orders.  

The poster child for this has been the semiconductor industry, with car 
manufacturers enduring the most public delays. There is a self-inflicted element to 
this, though. Many car manufacturers cancelled orders in 2020, and chip 
manufacturers turned towards consumer electronics, where demand was steadier. 
Now, the less reliable customers may be getting lower priority than the more 
consistent ones. 

Additionally, companies that are dependent on many suppliers can only go at the 
speed of their slowest one. This is particularly true for specialist suppliers that 
cannot be easily substituted. The flip side of just-in-time processes is that many 
companies did not carry reserve stocks that would have smoothed over such an 
interruption. 

How long will delays last? 
There is no simple answer to this. We have already seen some supply chains adjust 
quickly during the pandemic. For example, supermarkets adjusted in a month or two 
to the extra demand from people who were eating3 lunch at home for seven days a 
week, rather than at work or in restaurants. 

Other disruptions will take longer. While the expectation is that computer chip 
supplies for cars will improve in 2022, it may take until 20244 for supply to match 
up with demand everywhere. Logistical issues have not helped: ships and containers 
were in the wrong places and needed to relocate. 

In the UK, Brexit seems to have been primarily a one-off shock, although it is hard 
to be sure, given that the effects of the pandemic look to be larger. The extra costs 
of importing and exporting should be one-off rises for inflation. Some logistical 
issues are ongoing, with the Kent lorry queue an almost permanent feature. While 
improvements would be welcome, these do not seem to be getting worse, and things 
are getting through. 

The good news, from an inflation perspective, is that all these look like they should 
be temporary issues. It may take time to get supply chains up and running, and to 
clear any backlogs. These may be aggravated by disruptions such as the Shanghai 
lockdown. However, once supply chains are working again, they should not be an 
ongoing source of inflation. 

What may have more impact is how companies will respond to the new 
environment. Even if the pandemic is fading, which may be a big “if”, companies may 
feel they need to be more robust in the future. This could mean carrying more stock, 
but is more likely to mean some simplification of supply chains, This could mean 
fewer suppliers, but also make geographical proximity even more important. 

 
3 Our belief is that it was this rather than panic buying which was the main cause of empty shelves 

in spring 2020. 
4 https://getjerry.com/auto-news/everyone-different-opinion-long-chip-shortage-will-last 
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Academic work5 is already suggesting that companies exposed only to China in early 
2020 moved some of their supply chain away quite quickly, while those with diverse 
supply chains have simplified them.  

A mass onshoring is unlikely, not least because skill bases have been eroded. 
Nevertheless, it may happen at the margin. Perhaps more likely is a reduction in the 
process of offshoring. If this process has been deflationary, then reducing or 
removing it would seem to make the risk of sustained inflation higher. 

FSV in relation to supply chain disruption 
Supply chain issues have been a feature in the performance of equities throughout 
the pandemic. It is an area where Fidelity, with a large global analytical team, should 
have something of a competitive advantage. FSV’s overweights in the two areas with 
greatest exposure, Industrials and Consumer Discretionary, gave excellent 
performance last year, but, so far, have been a drag on performance in 2022. 

FSV has, as usual, focused on individual restructuring stories, with some of these 
benefiting from takeover bids (e.g. Meggitt and Ultra Electronics). The consumer 
discretionary companies have managed supply chain issues with wide degrees of 
effectiveness.  

With strong car prices, Inchcape has seen some benefits from some of the supply 
chain disruption. Although Halfords did not completely avoid store shortages in 
some items, its greater size does seem to have allowed it to avoid these being as 
severe as for many of its smaller competitors. Marks & Spencer is another company 
where its scale and established supply chains are complemented by the potential for 
operational improvements. There has still been some reduction in retailers, with the 
manager selling out of both Frasers and Currys, as well as profit-taking in ad agency 
WPP. 

In industrials, the FSV portfolio has been more focused on support service 
businesses than traditional manufacturing. As well as avoiding many of the supply 
chain issues mentioned above, the manager has not been keen on the full valuations 
of the latter. We note that rising material costs (see below) may also have an impact. 

After the industrial sector’s recent underperformance and de-rating, Fidelity now 
sees some previously high valuations as being low enough to be of interest. We note 
that this will need careful selection: we suspect many of these will be cheap for a 
reason. However, inflation may allow some of these to push up prices and improve 
profitability. Backlogs in some areas, such as aerospace and autos, have reduced 
supply globally. This may lead to more stable demand patterns for some companies. 

Modern Monetary Theory 
It is perhaps worth adding a quick note here about Modern Monetary Theory (MMT). 
The surge in fiscal support that many countries implemented could be justified 
within a classic Keynesian framework. However, with Keynesian philosophies having 
been damaged by their misuse after the death of Keynes, MMT became a popular, 
and poorly understood, replacement justification. 

At the risk of oversimplifying, MMT says that a government can print as much money 
as it wishes in its own currency for spending in the economy until it runs into 
resource constraints. It seems likely that the disruption described above effectively 
constrains resources. It may be that MMT is working better than monetary theory. 

 
 

5 https://voxeu.org/article/firm-level-effects-cutting-russian-energy 
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Great resignation 
Pre-pandemic unemployment in the UK and the US, but not uniformly across 
Europe, was at levels that would be regarded as low by recent historical standards. 
A decade of slow, but reasonably steady, economic expansion after the 2008 
financial crisis saw unemployment decline steadily.  

 UK unemployment rate, 1Q 1971-1Q 2022  US unemployment rate, 1971-2020 

  
Source: ONS, Hardman & Co Research 

 

Movements in unemployment over the pandemic varied widely across the world. 
Broadly speaking, Europe, including the UK, decided it was best to keep people in 
employment, and their governments paid companies to do this. The US increased 
unemployment benefit, which led to a sharp rise in layoffs and an almost-as-quick 
recovery. The charts above illustrate this clearly. The developing world, without the 
financial firepower to do either, simply saw a rise in unemployment. 

In the UK and, particularly, the US, there seems to be some evidence that the 
bounce-back has gone too far, and worker shortages are now being experienced. In 
the UK, vacancies have exceeded unemployment6, as the latter reaches the lowest 
level for 50 years. 

There seem to be several reasons behind the shortages. With spending more 
focused on goods during the pandemic, the return to services is leading to a little 
disruption. In the US, in particular, this has been exacerbated by what has been 
dubbed the “Great Resignation”. Many of those in lower-paid jobs are treated so 
badly that they have taken advantage of the pandemic to retrain for alternatives. 
These workers are not returning to menial service jobs. 

The poster child for this is again transportation. In the US, driver turnover averages 
100% per year and, at some companies, this is 300%7. In the UK, many drivers have 
chosen to retire, and Brexit disruption has had an impact too. Again, many of the 
these patterns feel like short-term disruption, but the US may need wider market 
reforms to regain some stability. 

Pandemic effects 
The high level of COVID-19 cases over the past few months has led to more short-
term disruption, as workers self-isolate. If the pandemic is fading, then this should 
be a short-term disruption.  

 
6 https://www.bbc.co.uk/news/uk-61475720 
7 https://www.hbo.com/last-week-tonight-with-john-oliver/season-9/6-april-3-2022 
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However, long COVID may have a longer-term impact on the market. Estimates 
suggest that 2m of the UK population have been experiencing it, with 2% 
experiencing severe symptoms8. This can cover a range of symptoms, from unable 
to get out of bed to almost normal (this author is a likely sufferer and has varied 
between almost unable to work to ca.80% of normal over the past two years). While 
some people have recovered relatively quickly, many have seen little change in two 
years. Research on the underlying mechanisms is making progress, although finding 
a cure remains uncertain. There isn’t the data to quantify the impact, but there has 
been, at least, a small long-term reduction in the labour force. It remains to be seen 
what effect the latest surge in cases will have on these figures. 

Looking forward 
As the above shows, we can see reasons for both optimism and caution on labour 
market tightness. The swing factor may come from the economy itself. If the recent 
announcements of layoffs at some tech companies become more widespread, then 
a degree of slack may return to the labour market. Without that, it may take some 
time to resolve and be more inflationary. 

FSV in relation to labour market 
Wage increases could affect companies across the portfolio, and it is difficult to 
highlight particular sectors or companies that will be particularly affected, or be more 
immune. We suspect, broadly, that there will be more pressure in lower-wage areas, 
where people feel greater strain from the effect of inflation on their expenditure. 
This suggests that financial stocks may be better protected, while housebuilders or 
retailers may see wages increased proportionately more.  

This corresponds with some portfolio changes over the past few months. Earlier in 
the year, the portfolio’s exposure to housebuilders was reduced significantly, with 
sales of Grafton (building materials), Redrow (housebuilding) and LSL (estate agent). 
As described below, purchases of Barclays and AIB have increased the banking 
exposure. 

The manager is sanguine on labour costs, believing that they may have more lasting 
effects and are likely to be the main risk of persistent inflation: 

… wage rises - are much less transitory and are likely to be stickier. 

  

 
8 https://www.gov.uk/government/news/new-research-shows-2-million-people-may-have-had-

long-covid 
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War! What is it good for? Absolutely 
nothing!9 
While much of the preceding sections follows straightforward economics, events in 
the Ukraine have introduced a bit of a wild card. While there is no doubt that this is 
a tragic event for the Ukrainian people, we will confine our comments primarily to 
economic and wider geopolitical consequences. 

In international terms, the Russian and Ukrainian economies are essentially 
commodity producers. The former is much larger, but the latter is still significant in 
some categories. 

Oil and gas 
The US and the EU reacted to the invasion by putting sanctions on Russia. Because 
of EU dependency on gas, in particular, these were initially structured to allow 
ongoing trade in oil and gas. Effective sanction tightening and Russian countering 
have led to greater limitations than first announced. However, countries applying 
sanctions are in a minority, with China and India, in particular, continuing to trade 
with Russia. 

From an inflationary perspective, oil and gas have very different profiles. Oil, within 
certain limits, is fungible, especially once it goes into storage (another way of 
effectively sidestepping sanctions). However, Russian oil is heavier than most, which 
is why it has had a greater effect on diesel than petrol, but also reduces its fungibility.  

Oil price: Brent crude 

 

Source: oilprice.com, Hardman & Co Research 
  

While the oil price jumped at the start of the invasion, it has come off its highs. India, 
in particular, has stepped up buying, seeing Russian oil as now cheap within the 
market, and has arranged rupee/ruble facilities to allow direct purchases. The US 
has reopened its relationship with Venezuela, another producer of heavy crude. 
Overall, it feels more like the oil market is enduring short-term disruption. Russian 
oil will still reach global markets, but by different routes than before. This suggests 

 
9 Edwin Starr 
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that oil prices may be less of a factor in future inflation, or possibly be deflationary, 
if they fall back. 

Gas has a very different dynamic, with European supplies coming largely through 
pipelines from Russia. For all the talk about European countries buying LNG from 
the US, there are neither the ships nor the infrastructure to load/offload it, nor 
probably enough supply to replace Russian gas. It will likely take a few years to 
rectify this. Meanwhile, tension over payment terms and threats to supply seem to 
be only rising. 

So, gas seems more likely to be a source of ongoing inflation. The UK is less exposed, 
with only 3% of its supply coming from Russia. Germany and other countries further 
east are not so lucky. Russia seems set to be a pariah state for some time, at least in 
the West, and funding the change of supplier will be a significant cost10, to say 
nothing of effectively replacing one monopsonist supplier with another. Unlike oil, 
it is easy to make a case for gas prices going higher, not lower. 

FSV in relation to oil and gas 
The share prices of oil companies are strongly correlated with oil and gas prices, and 
most have outperformed the wider market in the first half of 2022. FSV has been 
slightly underweight in the sector, but has mitigated that through good stock 
selection. The largest of these was Shell, on which some profits have now been 
taken. 

On the other side, a new position has been taken in the Austrian-listed OMV. It has 
underperformed majors such as Shell, although its Russian revenue exposure is 
almost of the same order of magnitude, and it is positioned to benefit from increased 
demand for European gas. 

From the discussion above, we can see good reasons that the oil price will be lower 
in the medium term. The supply should adjust to the various bottlenecks. If the fears 
of slowing economies come through, then there will be reduced demand too. If high 
prices persist, then we may see renewed investment in US shale, which will increase 
supply. 

With the valuations of the oil majors suggesting that higher oil prices will continue, 
there are good reasons to be cautious on the sector. Short-term volatility may still 
push both the oil price and share prices higher, but it is difficult to see the oil price 
being significantly higher in the medium term.  

The manager’s reduction of exposure to the sector and repositioning into companies 
that have a more stock-specific theses look sensible. Broadly, the manager currently  
favours those with gas assets, such as OMV, and smaller E&P companies that are 
less sensitive to the long-term oil price. However, we note there remains a risk that 
the oil price pushes higher in the short term, but the slight underweight position 
would limit the risk here. 

 
10 Over $1tr according to some, though the EU has lower estimates. 

https://www.nakedcapitalism.com/2022/05/the-eu-needs-more-than-1-trillion-for-plan-to-
ditch-russian-oil-and-gas.html 
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Other commodities 
While oil and gas get the headlines, there are a myriad of commodities affected by 
sanctions or the conflict. Russia is a big supplier of other commodities. For example, 
Russia is one of the largest producers of nickel11, which is vital for lithium ion 
batteries. Other producers will step up production, but it will take time. However, 
many of the considerations seem similar to those of oil above: countries not applying 
sanctions will continue to buy supplies from Russia, and disruption may not last. 

Commodities that Ukraine supplies are likely to suffer more longer-term disruption. 
The war will create significant disruption for however long it lasts. While we hope it 
will be over soon, whether it will be is far from clear.  

However, part of the Russian strategy seems to be to degrade Ukrainian capability 
in order to remove a perceived threat from its border. Assuming this is correct, then 
Russian occupation will end, but it is not clear what effect that would have on the 
Ukrainian economy. It could remain a satellite country of Russia. While Russia has 
not destroyed Ukraine’s infrastructure, it has damaged it. Even if the war finishes, it 
is not clear whether and when Ukraine could return to earlier production levels, or 
whether they will be available to global markets. 

Ukraine’s largest commodity exports were predominantly agricultural, with seed-oil, 
wheat, corn and rapeseed all in its top 1012. Some smaller products are also 
significant: it produced around half the world’s neon, which is used in lasers for 
semiconductor manufacture. While its contribution to the global economy is smaller 
than that of Russia, and western Ukraine is still connected to the rest of Europe, the 
greater likelihood of long-term disruption suggests it will be an ongoing contributor 
to inflation. 

FSV in relation to other commodities 
The trust has had a significant underweight position in mining. This reflects the 
manager’s preference for companies where returns are lower than their long-term 
averages, which is decidedly not the case in mining. Like oil companies, the price of 
mining companies is strongly correlated with that of their underlying commodities. 
The underweight position has been a significant drag on performance. 

The prospects for most metals looks structurally the same as for oil. On a medium-
term perspective, the Fidelity underweight position seems very reasonable. 
However, we are in a period of volatility, and prices may still go higher in the short 
term. The managers are used to being patient, and they may have to be. 

We note that much of the existing mining exposure is to gold, as well as to 
copper/zinc and mineral sands. Traditionally, the former has been seen as something 
of a hedge against market disruption, such as we are seeing now. It performed very 
well in February and early March. In dollar terms, it has retraced all of this gain, but 
has been almost flat in sterling terms. It does look like a potentially helpful hedge.  

Exposure to the other areas is through a basket of small/mid-cap companies. The 
preference is for producers with established, long-life assets and low production 
costs. These are typically much more attractively valued, and have lower coverage 
by sell-side brokers, which leads to more market inefficiencies that can be exploited. 

  

 
11 https://elements.visualcapitalist.com/the-worlds-largest-nickel-mining-companies/ 
12 https://www.worldstopexports.com/ukraines-top-10-exports/ 
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Geopolitics 
One of the biggest trends of the past decade, possible this century so far, has been 
the resurgence of nationalism. This has arisen largely as a response to the way in 
which globalisation has taken place, with its very uneven distributions of benefits 
and problems. Concrete manifestations include Brexit and the elections of Victor 
Orban and Donald Trump. 

In parallel, we have seen a weakening of the US globally, due to a mixture of missteps 
(Iraq, Afghanistan, TPP) and the rise of China and India. The one thing that the 
Ukrainian conflict has made clear is that we are in a multi-polar world. 

The exact consequences are most likely unpredictable (although we are sure many 
will try!) However, if it is right that one of the primary consequences of globalisation 
was to reduce inflation, then any reversal of that may generate an opposite effect. 
A wholesale reversal still seems unlikely but, for the past couple of decades, goods 
deflation has offset inflation in the cost of services. If the latter continues, then 
simply no change in the cost of goods may lead to higher long-term inflation. 

FSV in relation to geopolitics 
The effects of these may strike somewhat randomly. Within FSV’s portfolio, 
Inchcape has delivered operational performance largely as expected, and has 
recently seen earnings upgrades. However, the share price suffered badly in 
February on the back of its Russian exposure. The company has since decided to 
dispose of that business (ca.10% of revenue). Given that the rest of the business is 
performing well (see above on supply chain), increased focus on that should see it 
recover. 

Of course, this may also give opportunities. The purchase of oil and gas group OMV, 
mentioned in the last section, had fallen due its perceived high exposure to Russia. 
Fidelity analysts concluded that the revenue exposure was not as significant as 
perceived, creating an investment opportunity. 

Interest rates 
For the past four decades, the standard central bank response to higher inflation has 
been to raise interest rates to levels that exceed the rate of inflation. Central banks 
have started to raise rates since the surge started, but, even after the recent larger 
increases, this has been at a much slower rate than the increase in inflation. As a 
consequence, real interest rates are now strongly negative in many countries. 

There seem to be several reasons for this lag, although the weight of each in the 
minds of individual rate setters is hard to discern. These include: 

► Concern that economies are not strong enough after the pandemic to withstand 
higher interest rates. 

► As we have shown above, at least some elements of inflation are transitory, and 
inflation will decline naturally soon. 

► Monetary policy will have little or no effect on the supply side issues underlying 
much of the inflation. 

► After over a decade of low interest rates, there is a feeling that 
markets/economies need to be weaned off slowly (cf. taper tantrum). 

Despite the general reluctance to raise interest rates quickly, the surge in inflation 
is so strong that central bankers cannot ignore it. It is as if their actions so far are 
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more about signalling than effect: they are acknowledging inflation’s rise and want 
to show that they remain alert to move meaningfully when required. 

For the near future, we seem likely to see more of the same. Central banks’ models 
are predicting inflation to fall back in the next couple of years. If these prove to be 
incorrect, then we may see further action. 

FSV in relation to interest rates 
Rising interest rates should be positive for banks and life insurers. Both of these 
have had struggles, as low interest rates adversely affect spreads and guaranteed 
returns. Moderate increases would alleviate many issues. Slow rate rises should 
improve asset returns without increasing default levels. However, if rates go up too 
fast and too far, then credit concerns could overwhelm the margin benefits. 

Life insurers, in particular, have had particular struggles with low interest rates. They 
have made annuities, a key product, even less attractive. They have suffered from 
strain on back books of policies with return guarantees. Higher interest rates 
alleviate both of these, usually with some technical benefits under the Solvency II 
regime as well.  

There may be benefits on the product side too. Many final salary pension funds have 
sponsors that would like to close them, but low interest rates have strained funding 
levels. Higher interest rates should improve funding levels and make buyouts more 
affordable. This should improve demand for bulk annuities. Life insurance has been 
FSV’s largest sector overweight for some time.  

In the first half, the manager added 5ppts to the banking weight, building exposure 
to Barclays and Close Brothers. The former has made significant progress since its 
issues of a few years ago, leaving it as a company with several good businesses. 
Close Brothers has been bought below book value – a level it rarely reaches. These 
add to the longstanding holding of NatWest, which has been improving steadily over 
the past few years. 

FSV also has exposure to Irish banks, with AIB a top-10 position. While Fidelity’s 
investment thesis here is driven by the structure of the mortgage market, it will 
benefit from higher interest rates too. 

Rising interest rates, of course, also have an effect on the wider stock market and 
other assets. Rising discounts can adversely affect stock valuations, and this is one 
of the reasons behind the sell-off in some high-growth stocks. This should be 
relatively supportive of value strategies. House prices have been very strong during 
the pandemic, with some supply issues. Rising mortgage rates should, at least, see 
the rate of growth slow or, if interest rate increases are sustained, go into reverse. 

Fidelity has had a view that that personal balance sheets have largely strengthened 
during the pandemic, giving more robustness to consumer expenditure. While stock 
markets have fallen back so far this year, the UK has held up better than most. From 
an asset perspective, consumer balance sheets will be slightly weaker than they were 
six months ago. Further equity falls or a reversal of house price gains are certainly 
conceivable, and may be a potential risk to the portfolio. 

In the past few months, Fidelity has reduced its exposure to the consumer 
discretionary sector, but it remains overweight. Given our comments above, this 
seems like a sensible move. As mentioned above, factors other than consumer 
demand remain a strong part of Fidelity’s investment thesis, but it is clearly an area 
that it is watching carefully. 
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What if our core scenario is wrong? 
From the above, we can see that there are many factors affecting inflation. Many of 
these seem transient, but several are not. The most likely scenario, in our view, is a 
transient peak, but, in a year or two, inflation is likely to settle at levels lower than 
now – although somewhat higher than we have seen in the past decade. 

We see two plausible scenarios that may change this view. 

► Resurgent COVID-19 pandemic: if a more potent new strain emerges, then all 
bets are off. In many western countries, the appetite for further lockdowns is 
low, and initial responses would probably be weak. This could cause significant 
economic disruption, to say nothing of the effects on populations. 

► Recession: as many bearish commentators note, historically, the US Federal 
Reserve has been very bad at managing the economy into a soft landing. It is 
not alone among central banks in this, which may explain some of their caution 
on raising interest rates. Nevertheless, with many potentially problematic 
factors around, recessions in developed economies are definitely conceivable. 
The associated demand destruction would likely lower inflation, although 
stagflation has been raised as a possibility too. In recent weeks, sentiment has 
swung more in this direction. 

We would like to include a more optimistic scenario here. A swift end to the Ukraine 
conflict would help, but it feels like the geopolitical disruption has happened and 
would be slow to reverse. Perhaps the most optimistic scenario would be if some of 
the inflation causes that seem long-term turn out to be more transient, and we 
return to the same pattern as in the past couple of decades. 

FSV in recession 
While Fidelity does not seem to believe a full recession is the most likely outcome, 
this has figured in the company’s thinking. If it occurs, it is likely to be different from 
recent recessions, most notably in that it will not be caused by an asset bubble 
popping. We note the following moves that may (relatively) protect the portfolio: 

► a reduced exposure to housebuilding; 

► increased bank exposure is less vulnerable, due to much stronger balance 
sheets; 

► industrial exposure is focused on less cyclical support services; and 

► a defensive mining positioning. 

Against that, the overweight exposure to consumer may suffer if demand falls.  

Fidelity’s style is to look for downside protection. The portfolio as a whole trades at 
a 30% discount to the UK market, despite having better returns on capital, less debt 
and good prospects for better profit growth. Additionally, over a third of the 
portfolio is actively engaged in buyback programmes. These should also give 
protection if times get tougher than anticipated. 
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Effects on stocks 
Contributions to change in the CPIH annual rate 

 

Source: ONS, Hardman & Co Research  

As can be seen from the above, there are many dynamics underlying inflation, and 
inflation does not manifest itself equally throughout the economy or quoted 
companies. As Fidelity said in its half-year report: 

…the impact of rising prices on individual companies needs to be closely monitored 
and this is a key focus for us. 

Although we have focused on thematic issues in this report, as befits a manager that 
focuses on stock selection, many of the influences in the portfolio remain stock- 
specific. The interim report highlighted several positions from the first half: 

► Negative performance from Studio Retail (supply chain issues forced into 
administration), Inchcape (delivered better-than-expected results, but concern 
over Russian exposure) and Mitie Group (Fidelity believes positive changes in 
the company are not appreciated yet by the market). 

► Positive contributions from Invidior (better-than-expected results and product 
progress), Gemfields (record-breaking auctions last year) and M&C Saatchi 
(results that exceeded pre-pandemic levels and takeover approach). 

More recently, Serco has performed well, as the effects of its changes over the past 
couple of years have become appreciated by the market. Imperial has largely 
bypassed the economic changes and also outperformed. ContourGlobal has been 
the subject of a bid. 

Although we are focusing on inflation in this report, there have been positive effects 
from the pandemic for some companies. Fidelity commented on this in its half-year 
report: 

On a more positive - and often overlooked - note, the pandemic has accelerated the 
pace of change both at individual companies but also within industries where some 
competitors have exited. The lockdowns have allowed faster restructuring as 
companies have used the downtime to accelerate changes (e.g. refurbishing of 
premises, or digitalisation of their business) and realised cost savings. A reduction in 
the number of competitors in areas such as specialist retailers, travel and leisure, 
banking in Ireland and drink distribution should be reflected in improved profitability 
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in future. Our holdings in M&S, Ryanair, AIB and C&C should benefit directly from 
these capacity exits. 

This fits in very well to the Fidelity philosophy, which is very much of looking for a 
theory of change for each position. 

Outlook for stocks 
At times of increased uncertainty, outlooks are fraught with even more danger than 
usual. In a global context, many of the topics we spoke about in our initiation note 
remain in place, including: 

► the UK market remains cheap, and 

► with Brexit uncertainty largely over, the UK economy becomes more attractive 
than it was before. 

There are items above that add to the UK’s attractions, such as the lower 
dependence on Russian gas relative to Europe as a whole. The Bank of England has 
been more proactive on increasing interest rates too. 

We noted how rising discount rates have affected high-growth stocks 
disproportionately: the flip side is that it should be a good environment for value 
managers with low PE portfolios, such as Fidelity and FSV.  

Fidelity notes that the  

…market seems fixated on short term effects, such as higher inflation and commodity 
prices, rather than medium term implications.  

Although it expressed this view about resources, in particular, it is a bit of a truism 
for the market as a whole. We are tempted to say that “it was ever thus”, but it does 
suggest opportunities for those who can look through the short-term noise. 

With hindsight, we have had an excellent decade for equities. Remarkably, despite 
value strategies being out of favour, FSV has been a consistent outperformer in this 
period. If value and selectivity are going to be increasingly important, then the 
prospects for continued outperformance should be excellent. 

 

Rising discount rates have affected 
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Interim report 
FSV published its interim report at the end of April. With the NAV published daily 
and share issuances announced when they happen, the performance was already 
known. There were two items of news that are relevant to investors. 

Interim dividend 
The company has declared an interim dividend of 2.30p per share, a 6% increase on 
the 2.17p paid the previous year. It was paid on 22 June 2022. 

Board changes 
The longstanding Chairman, Andy Irvine, will step down as both Chairman and as a 
non-executive director at the AGM in December. Dean Buckley, who is currently 
the senior non-executive director, will become Chairman. Nigel Foster will become 
the senior non-executive Director. 

It has been announced recently that Ominder Dhillon has been appointed to the 
board, with effect from 23 June 2022. Having been in senior roles at Impax and 
M&G, as well as earlier roles at Fidelity International, Scottish Widows Investment 
and John Morrell & Associates, he brings extensive experience in the asset 
management industry. He will also be appointed to the Audit, Management 
Engagement and Nomination Committees. 
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Valuation 
As can be seen in the chart below, FSV’s discount to NAV is significantly better than 
that of most of its peers in the AIC UK All Companies sub-sector. We note that 
discounts have widened across the sector so far this year. 

Other UK investment companies’ discounts/premiums to NAV (%) in AIC UK All Companies sub-sector 

 
Source: LSE, priced on 18 July 2022, Hardman & Co Research 

 

As can be seen, since the 2016 results, FSV has generally traded at a much narrower 
discount to NAV.  

FSV – historical discount to NAV (at end-Aug) and latest  

 
Source: FSV Report and Accounts, NAV announcement, dated 22 July 2022, LSE,  

Hardman & Co Research  
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Financials  
We have introduced 2023 forecasts. We note that the UK market is up just over 
2% since the FY-end, and we have assumed 4% for 2022. For 2023, we have 
assumed an 8% return. 

Income statement (£000)  
Year-end Aug  2021   2022E   2023E  
 Revenue Capital Total Revenue Capital Total Revenue Capital Total 
Gains/losses on investments  252,899 252,899  -70,937 -70,937  91,133 91,133 
Gains/losses on long CFDs  55,323 55,323  -9,923 -9,923  14,214 14,214 
Investment income 27,890  27,890 32,874  32,874 28,156  28,156 
Other interest 257  257 236  236 265  265 
Derivative expense   0 0  0 0  0 
Investment management fees -5,098  -5,098 -5,107  -5,107 -4,830  -4,830 
Other expenses  -669  -669 -669  -669 -669  -669 
Foreign exchange gains/losses  -720 -720  0 0  0 0 
Profit/(loss) before fin. costs & taxation 22,380 307,502 329,882 27,334 -80,859 -53,525 22,922 105,346 128,268 
Finance costs -378  -378 -348  -348 -389  -389 
Profit/(loss) before taxation 22,002 307,502 329,504 26,986 -80,859 -53,873 22,532 105,346 127,879 
Taxation -406  -406 -484  -484 -404  -404 
Profit/(loss) after taxation for the year  21,596 307,502 329,098 26,503 -80,859 -54,357 22,128 105,346 127,475 
Earnings/(loss) per ordinary share (p)  7.22 102.74 19.96 8.32 -25.38 -17.06 6.78 32.25 39.03 

Source: FSV Report and Accounts, Hardman & Co Research  

 

Balance sheet  
@ 31 Aug (£000)  2017 2018 2019 2020 2021E 2022E 2023E 
Investments   653,972 704,997 635,539 563,763 886,710 759,440 797,356 
         
Current assets         
Derivative instruments   10,678 4,939 3,028 7,619 1,968 1,355 1,355 
Other receivables   4,743 4,043 11,685 3,921 6,674 5,844 5,844 
Amounts held at futures clearing houses & brokers   1,386 2,235 18,002 860 40 10,530 10,530 
Fidelity Institutional Liquidity Funds  11,796 14,588 46,881     
Cash and cash equivalents   1,969 2,303 2,207 9,802 63,780 145,625 145,625 
Total current assets  30,572 28,108 81,803 22,202 72,462 163,354 163,354 
Total assets  684,544 733,105 717,342 585,965 959,172 922,794 960,710 
         
Current liabilities         
Derivative instruments   -9,003 -5,371 -17,879 -1,946 -3,161 -10,507 -10,507 
Other payables  -2,039 -2,764 -795 -4,514 -1,921 -1,153 -1,153 
Total current liabilities  -11,042 -8,135 -18,674 -6,460 -5,082 -11,660 -11,660 
Net current assets  673,502 724,970 698,668 579,505 954,090 911,134 949,050 
         
Net assets  673,502 724,970 698,668 579,505 954,090 911,134 949,050 
Number of shares (m)  264.5 266.5 276.2 290.2 313.0 324.1 329.1 
NAV per share (£)   2.55   2.72   2.53   2.00   3.05   2.81   2.88  

Source: FSV Report and Accounts, Hardman & Co Research  
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Disclaimer 
Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly 
available sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to the 
accuracy, adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results obtained 
from use of such information. Neither Hardman & Co, nor any affiliates, officers, directors or employees accept any liability or responsibility in respect of the 
information which is subject to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence, fraud or 
wilful misconduct. In no event will Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages 
or any other damages of any kind even if Hardman & Co has been advised of the possibility thereof.    

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy 
or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute 
investment advice.  However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made available. A full 
list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at http://www.hardmanandco.com/legals/research-
disclosures. Hardman may provide other investment banking services to the companies or legal entities mentioned in this report. 

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal entities 
which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or legal 
entities covered by this document in any capacity other than through Hardman & Co.  

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may provide 
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past 
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of 
possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has no 
scheduled commitment and may cease to follow these securities, companies and legal entities without notice. 

The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or 
use would be contrary to law or regulation or which would subject Hardman & Co or its affiliates to any registration requirement within such jurisdiction or country. 

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative 
and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may 
be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate 
for all investors. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances and may be 
subject to future change. Each investor’s particular needs, investment objectives and financial situation were not taken into account in the preparation of this 
document and the material contained herein. Each investor must make his or her own independent decisions and obtain their own independent advice regarding 
any information, projects, securities, tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this 
document various information constitutes neither a recommendation to enter into a particular transaction nor a representation that any financial instrument is 
suitable or appropriate for you. Each investor should consider whether an investment strategy of the purchase or sale of any product or security is appropriate for 
them in the light of their investment needs, objectives and financial circumstances.  

This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and 
accordingly has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).  

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or 
otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice. 
This notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of 
Capital Markets Strategy Ltd and is authorised and regulated by the FCA under registration number 600843. Hardman Research Ltd is registered at Companies 
House with number 8256259. 

(Disclaimer Version 8 – Effective from August 2018) 

Status of Hardman & Co’s research under MiFID II 
Some professional investors, who are subject to the new MiFID II rules from 3rd January 2018, may be unclear about the status of Hardman & Co research and, 
specifically, whether it can be accepted without a commercial arrangement. Hardman & Co’s research is paid for by the companies, legal entities and issuers about 
which we write and, as such, falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive II. 

In particular, Article 12(3) of the Directive states: ‘The following benefits shall qualify as acceptable minor non-monetary benefits only if they are: (b) ‘written 
material from a third party that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the 
third party firm is contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in 
the material and that the material is made available at the same time to any investment firms wishing to receive it or to the general public…’ 

The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available. 

The full detail is on page 26 of the full directive, which can be accessed here: https://ec.europa.eu/transparency/regdoc/rep/3/2016/EN/3-2016-2031-EN-
F1-1.PDF 

In addition, it should be noted that MiFID II’s main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and eliminate 
what is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman & Co is not inducing the 
reader of our research to trade through us, since we do not deal in any security or legal entity.  

http://www.hardmanandco.com/legals/research-disclosures
http://www.hardmanandco.com/legals/research-disclosures
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