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June Commentary – Compression 

 

Fund Overview 

The Fund seeks to achieve resilient returns over the long term by investing in a high-conviction, low turnover portfolio of ‘cheap 

endurables’, predictable and sustainable businesses acquired at attractive cash-based valuations. 

 

Monthly Performance 

• The Fund fell by 0.6% in June; the MSCI All-Countries World Index rose by 3.2% 

• Since inception the Fund has increased by 53%, an annualised outperformance of 3.2% over the MSCI All-Countries World 

Index that has risen by 37% 

• Since inception the cumulative monthly capture ratio of the Fund has been 1.4, with an average upside capture of 96% and 

downside capture of 71% 

Past performance is not a guide to future results. 

 

Month in Review 

Markets continued to recover losses in June. 

The biggest single positive contributor in the month was Equifax (+60bps) which rose materially after updating the market that 

their revenues would be up in the second quarter of the year rather than declining as they had indicated at their first quarter 

results in April – an astonishing testament to the company’s resiliency in a period when US GDP is estimated by economists to 

decline by around 50%.  Primarily, this reflects a less-bad macro outturn in May and June, but also reflects the counter-cyclical 

elements in the company’s revenue streams from their monopolistic Workforce Solutions data sets with positive linkages to 

unemployment claims processing.  The benefits of the company's cloud investments following their 2017 data breach are still to 

come through. We do not see the investment case as having played out.  

 

The biggest single detractor in the month was Berkshire Hathaway (-20bps) which fell by -4%.  This performance is difficult to 

reconcile, particularly in a month where Apple – which accounts for a fifth of Berkshire’s value – rose by 15%, as it implies that 

the company’s other assets and investments fell by 9%. 

Cable company Charter (-13bps) was also a material negative detractor.  The earnings profile has been very resilient through 

the coronavirus recession and the share price has been much weaker than their profit performance.  We added 25bps to the 

position in the month. 

 

June Commentary – Compression 

Global equities, represented by the MSCI All Countries World Index (ACWI), peaked on 12th February as it became apparent that 

the societal response to the coronavirus pandemic would involve economic restrictions to varying degrees.  The resulting 

recession was an unprecedented combination in terms of the rapid speed of onset, deep depth, broad nature, yet short 

duration.  Corporate profits are rebounding as economies reopen but a hangover effect will still be apparent in 2021.  The 

agglomerated earnings estimate for the ACWI has been revised negatively by a cumulative 17%, most of this representing 

permanent revenue and margin impairment.  Yet, as of the end of June, the price index was merely 9% lower.  Put differently, 

the ACWI is relatively 8% more expensive now that it was before coronavirus because you are paying a 9% lower price but 

getting 17% less earnings in return.  In the short-run stock returns are dominated by changes in valuation multiples which 

fluctuate around the trajectory of earnings and cash flow which dominate returns over the long run. 
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A longstanding element to the portfolio construction of Endurance is the attitude that a recession could strike at any time and 

that the managers should plan accordingly.  Now, whilst we make our own forecasts of free cash flow for each of our holdings 

upon which we base our assessment of intrinsic value, let’s take argument out of the equation and substitute the same sellside 

earnings estimates that go into the ACWI as a proxy.  The Endurance portfolio frozen on 12th February has seen it’s weighted 

average 2021 earnings lowered by 10%.  This is materially less than the 17% downward revision applied to the MSCI ACWI and a 

quantitative illustration of having invested in businesses that are less sensitive to the economic cycle than the average in the 

index.  The price performance has also been more resilient than the market average, declining by 7% against 9% for the 

index.  However, we might have expected more; whereas the price-earnings multiple for the ACWI has expanded by 8% since the 

peak, the Endurance portfolio has seen a much lesser 3% expansion and has hence de-rated materially against the market by 5 

percentage points, we calculate. 

 

 

Forecasts are not a reliable indicator of future performance. 

 

Source:  Bloomberg and Aviva Investors as at 30 June 2020. 

 

 

A combination of the following is theoretically responsible: we overpaid in February and this is a natural reset (we don’t believe 

so, as at that time the portfolio was trading on a lower multiple than the market for what have proven to be more resilient 

businesses), earnings estimates for the market are too low and/or our portfolio estimates are too high (only plausible if the 

economic rebound surprises to the upside), expectations for future growth and returns at our portfolio companies have 

regressed (unlikely to have occurred simultaneously across a diverse array of companies including Berkshire Hathaway, Relx, 

British American Tobacco, Philip Morris, Comcast, Charter, Aon, or Marsh & McLennan, where the relative multiple 

compressions have been most severe), or the portfolio has been oversold by the market and Endurance has stored up potential 

returns for the future. 

 

Looking Ahead 

The Global Equity Endurance Fund is a portfolio of what we believe to be above-average businesses trading at a cheaper free 

cash flow yield than the market and a discount to their intrinsic value.  A combined focus on the durability of a company and the 

price we pay for the stock enables us to exploit opportunities and ought to make the approach adaptive to changing market 

conditions.  As a long-term strategy with low turnover we fully expect and recommend that unitholders judge our performance 

over a period of five years or more. 

 

Source: Aviva Investors 
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Key Risks 

The value of an investment and any income from it can go down as well as up and can fluctuate in response to changes in 

currency and exchange rates. Investors may not get back the original amount invested. 

Certain assets held in the Fund could be hard to value or to sell at a desired time or at a price considered to be fair (especially in 

large quantities), and as a result their prices could be very volatile. 

The Fund Invests in emerging markets, these markets may be volatile and carry higher risk than developed markets. 

The Fund invests in a small portfolio of securities. Losses from a single investment may be more detrimental to the overall 

performance than if a larger number of investments were made. 

The Fund uses derivatives; these can be complex and highly volatile. This means in unusual market conditions the Fund may 

suffer significant losses. In unusual market conditions, the Fund may have difficulty selling its investments, which may cause it 

to suffer losses, defer redemption payments or suspend dealing in shares. 

Investors’ attention is drawn to the specific risk factors set out in the fund’s share class key investor information document 

(“KIID”) and Prospectus. Investors should read these in full before investing.  

 

Important Information  
Unless stated otherwise any opinions expressed are those of Aviva Investors. They should not be viewed as indicating any 

guarantee of return from an investment managed by Aviva Investors nor as personalised advice of any nature. This document 

should not be taken as a recommendation or offer by anyone in any jurisdiction in which such an offer is not authorised or to 

any person to whom it is unlawful to make such an offer or solicitation. The legal documentation and the subscription 

documents should be read before an investment is made. Portfolio holdings are subject to change at any time without notice 

and information about specific securities should not be construed as a recommendation to buy or sell any securities.  

The Prospectus and Key Investor Information Document (KIID), are available, together with the Report and Accounts of the 

SICAV, free of charge from Aviva Investors Luxembourg, 2 rue du Fort Bourbon 1st Floor.L-1249 Luxembourg, Grand Duchy of 

Luxembourg R.C.S. Luxembourg B25708, Aviva Investors, St Helen’s, 1 Undershaft, London EC3P 3DQ or relevant office 

below.  The Prospectus is available in English and German. Where a sub fund of the SICAV is registered for public distribution in 

a jurisdiction, a KIID in the official language of that jurisdiction will be available. The Prospectus, the KIIDs, the Articles of 

Incorporation as well as the Annual and Semi-Annual Reports are available free of charge in Austria from Raiffeisen Bank 

International AG, Am Stadtpark 9, 1030 Vienna the paying agent and in Switzerland, from the representative and paying agent 

BNP Paribas Securities Services, Paris, succursale de Zurich, Selnaustrasse 16, 8002 Zurich, Switzerland. In Germany, The Paying 

and Information Agent in the Federal Republic of Germany is Marcard, Stein & Co AG Ballindamm 36 20095 Hamburg, Germany. 

In Spain, copies of the Prospectus and KIID together with the Report and Accounts are available free of charge from the offices 

of distributors in Spain. The UCITS is authorised by the CNMV with registration number 7. You can also download copies at 

www.avivainvestors.com. Aviva Investors Global Services Limited, registered in England No. 1151805. Registered Office: St 

Helen’s, 1 Undershaft, London EC3P 3DQ. Authorised and regulated in the UK by the Financial Conduct Authority and a member 

of the Investment Association. 

Issued by Aviva Investors Global Services Limited. Registered in England No. 1151805.  Registered Office: St Helens, 1 

Undershaft, London EC3P 3DQ.  Authorised and regulated by the Financial Conduct Authority. Firm Reference No. 119178.  

 

114015 - 07/01/2021 


