FOR INVESTMENT
PROFESSIONALS ONLY

ASSET MANAGEMENT

DAVY GLOBAL
ALPHA FUND

FROM
IRISH LIFE

Q3 2018 UPDATE
This fund is provided by Irish Life Assurance plc and is managed by Davy Asset Management.
1 MONTH
(%)

Q3 2018
(%)

1 YEAR
(%)

3 YEARS P.A.
(%)

5 YEARS P.A.
(%)

DAVY GLOBAL ALPHA FUND (NET OF FEES)

-0.1

3.5

15.3

11.9

12.3

MSCI WORLD INDEX

0.7

5.5

13.2

12.0

12.5

PERFORMANCE

Source: Irish Life Investment Managers Ltd (Performance is quoted gross of tax and net of fund management charge) and Bloomberg as at 28th September, 2018. The
fund management charge and product charges will vary depending on the terms and conditions of your policy.

FUND OVERVIEW

The aim of the Davy Global Alpha Fund (the ‘Fund’) is to achieve capital growth through investing in industry leading equity funds. The Fund may
be appropriate for conservative equity investors seeking to spread risk while retaining the potential for outperformance. It may be suitable as a
core holding due to its regional diversification, style blend and focus on skilled managers.

FUND PERFORMANCE

The Fund returned 3.5% over the three-month period compared to 5.5% from the MSCI World Net Total Return Index. Year to date the fund remains
ahead of its benchmark index which it is looking to beat over medium and longer-term periods.
The third quarter was one where it was a case that ‘America first made the S&P Great Again’ with the US stock market significantly outperforming
other areas of the world. During the third quarter it became clear that the American economy was really the only major one in the world seeing
above trend growth, whilst other areas experienced some kind of slowdown to at best trend growth levels. In this environment the US$ performed
strongly which resulted in tightening liquidity conditions in Asia and the Emerging World as currencies weakened and many countries were forced
to raise interest rates. Countries with current account deficits reliant on US$ funding faired worse and the problems that had emerged earlier in
both Turkey and Argentina then spread to other parts of emerging markets.
In the short-term global GDP is likely to remain relatively strong, but at a global level growth levels have undoubtedly peaked. This may well lead to
downgrades to earnings expectations for next year and has been a factor behind the volatility seen in markets in October. The US Federal Reserve
under Jay Powell seem determined to push through rate rises whilst there is a window of opportunity through strong US growth and return
interest rates to at least what the Fed believe is a neutral level ahead of the next recession. In this bull market multiple expansion has been at least
as important as earnings growth and markets are now adjusting to a higher level of interest rates, which in the short-term is putting downward
pressure on market valuations such as PE ratios. Having said this, a significant global downturn looks highly unlikely over the next 12 months and in
all likelihood US policy is likely to delay any recession there until post the 2020 election.
When markets have a clearer understanding of the future extent of Fed tightening and some degree of certainty on 2019 corporate earnings, there
will be scope for a rally, but in the meantime volatile trading may persist for a while in an environment in particular when growth stocks are seeing
profit taking after the huge levels of outperformance over the past five years. At present economic data on Europe has been mixed, but any sign
of a pickup in the rate of economic recovery or an upward move in wages would take some upward pressure off the US currency. Geopolitics too
have worsened and this together with the rise in the oil price has further unsettled market sentiment in the short-term. The Fund itself continues to
focus on quality growth orientated businesses with low levels of leverage, so whilst in the short-term some companies may de-rate due to interest
rate uncertainty the businesses themselves are not vulnerable to a rising rate environment and also have relatively low levels of operational gearing
and in general are those which have proved themselves resilient at previous times of economic slowdown.
During the third quarter the American market was the best performer amongst major indices and both the JPM US Select and Baillie Gifford
North American funds were the top performers in absolute terms and also outperformed the US market delivering top quartile performance,
whilst the Fund’s smaller holding in the Schroder US Mid Cap Fund lagged. In Europe the JOHCM Continental European Fund and the BlackRock
European Flexible Fund performed more or less in line with market indices, although the Crux European Special Situations Fund lagged over the
quarter. Returns in Europe at below 2% were considerably lower than the returns from the US which were close to 8% over the quarter for the two
large cap funds held.
In Japan the First State Japan Focus Fund had a more difficult quarter as there was profit taking in a number of the structural long-term
growth stocks held with some concerns about the impact of global trade wars, so this fund lagged the market during Q3 though it is still a strong
outperformer over the past 12 months. Asia was a laggard over the quarter but both the First State Asia Focus Fund and the Stewart Investors
Asia Pacific Leaders Fund were first quartile performers in their sector with both funds holding no exposure to the large Chinese Internet names
which suffered significant profit taking during Q3.

The Stewart Investors Global Emerging Market Leaders Fund had a difficult third quarter and underperformed similar funds within its category
despite normally having a strong record in down markets. Within the UK holdings the Merian UK Mid Cap Fund (previously Old Mutual before the
rebranding) performed in line with the sector, but remains a long-term winner for Global Alpha over 1, 3 and 5 years. The Standard Life UK Smaller
Companies Fund also had a dull Q3 suffering from a rotation away from growth stocks.

SAMPLE PORTFOLIO TRANSACTIONS

Overall, the style mix in Global Alpha favouring growth companies came under some pressure late in Q3 as the market saw a rotation to value
names in some markets. The funds held in Asia performed well versus the peer group, although the region itself came under some pressure and in
Japan the strong secular growth areas favoured by the FSSA Japan Focus Fund saw profit taking during the third quarter. Whilst in the short-term
there has been a rotation away from quality growth companies’ stocks held by fund managers in Global Alpha these stocks have a lower level of
gearing and economic sensitivity so as and when an economic downturn eventually comes should prove resilient. The managers held continue to
have an excellent record of alpha generation over medium term periods such as 3-5 years and have also been selected for their proven ability to
successfully navigate portfolios through choppier periods in varying market conditions.
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Davy Global Alpha Fund

11.1

4.7

14.8

14.8

18.7

MSCI World Index

7.5

10.7

10.4

19.5

21.2

Baillie Gifford American Fund

23.6

27.3

13.5

17.6

26.2

JPM US Select Fund

9.7

32.6

5.2

22.0

34.3

Schroder US MID-CAP

4.9

41.0

5.9

17.9

32.7

-

9.2

23.8

7.3

37.3

Merian UK MID-CAP Fund
FSSA Japan Focus Fund

28.1

5.9

-

-

-

First State Asia Focus Fund

22.2

6.8

-

-

-

First State Japan Focus Fund

28.1

5.9

-

-

-

Stewart Investors GEM Leaders

10.3

0.6

15.1

(2.1)

21.9

Stewart Investors Asia Pacific Leaders

13.5

19.6

1.9

19.9

1.0

Standard Life UK Smaller Companies Fund

31.3

3.9

29.2

(7.8)

38.8

JOHCM Continental European Fund

9.5

2.0

16.4

7.8

29.4

BlackRock Continental European Flexible Fund

20.0

3.5

15.3

2.1

26.6

Crux European Special Situations Fund

16.6

3.7

19.7

8.4

22.5

Source: Irish Life Investment Managers Ltd. (Performance is quoted gross of tax and net of fund management charge), MSCI and Bloomberg as at 28th September
2018. The fund management charge and product charges will vary depending on the terms and conditions of your policy. Performance quoted in local currency unless
otherwise stated.

Warning: Past performance is not a reliable guide to future performance.
This report does not constitute an offer for the purchase or sale of any financial instrument, trading strategy, product or service. No one
receiving this report should treat any of its contents as constituting advice or a personal recommendation. It does not take into account the
investment objectives or financial situation of any particular person. All investments involve a degree of risk. Equities may involve a high degree
of risk and may not be suitable for all investors. Government bonds and cash deposits, although considered the safest assets, are not devoid of
risk (e.g. inflation risk, credit risk, currency risk, etc.). There are different reasons why an investor would choose to invest in a particular asset
class and each investor must consider the inherent risks therein based on his/her own personal circumstances. The value of these investments
can rise as well as fall. There is no guarantee that the investments discussed will achieve results comparable to those achieved in the past or
that capital will be returned to investors. Neither past experience nor the current situation are necessarily accurate guides to the future.
MSCI Inc. (MSCI). Without prior written permission of MSCI, this information and any other MSCI intellectual property may not be reproduced,
disseminated or used to create any financial products, including any indices. This information is provided on an ‘as is’ basis. The user assumes
the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or related to, computing or compiling the
information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose
with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party
involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI and the MSCI indexes are
services marks of MSCI and its affiliates.

Davy Asset Management Limited, trading as Davy Asset Management, is regulated by the Central Bank of Ireland. In the UK, Davy Asset Management is
authorised by the Central Bank of Ireland and authorised and subject to limited regulation by the Financial Conduct Authority. Details about the extent of our
authorisation and regulation by the Financial Conduct Authority are available from us on request. No part of this document is to be reproduced without our
written permission. This document has been prepared and issued by Davy Asset Management on the basis of publicly available information, internally developed
data and other sources believed to be reliable. The information contained herein does not purport to be comprehensive and is strictly for information purposes
only. It does not constitute an offer or an invitation to invest. No party should treat any of the contents herein as advice in relation to any investment. While all
reasonable care has been given to the preparation of this information, no warranties or representation expressed or implied are given or liability accepted by
Davy Asset Management or its affiliates or any directors or employees in relation to the accuracy fairness or completeness of the information contained herein.
Any opinion expressed (including estimates and forecasts) may be subject to change without notice. We or any of our connected or affiliated companies or
their employees may have a position in, or may have provided within the last twelve months, significant advice or investment services in relation to any of the
securities or related investments referred to in this document.

