
Investment Objectives 
TM Cerno Global Leaders invests in global companies with sustainable 
competitive advantages delivering above average returns. Its target 
is to achieve long term growth in value. The fund will hold no more 
than 30 securities, equally weighted, selected according to a distinct 
investment thesis that accents industry structure, the sustenance of 
return on capital and secular growth. The fund does not invest in 
banks, commodity, fossil fuel or tobacco companies. The portfolio is 
fully invested at all times.

Portfolio Review
In this report, we reprise thoughts on equities during a time of 
inflation, breaking down how we are thinking about interest rate 
policy, equity valuations and earnings fundamentals.

The second article looks beyond the current period of high energy 
prices and increased energy insecurity to consider the futures of 
several companies integrated into the supply chains of Electric Vehicle 
manufacturers, a meaningful allocation within the portfolio. 

   Q2-2022UCITS Global Equity Portfolio (Class A)

Fund Data 
 
NAV/Share (Class A Acc)       £13.78
Fund Size (£mn)              130
Currency Share Class  GBP (Base)
Investment Management Charge 0.65%
Ongoing Charges Figure 0.84%
Dealing Frequency  Daily
Legal Structure  OEIC (UCITS)
Number of Holdings  28
Active Share  97%
Lead Manager  James Spence
Inception Date Fund      2017
Inception Date Strategy                                        2014
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The first two quarters of this year marks the first time in this cycle when inflation and its 
secondary effects have been acknowledged by all. It is necessary to understand the impact 
on i) policy ii) equity valuations and iii) earnings fundamentals. 

Addressing policy first: Central Banks were slow out of the blocks. Their initial take was 
that inflation was “temporary” or “transitory”. Their understanding of the mechanisms by 
which inflation appears and proliferates lies within their institution memories but clearly 
was not current enough. 

So, an interest rate cycle has begun with the Federal Reserve rising rates 3 times so far, Bank 
of England 4 times, Reserve Bank of Australia 3x, Bank of Canada 3x, Sweden’s Riksbank 
2x, Norway’s Norges 2x with only the ECB and the Bank of Japan unchanged. There is no 
agreed consensus as to how long or how far this might go. Markets are on advice that more 
steps are likely needed. There is also a counter-consensus debate as to the extent to which 
there is true determination to expunge inflation. A possibility exists that interest rates will 
rise but remain well below the rate of inflation and that the prospect of recession will steady 
the hands of rate setters. In that scenario, real interest rates (that is, interest rates minus 
inflation) will remain negative for a sustained period of time. This can be a constructive 
environment for risk assets if there are no other prevailing factors.

It is also necessary to consider, in this muddy flux, the intersection of citizens and 
governments. Inflation is a major threat to ruling parties of all stripes and whilst we 
conveniently like to believe that Central Bankers are independent in most of the world’s 
major economies, that independence is somewhat conditional. They are appointed 
technocrats. So, it is easy to imagine we could have tension between growing impatience 
within industrial sectors (the corporate lobby), the citizenry and governments the longer 
inflation lasts. This can result in, ultimately, people voting in (or overthrowing, depending 
on the regime) the government that will deal with the problem. “Dealing with the problem” 
can mean Paul Volker (Chair of the Federal Reserve from 1979-1987) type rectitude but it can 
also mean governments that like to indulge in magical thinking. 

The ultimate trajectory of interest rates is not known nor is the point where demand is 
meaningfully impacted. It is also not entirely possible to pin the causes on energy prices 
and war in Ukraine as, prior to Russia’s invasion, we were already experiencing considerable 
bottle-neck issues from the unlock from Covid, exacerbated by China’s lock-unlock-lock 
mode changes. 

That all said, it would not be true to believe that rising interest rates are unequivocally bad 
for equity prices as the below chart shows.

Equities during a time of inflation  
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Source: Capital International 

It is not that equity prices respond well to inflation, by choice they would more prefer the 
kind of disinflationary environment that persisted from 1991 to 2000 but rather that as 
discounting vehicles they look forward to the other side of the interest rate cycle even as it 
takes place. Only over one short period in recent history – lasting between February 1994 
to February 1995 - were rising interest rates matched by falling equity indices.

Which takes us to valuations. Inflation is corrosive to equity valuations. It reduces the real 
value of the forward earnings stream through the impact on the discount rate. The obverse 
of this – equities benefitting from disinflation – is mappable. We have calculated that circa 
40% of the return from US equities between 1984 and 2000 was obtained from valuation 
increases over that long span. 

In the first half of this year, the S&P 500 Index has fallen by 20%, NASDAQ by 30% and 
Eurostoxx 50 by 18%. The portfolio’s NAV has declined by 22%.

The, to date, biggest impact in this bear market has been the contraction of valuations 
from high levels. We see this especially keenly in the universe of Global Leaders 
companies whose valuation has contracted from 30x earnings at the beginning of the year 
to 20x at the end of the second quarter. Part of the brunt has been taken.

In the below two charts, we indicate the valuation changes of companies held within the 
portfolio, ranked from largest multiple change to smallest. For ease of viewing, the chart is 
split into two so that all 28 companies are featured.
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The general picture, observable from these two charts, is that the multiple contraction has 
been more impactful in previously highly valued shares than those with more moderate 
valuations.

Connecting the changes in valuation to the changes in share prices, we can visualize the 
connections between these two series in the below scatterplot.

Source: Cerno Capital  



The degree of fit between valuation changes and share price movements is reasonable, 
backing up the observation that the main impact, to date, has come from valuations.

Which leads us to the earnings outlook. Recessions in the world’s major economies are 
likely if not certain. Any counterargument to this relies on several matters being resolved. 
A rapprochement would need to be struck between the US and Saudi-Arabia of the kind 
that would see Saudi acting to curb high energy prices. A Realpolitik solution to the war in 
Ukraine would also help as would more constructive relations between the US and China.

For now, the jobs market remains robust in most key economies and if employment is 
maintained at high levels, the nominal boost to companies’ top lines can keep the plates 
spinning in the face of difficult macro headwinds. The more diffuse and fundamental 
debate lies not so much in companies’ top lines – which may remain surprisingly robust in 
many sectors - but in their margins. 

Hitherto, companies have reported issues in satisfying sales on account of supply issues and 
we can expect this issue to continue to be cited in forthcoming earnings reports.

Equities have entered a bear market and one of the ways to measure their progress through 
this bear market is to understand how share prices are responding to good and bad news. 
Corporate managements will be reluctant to offer much detail on updates outside of 
proscribed earnings windows. This has the effect of concentrating share price adjustments 
into the post results period. Market analysts will be very attentive to order books and 
margin developments. Our assumption, for now, is that share prices remain prone to decline 
on bad news. At the point at which their reaction function begins to moderate via more 
modest falls on bad news, that will be recognised as the bear market bottoming out.
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Long rang consequences of high energy prices

The Cerno Global Leaders strategy is wholeheartedly a bottom-up process focused on 
identifying attractive companies and business models. We seek to identify “mega-trends” 
that persist through economic cycles and provide secular growth prospects.

The messiness of reality often collides with the sterile elegance of the investment model 
in the form of exogenous shocks. Events such as wars, pandemics and technological 
breakthroughs send ripples through the global economy which can and do alter the 
urgency or relative priority of a mega-trends evolution.

COVID-19 and its effects on digitisation is a recent and effective example. What was 
previously a steady but inexorable transition in work environments was super-charged to 
allow for the continuation of societal and economic activity in a mostly remote fashion. 
Below we will examine which mega trends that the Global Leaders portfolio is exposed to 
could be accelerated by the war in Ukraine and broader global inflation.

In response to an offensive war being prosecuted by one of the largest energy exporters 
on the planet, the international community’s primary non-military tool has been the 
sanctioning of Russian oil and gas exports. The most obvious direct beneficiary of these 
disruptions, the fossil fuel energy complex, is a sector that is precluded from the Global 
Leaders investment mandate. Likewise the global defence sector is also a proscribed sector.

We thus turn to the few secondary beneficiaries of high energy prices in the first instance. 
One nexus we identify is the potential for prices at the pump to alter the competing 
economics between internal combustion (ICE) and electric vehicles (EV). With the cost for 
the average full tank of petrol exceeding £100 (roughly 17p per mile) the equivalent cost per 
mile in an EV is estimated at less than a 3rd (5.5p) at current retail UK electricity prices. 
We do not think it is fanciful to consider that the Ukraine war may do for electric vehicles 
what COVID did for the digitised office.

Figure 1: https://portal.dataviz.ecb.europa.eu/views/HICP_dashboard_ETS_16049391112180/InflationDashboard?:showAppBanner=false&:display_
count=n&:showVizHome=n&:origin=viz_share_link&:isGuestRedirectFromVizportal=y&:embed=y

The largest restriction in fossil fuel supplies since the 1973 oil crisis is happening 
concurrently with a melee of supply chain constrictions around the world. Chinese COVID 
policies have hampered activity in several of the world’s major industrial heartlands. A 
number of global industries are still dealing with disruption on the lee of the pandemic 
more associated with the unlock rather than the lockdowns. In aggregate, these problems 
have led to the largest inflationary impulse in over 40 years.

IN DEPTH
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The corollary of inflation, once it is persistent for a lengthy enough period of time, is 
agents’ reaction functions. Over the past 18 months, inflation has caused an erosion in 
excess of 10% of real earning power in developed economies. There is already a swathe of 
anecdotal evidence that consumers are responding in their wage negotiations. Taking just 
a cross section of the UK since March, refuse collectors in Manchester have received a 
22% pay increase, Gatwick airport workers a 21% increase two weeks ago and cleaners and 
porters at a Croydon hospital a 24% raise in pay.

Energy prices and EVs

With respect to how we regard opportunities in the auto industry, our approach is not to 
try to pick a particular vehicle manufacturer which might dominate the transition from 
combustion to electric. As with all industries we review, we rather seek where we can 
find commonality across the electric vehicle space and then identify which companies are 
embedded incumbents in the supply chain.

The EV section of the global auto manufacturing industry is currently facing a “hundred 
flowers blossoming” moment of electric only start-ups. In addition to this, multiple well-
funded technology oriented conglomerates have unveiled plans to enter the electric vehicle 
space in the medium term. Baidu, Xiaomi and Sony are expected to launch branded vehicles 
in 2023, 2024 and 2025 respectively and it is expected that these companies will bring a 
smartphone-esque operational strategy to the manufacturing of vehicles, of which a key 
element is outsourcing practices. 

Through our picks and shovels approach, we can own the organisations which will 
facilitate these practices. Some examples include Ansys which provides Vehicle 
Electrification Simulation and Design software to optimise the control and efficiency of 
power management systems. Keysight Technologies, a specialist in electronic test and 
measurement of systems across the electromagnetic (EM) spectrum, has a growing business 
in the test and validation of EV battery and charging systems.

Electronic content represents roughly 50% of the bill of materials for an EV, in comparison 
to the >10% of traditional ICE vehicles. Component suppliers that are facilitators of 
this advanced electrification will become ever more important in the auto supply chain 
versus legacy manufacturers of ICE products (transmissions, turbochargers, exhausts 
etc). Aptiv’s Autonomous Mobility business segment is the sole global provider of 
integrated automotive “brain and nervous systems”. Aptiv systems provide the interconnect 
infrastructure to receive and circulate the information being captured by sensor arrays 
across the entire modern vehicle. More importantly standardised Aptiv operating systems 
allow for base-level processing of this data before it reaches the marquee specific driver 
facing software packages. Aptiv can white-label such whole systems to enable new entrants 
to focus on software-defined vehicles, supported by electrified and intelligently connected 
architectures.

IN DEPTH
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Figure 2: https://www.aptiv.com/en/insights/article/architecture-overload-theres-no-more-room



By 2024, the daily data consumption of a vehicle with ADAS capacities is expected to 
be equal to the data generated by roughly 5,750 smartphones per day, resulting in the 
semiconductor content costs per vehicle tripling from 2015 to 2030. As a result autos 
are expected to meaningfully contribute to incremental semiconductor demand, with 
analysts expecting >10% contributions after 2026, whilst the global auto semiconductor 
market could increase over 300% by 2030. Global Leaders holds positions across the entire 
semiconductor value chain.

The automation drive

In a persistently inflationary world, one of the tailwinds for corporate margins in the past 
decade, the cost of human labour, will likely become a headwind. Pay negotiations in the 
industrial sector are following patterns observed in white collar workplaces or the service 
industry. Germany’s most powerful industrial union, IG Metall, is demanding a pay increase 
of 7 – 8% in upcoming negotiations after accepting a 2.3% rise as recently as 2021.

In an effort to protect already pressured margins, we would expect companies to accelerate 
capital expenditure on automation plans. What previously may have been a marginal 
business case given the high start-up cost of automating an industrial process will become 
incrementally more attractive if labour costs are inflating 5–10% per year rather than the 
0–3% of the previous economic cycle.

Rockwell Automation is a world leader in end-to-end factory automation solutions. 
Rockwell has already been a beneficiary of the increased digitalisation COVID demanded 
of even the humble factory. We think the company is now uniquely positioned to help 
corporates achieve efficiency gains through varying levels of automation.

Given the cost-base and low margin of error for automating high throughput and complex 
processes, the design, planning and control of an automated factory is equally if not more 
important than the hardware implementation. Product lines such as Rockwell’s FactoryTalk 
and Studio 5000 software suites are examples of the crucial tools needed to achieve this. 
Rockwell has spent the past few years focused on creating an integrated offering between 
software and hardware that we believe gives them a competitive edge.

When we speak of automation we often speak of the all-capable industrial robot. 
Similarly to our thinking on electric vehicles we have sought suppliers that benefit 
from the aggregate growth of robotisation rather than having exposure to an individual 
manufacturer. Nidec’s Motion Control offering, which sits within the largest business line 
of the group (ACIM, ~37% of sales) supplies drive motors and their attendant controllers 
to a number of major robotics manufacturers. There is empirical evidence that increasing 
labour costs will engender an exponential demand for industrial robots going forward, and 
we expect Nidec to be integral in responding to this demand.

IN DEPTH
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FUND FACTS

*Holding periods since inception of strategy

Holding History 
 
Company Name Description           Holding Peirod
Samsung Electronics Dominant in semiconductor memory chips and leader in smartphones  >9 years
Nestle  Diversified global food & beverage company    >9 years
Visa  Largest global electronic payments network    >9 years
Zimmer Biomet Leading orthopaedic care specialist     >8 years
Linde  Largest industrial gas provider in the world    >8 years
Renishaw  Engineering specialist focused on equipment for precision measurement  >8 years
PPG  Coatings company leading in the industrial/specialty business >7 years
Shimano  Dominant supplier of cycling componentry    >7 years
Givaudan  Leading player in the Flavours and Fragrance industry   >6 years
Novozymes  Produces enzymes which application in a wide variety of daily products  >6 years
Assa Abloy                       World’s leading manufacturer of security locks and automatic doors          >6 years
LVMH  The largest luxury goods conglomerate and most diversified   >5 years
EssilorLuxottica Vertically integrated producer of luxury, fashion and sports eyewear  >5 years       
Heineken  Brewer with a strategic bias to premium beer, interests in low alcohol/craft >4 years  
Atlas Copco                      Dominant producer in air compression and vacuum techniques   >4 years 
TSMC  World’s largest pure-play semiconductor foundry    >3 years
ASML  Leading photolithography tools manufacturer for the semiconductor industry >3 years
Nidec                                Global top supplier of brushless DC motors for a diverse set of applications          >2 years
Microsoft                         Dominant player in computing operating system and business software platform   >2 years
Philips                              Healthcare technology company serving professional and consumer markets         >2 years
Accenture                        Independent technology consultant and outsourcing provider globally                   >2 years
Aptiv  Leader in smart vehicle architecture enabling autonomous driving              >1 year 
Techtronics                      Global leader in power tools and floor care          <1 year
Adobe                               Dominant digital creativity software and marketing CXM tool provider <1 year
Ansys                              Leading developer of digital simulation software for product development                                                   <1 year
Rockwell                          Largest pure play in industrial automation and control processes      <1 year
Thermo Fisher                 Diversified provider of scientific instrumentation, medical reagents and consumables     <1 year
Keysight                          Global leader in testing and validation of products utilising the electromagnetic spectrum     <1 year
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Sales by Geography 
Global Leader companies are, by definition, global in their sales. Their domiciles are not an 
investment consideration and most of the companies have outgrown their home market base 
many decades ago.

The perceived reliability of the earnings of constituent companies and the fact that they have 
commanding market shares in their industries means that they will trade at a premium to wide 
equity market aggregates. The question is how much? The portfolio has an aggregate Return on 
Equity of 23% versus 16% for the World Equity Index. 

We aim to rationalise margins, earnings consistency and economic value against the price paid. 
The fund’s approach to vaulation could be described as growth at a reasonable price (GARP).

Sales by Geography

• North America - 38%
• Asia - 29%
• Europe - 26%
• Latin America - 4%
• Rest of World - 3%

Performance 
 
Year Ended                               June 2022                June 2021                 June 2020              June 2019                June 2018

Net Performance                        -17.7%                     +28.8%                     +16.2%                 +10.6%                    +7.4%

Fund Codes 
 
   ISIN:   SEDOL:    Bloomberg: 

A Acc                   GB00BF00QK62                     BF00QK6                      TMCGLAA LN

A Inc                   GB00BF00QJ57                     BF00QJ5                       TMCGLAI LN
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Disclaimer for TM Cerno Global Leaders: TM CERNO GLOBAL LEADERS (the “Fund”), which is a sub 
fund of TM Cerno Investment Funds, is organised under the laws of the United Kingdom and qualifying as 
an undertaking for collective investment in transferable securities (“UCITS”) under Directive 85/611/EEC (as 
amended) and is regulated by the Financial Conduct Authority. This document is issued by CERNO CAPITAL 
PARTNERS LLP and is for private circulation only. CERNO CAPITAL PARTNERS LLP is authorised and 
regulated by the Financial Conduct Authority in the United Kingdom. The information contained in this 
document is strictly confidential and does not constitute an offer to sell or the solicitation of any offer to buy 
any securities and or derivatives and may not be reproduced, distributed or published by any recipient for any 
purpose without the prior written consent of CERNO CAPITAL PARTNERS LLP. The value of investments 
and any income generated may go down as well as up and is not guaranteed. You may not get back the amount 
originally invested. Past performance is not necessarily a guide to future performance. Changes in exchange 
rates may have an adverse effect on the value, price or income of investments. There are also additional risks 
associated with investments in emerging or developing markets. The information and opinions contained in this 
document are for background purposes only, and do not purport to be full or complete. Nor does this document 
constitute investment advice. No representation, warranty, or undertaking, express or limited, is given as to the 
accuracy or completeness of the information or opinions contained in this document by CERNO CAPITAL 
PARTNERS LLP, its partners or employees and no liability is accepted by such persons for the accuracy or 
completeness of any such information or opinion. As such, no reliance may be placed for any purpose on the 
information and opinions contained in this document. The fund volatility level is shown in the Key Investor 
Information document.  Volatility is only one indicator of the risks and is not a guarantee of future performance.
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Key Fund Information 
 
Investment Objective                       To achieve long term growth in value 

Sector Exclusions                      Banks, Fossil Fuels, Commodities, Tobacco, Armaments

Authorised Corporate Director                     Thesis Unit Trust Management       

                      (Authorised and regulated by FCA)   

      Exchange Building    

      St John’s Street, Chichester, West Sussex PO9 1UP

Fund Custodian     The Northern Trust Company

Auditor      Pricewaterhouse Coopers LLP  

Fund Legal Structure                     UK OEIC (UCITS)

Inception Date - Fund                     November 2017   

Fund Saving Structures    SIPPs, ISAs & JISAs  

Key Fund Documents                     cernocapital.com/cerno-global-leaders

Ongoing Charges - Class A    Management Fee 0.65%                    

(incl. Management Fee)    Other Fees (incl. running costs) 0.19%  

                       OCF 0.84% 

Transaction Costs                                                                             Explicit Costs  0.02%                                                                                                                                            

                                                                                                         Implicit Costs  0.12%*                                                                                                           

Initial Charge     5% - waived as standard  

Contact      Tom Milnes    

      020 7036 4126    

      tom@cernocapital.com   

          *We have only started calculating this data from 1st July 2021, and as such this is an estimate based on the available data so far


