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Roy Ettlinger - Business overview

Alan Noik - Investment update

Ainsley To - The illusion of knowledge

Jarrod Cahn - A fistful of dollars

Deon Gouws - Much ado about nothing

Agenda
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BUSINESS 
OVERVIEW 
ROY ETTLINGER
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▪ Independent group founded in 1998

▪ Around 70% of equity owned by team

▪ 3bn assets under custody

▪ Over 7000 clients

Some of our numbers
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Few highlights since Credo was founded
and how the firm’s assets under administration have grown over the period
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Philosophy

▪ Build relationships based on trust

▪ Focus on long-term success 

▪ Provide clients with personal service

9
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Wealth Outsourcing Solutions

28 Financial Intermediaries,

assets under custody of £1.5b

Personalised Wealth Management

Over 2000 investors,

assets under administration of £1.5b

Business offering
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INVESTMENT
UPDATE 
ALAN NOIK
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Credo team royal affairs
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Credo team royal affairs
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Credo team royal affairs
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Fixed
Income

Investment solutions

Equities Multi-Asset
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20 stocks Value Long only

No hedging Large cap Low portfolio turnover

Overview
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Annualised total returns 1 Year 3 Years *Since Inception

Best Ideas Portfolio 15.0% 7.9% 10.1%

MSCI World 12.3% 7.4% 8.8%

(*) BIP inception: 14 April 2011

Performance to 25 May 2018 (USD)
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(*) BIP inception: 14 April 2011

Performance since inception* to 25 May 2018 (USD)

98.5%

82.7%

80

100

120

140

160

180

200

220

Apr-11 Apr-12 Apr-13 Apr-14 Apr-15 Apr-16 Apr-17 Apr-18

Credo Best Ideas Portfolio (USD) Benchmark



20

Sustainable Dividend Growing Dividend

Overview

20 stocks Value Long only

No hedging Large cap Low portfolio turnover
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(*) DGP inception: 28 December 2012 

Annualised total returns 1 Year 3 Years *Since Inception

Dividend Growth Portfolio 11.1% 9.5% 11.5%

MSCI World 12.3% 7.4% 11.0%

Performance to 25 May 2018 (USD)
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(*) DGP inception: 28 December 2012

Performance since inception* to 25 May 2018 (USD)
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Performance since inception* to 25 May 2018 (GBP)

(*) Global Equity Fund inception: 01 March 2016

Total returns 3 Months 6 Months 1 Year *Since Inception

Global Equity Fund 8.3% 6.1% 5.8% 44.8%

MSCI World 5.7% 4.3% 9.9% 47.6%
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EQUITIES

FIXED
INCOME

EQUITIES

▪ A combination of equities and fixed income

▪ A bias towards the UK markets and listed in GBP

▪ Look to adapt across market cycles through 

satellite holdings

▪ Provides a differentiated strategy 



28

Performance since inception* to 25 May 2018 (GBP)

(*) Dynamic Fund inception: 03 July 2017

Total returns 3 Months 6 Months *Since Inception

Dynamic Fund 4.5% 5.9% 10.7%

IA OE Flexible Investment 3.0% 2.0% 6.2%

10.7%
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Performance since inception* to 25 May 2018 (GBP)

(*) Growth Fund inception: 03 July 2017

Total returns 3 Months 6 Months *Since Inception

Growth Fund 2.7% 3.5% 7.7%

IA OE Flexible Investment 3.0% 2.0% 6.2%

7.7%

97

100

103

106

109

112

Jul-17 Oct-17 Jan-18 Apr-18

Growth Fund



31

▪ All 3 funds are now FSCA approved

▪ Daily dealing (CGEF, CDF), Weekly (CGF)

▪ Irish situs: IHT

▪ On Old Mutual platform, soon to be on Glacier

▪ Just surpassed £100m AUM
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▪ Globally diversified across liquid asset classes

▪ Four levels of equity risk

▪ Primarily passive underlying instruments driven by long term data

▪ Low costs



34



35

Credo MAP 60/40 strategic asset allocation

60%
30%

5%

5%

Equities

Fixed Income

Commodities

Alternatives
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Credo MAP 60/40 vs 60/40 composite (USD)
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(*) MAP inception: 02 July 2014 

Annualised total returns 1 Year 3 Years *Since Inception

Multi-Asset Portfolio 60/40 8.2% 5.1% 4.6%

Benchmark 7.8% 5.0% 4.4%

Performance to 25 May 2018 (USD)
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Product Suite
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THE ILLUSION
OF KNOWLEDGE:
HISTORY, DATA, AND OVERCONFIDENCE

AINSLEY TO
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Inaccurate self-assessment
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Financial Knowledge - Competence vs Confidence
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67%
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The Herzfeld Caribbean Basin Fund

▪ Closed-end fund

▪ ~50% in US stocks, ~20% Mexican stocks

▪ Historically traded 10% to 15% below net asset value

June 2014
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The Dunning-Kruger Effect
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Two identical investments?

Investment 1 Investment 2

Return 6% 6%

Volatility 15% 15%
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Max Drawdown -54% -97%
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Data that shows the destination can miss the journey

Withdrawing $4 

Annual Income

Global Equities Reordered

Max Drawdown -57% -100%

Years Survived 20 4
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Source: Credo

-100%
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All the stats you want…

Portfolio 1 Portfolio 2 Portfolio 3

Ann Return 38.67% 17.20% 7.75%

Volatility 12.54% 10.25% 3.94%

Sharpe Ratio 2.68 1.18 0.67

Maximum Drawdown -6.40% -6.84% -3.66%
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Portfolio 1 Portfolio 2 Portfolio 3

Ann Return 38.67% 17.20% 7.75%

Volatility 12.54% 10.25% 3.94%

Sharpe Ratio 2.68 1.18 0.67

Maximum Drawdown -6.40% -6.84% -3.66%

Plus the chart…

LTCM

Equities

Bonds
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$4.00

$4.50
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▪ 6 months later

Even Nobel Prize winners can be overconfident

LTCM

Equities

Bonds

$0.00
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Source: Credo, Bloomberg, When Genius Failed
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Mar 94 to Oct 98 LTCM Equities Bonds

Return -27.4% 14.4% 9.1%

Volatility 48.8% 12.5% 4.2%

Sharpe Ratio -0.7 0.7 0.9

Maximum Drawdown -94.3% -13.5% -3.7%

+ 6 months

Mar 94 to Mar 98 Portfolio 1 Portfolio 2 Portfolio 3

Return 38.7% 17.2% 7.7%

Volatility 12.5% 10.2% 3.9%

Sharpe Ratio 2.7 1.2 0.7

Maximum Drawdown -6.4% -6.8% -3.7%
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Forecasts fail when we most need them
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Forecast error
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Driving using the rear view mirror
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The wrong map is worse than no map
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A world in which mean and volatility are all you need
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The Real World
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99.2% of days are within this range
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In reality, it’s more complicated
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Analysis ≠ Counting bullet holes
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“It is human nature to believe that what 

you see is all there is… 

but often what you don’t see can refute 

everything that you believe”

Humility in the face of uncertainty
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Just before we break…
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SHOULD I BE A 
CREDO CLIENT?  
SJ DU PREEZ
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Yes Yes, but in red

Should I be a Credo client?
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A FISTFUL
OF DOLLARS
JARROD CAHN
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▪ We believe wealth is created and preserved by following a patient and disciplined investment strategy 

that is focused on the long-term

▪ We follow a value-based approach to investing

▪ We aim to identify matters of strategic importance and focus on methodologies that have proven to be 

robust through a variety of market cycles, rather than fixating on short-term news-flow and forecasts

▪ We strive to minimise turnover in our portfolios and apply our minds when considering transaction size 

in an attempt to limit transaction costs

▪ We view risk as permanent losses of capital and not in terms of short-term volatility

Credo investment philosophy
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Fama French: Value minus Growth (10 year rolling returns)

Source: M Batnick
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Growth vs Value
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Tech fund flows

Source: BoFA ML, EPFR Global
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High dividend yield underperformance
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Value investing can be a lonely place
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The Good
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Disney

Bought 14/05/2018 for Best Ideas Portfolio

PE of 14.5x
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▪ 15% of total revenue 

▪ 16% of total operating profit

Disney
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▪ 33% of total revenue from Theme Parks

▪ 26% of total operating profit

▪ 80% domestically / 20% internationally

▪ 9% of total revenue from Consumer Products

▪ 12% of total operating profit

Disney
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▪ 43% of total revenue 

▪ 46% of total operating 

profit from Media 

Networks

Disney
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Broadcast
e.g. ABC owned stations 

and local television stations

Satellite Operator
e.g. AT&T, Dish Network

Cable TV

Internet Operator
e.g. AT&T, Comcast, Charter

Linear

TV bundle

Legacy model

CONSUMER

Linear

TV bundle

Linear

TV bundle

Disney
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Internet delivered linear TV bundle

Direct to consumer video on demand

Over the top model

CONSUMER

Cable TV

Internet Operator
e.g. AT&T, Comcast, Charter

Disney



86

https://www.theatlas.com/charts/ryaZugqDZ

Source: Credo Source: qz.com

Cord cutting hurts Disney

https://www.theatlas.com/charts/ryaZugqDZ
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Internet delivered linear TV bundle

Direct to consumer video on demand

Over the top model

CONSUMER

Cable TV

Internet Operator
e.g. AT&T, Comcast, Charter

Direct to consumer video on demand
Disney
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▪ Launched April 2018

▪ Screening exclusive material - 15 live UFC events via app

▪ Millennials still watching live sport, just not at home 

▪ Sports Betting legalised in certain states 

▪ Disney, Pixar, Lucas, Marvel studios platform

▪ Screening exclusive content

▪ Commitment to 4/5 original movies and original series

▪ Simultaneously withdrawing certain content from Netflix 

▪ Pricing will be lower than Netflix

Disney direct to consumer strategy

?

https://www.google.co.uk/imgres?imgurl=https://www.publicdomainpictures.net/pictures/40000/velka/question-mark.jpg&imgrefurl=https://www.publicdomainpictures.net/en/view-image.php?image%3D34596%26picture%3Dquestion-mark&docid=ZqK4z2j5mQ4umM&tbnid=ET6uSV6fADLg2M:&vet=10ahUKEwjQhe201qrbAhVkDcAKHSJpArwQMwjHASgGMAY..i&w=1920&h=1920&bih=1038&biw=2133&q=question mark&ved=0ahUKEwjQhe201qrbAhVkDcAKHSJpArwQMwjHASgGMAY&iact=mrc&uact=8
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Disney / Fox transaction
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▪ Movie and Parks/Consumer business remain robust

▪ Content providers are key - distributors are being disintermediated

▪ Purchase of Fox strategic, and likely could see Disney pay up

▪ Strong balance sheet, impressive cashflow, and ability to withstand significant deterioration

▪ Valuation looks depressed, and expectations are low

Investment rationale summary
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The Bad
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Owned since inception of BIP - April 2011

Lowest PE in sector 10x

Dividend Yield 4%

Imperial Brands
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Structural issues in the tobacco sector
Combustible volumes are in decline

▪ Smoking bans in public places

▪ Advertising bans, mandatory warnings on packaging

▪ Increase in government excise duty

▪ Change in lifestyle habits as Millennials choose healthier lifestyles

▪ Volume decline - pricing power 
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▪ Rising bond yields - rotation trade in the face of rising interest rates 

▪ Increase in the cost of capital

▪ Currency headwinds - strong GBP v the basket 

▪ Irrational pricing by competitors in key markets

▪ Palmer and Harvey administration - up to £160m write off

Company specific and technical issues
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▪ Sell the non-core assets, including cigars and rolling papers 

▪ Sell the sub-scale and/or lower margin tobacco markets

▪ Reduce the Logista holding (Spanish listed logistics business)  

▪ Re-organise the brands into Priority Brands (West, JPS, Gauloises), which will be given a greater 

weight of investment, and Local Champions (Kool, Gitanes, Jadé), which will receive less support

▪ Consolidate the factory footprint 

▪ Upgrade communication with investment community

IMB self-help strategy 
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"Today we are entering a dynamic period of change to our industry. An 

unprecedented confluence of technology, consumer demand, societal 

change and public health awareness has created a unique opportunity; the 

opportunity to make a substantial leap forward in our long-held ambition to 

provide consumers with less risky tobacco and nicotine choices.   

Richard Burrows, Chairman, BAT - AGM Statement

25th April 2018 

Tobacco industry - Next Generation Products (NGPs/RRPs) 
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Tobacco industry - Next Generation Products (NGPs/RRPs) 
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Tobacco industry - Next Generation Products (NGPs/RRPs) 

Company Vaping Heated Tobacco Hybrid 

US Only
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-45.0%

-40.0%

-35.0%
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Imperial BrandsBest P/E (Blended Forward 12 Months) relative to
Global Tobacco Best P/E (Blended Forward 12 Months)

Imperial relative discount to global tobacco competitors
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▪ Market overly bearish on tobacco industry

▪ IMB has many levers to pull to streamline the core business

▪ Penalised for a uncompelling Next Generation Product suite

▪ Valuation on 10x PE and 7% dividend yield too cheap

▪ Last strategic asset in the industry

Investment rationale summary
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Take out target
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The Ugly

Adtalem Global Education Group is a leading 

global education provider which owns a number 

of Universities, Colleges, and Graduate 

Schools in the US and Caribbean.
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Adtalem Education

Bought 12/06/2015 for Special Opportunities Portfolio

PE of 14x
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For-Profit Education fraudsters
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Obama clamps down on For-Profit Education 

▪ Borrower Defence rule

▪ Gainful Employment rule
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Obama clamps down on For-Profit Education 
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▪ Sector was in a state of disarray, all for-profit stocks were being sold off irrespective of fundamentals 

▪ Adtalem business model tainted, but far from broken 

▪ ~ 95% of profit (~65% of revenue) generated by businesses which fulfilled genuine need and which 

were differentiated by their very low cohort default rates 

▪ ~75% of profit  - Medical and Healthcare schools for nurses, vets and doctors

▪ ~20% of profit - Professional Education 

▪ ~5% of profit  (~35% of revenue) - The “dodgy” segments

▪ Company had $350m on balance sheet

Investment rationale summary
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Less than 100 days into Trump's presidency, the 

Department of Education under Secretary Betsy DeVos 

has delayed implementation of gainful employment 

rules, withdrawn key federal student loan servicing 

reforms, and signaled a less onerous regulatory 

environment for the essentially taxpayer-financed 

career education sector.

Trump Bump

▪ Deregulatory bent / supporting privatization

▪ Tax cuts benefit sector competing against tax exempt non-profits
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PE Ratio
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Value investing can be a lonely place

▪ Out of vogue

▪ Not exciting, in fact its rather dull

▪ Requires independent thinking, strong discipline

▪ Patience: time to work 

▪ Strong resolve, stomach for short-term volatility

▪ Often you can be too early

▪ Unloved, under-owned stocks
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Value investing can be a lonely place
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The end
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MUCH ADO
ABOUT NOTHING
DEON GOUWS
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Since we last spoke…

S&P500 performance: 1 June 2017 to 26 January 2018 = +18.2% Source: Credo, Bloomberg
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Source: Charlie Bilello

S&P 500 Total return:

Longest monthly up streaks 

(1926-2017)

Period ending January 2018...
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January 2018: strongest ever start to a calendar year
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S&P500 performance: 26 January 2018 to 8 February 2018 = -10.1%

Since we last spoke… (continued 1)
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Source: Credo, Bloomberg
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S&P 500 heatmap (5 February 2018)

Source: Barbarian Capital
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Biggest one-day drop ever?
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Not so quick…
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S&P 500: maximum annual drawdown (peak-to-trough)

Source: Credo, Bloomberg
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Source: Charles Schwab, Factset

MSCI World Index: annual returns & declines
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Source: Charles Schwab, Factset

MSCI World Index: annual returns & declines
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S&P500 performance: 8 February 2018 to 26 February 2018 = +7.7%

Since we last spoke… (continued 2)

Source: Credo, Bloomberg
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S&P500 performance: 26 February 2018 to 31 May 2018 = -2.7%

Since we last spoke… (continued 3)

Source: Credo, Bloomberg
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S&P 500: The Rom-Com

Source: Michael Santoli
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S&P500 performance: 1 January 2018 to 31 May 2018 = +1.2%

Since we last spoke… (continued 4)

Source: Credo, Bloomberg
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Quo vadis? 



135Source: Genesis FT

Gurus: 1
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Gurus: 2

Source:

Alberto Gallo, Algebris
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Source: Ben Carlson

…a stock market bubble?
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…a stock market bubble?
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Gurus: 3
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Behaviour gap

Source: JP Morgan

20-year annualized returns by asset class (1997-2016)
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Far more money has been lost

by investors preparing for corrections,

or trying to anticipate corrections,

than has been lost in corrections themselves

(Peter Lynch)
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We would never talk of a “permanently high plateau”…

New York Times

16 October 1929
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…or suggest that “the bull market could continue forever”
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…but there is an argument that this bull market has legs

Source:

FactSet,

Raymond James,

Arbrook Investors

(July 2017)

?
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The four most dangerous words in investing are:

This time it’s different

(Sir John Templeton)
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Source: GMO(data to: 31/3/2017)
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Source: Economist Intelligence Unit
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World economy has never been in better shape

Source: Deutsche Bank

Number of countries in the world in a recession

Lowest number of 

countries in 

recession ever

1980       1985       1990       1995       2000      2005       2010      2015       2020

Forecast to 

continue 

improving further
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✔
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Source: Charlie Bilello

A Goldilocks economy

▪ Earnings: record high

▪ Profit margins: near highest levels in history

▪ Jobless claims: lowest level since 1973

▪ US economic expansion: 3rd longest in history (106 months & counting)

▪ Manufacturing sentiment (ISM): 13-year high

▪ Consumer confidence: 17-year high

▪ US housing prices: record highs (up 6% in past year)

▪ Average hourly earnings: highest level of cycle (up 2.9% in past year)

▪ Inflation: remains relatively low

▪ Fed rate: starting to rise, but still low in historic terms; other central banks dovish

▪ Trump effect: much still to follow? (Tax cuts / deregulation / infrastructure boom)
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Source: Credo, Bloomberg

International yield curves (30/5/2018)
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Source: BoE, Homer & Syllla

5,000 Years of Interest Rate History
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Predicting the Fed rate?

Source: LPL Research
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Predicting the Fed rate?

Source: LPL Research
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Don’t be blind to the risks though… 
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China
Germany

Japan
Mexico

Vietnam
Canada

India
South Korea

Trade war?

Source: PEW Research Center

US trade deficit
($bn)
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Source: Thomson Reuters Datastream, Fathom Consulting

Trade war with China… lost a long time ago
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The most iconic American consumer product today?

Source: Wall Street Journal

Anatomy of an iPhone:
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Trade war… Quo Vadis? 

Source: BAML

Global Fund Manager Survey: Top tail risk
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Source:

Jeffrey Kleintop,

Charles Schwab & Co

Earnings Trump politics
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27.8

Source:

Ben Carlson

Shiller CAPE ratio
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From last year’s conference presentation…
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March 2013: CAPE 22.5 (higher than 87% of all readings)

Source: Michael Batnick

+89%
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March 2013: CAPE 22.5 (higher than 87% of all readings)

+89%

Source: Michael Batnick
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Taking comfort from relative valuations… Growth versus Value

Source: Bloomberg, Credo
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Growth versus Value
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S&P500

2006 15.79%

2007 5.49%

2008 -37.00%

2009 26.46%

2010 15.06%

What if the next crash is just around the corner?

-56%



174

-21.98%

-14.77%

-7.16%

-5.15%

1.05%

3.89%

6.02%
5.17%

6.26%
7.44%

-25%

-20%

-15%

-10%

-5%

0%

5%

10%

1Y to Sep08 2Y to Sep09 3Y to Sep10 4Y to Sep11 5Y to Sep12 6Y to Sep13  7Y to Sep14 8Y to Sep15 9Y to Sep16 10Y to Sep17

Rolling Annualized Returns since market top in 2007

What if the next crash is just around the corner?

Source: Credo, Bloomberg
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How did you feel in March 2009?  How did you behave?
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How did you feel in March 2009?  How did you behave?
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Source: The Times, 10 February 2018
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Newspaper headlines you’ll never see…

Source: Credo
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In investing, losing means taking decisive action at the 

worst possible times — being driven by your emotions 

precisely when you need to be the most rational.

Trying too hard to win eventually means losing…

(Charles Ellis)
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Italy: 29 May 2018

Source: The Economist
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Italy: 30 May 2018

Source: The Economist
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Part of the Berkshire secret is that

when there is nothing to do,

Warren is very good at doing nothing

(Charlie Munger)
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Source: Dimson, Marsh & Staunton / The Economist

Average annual % real returns (1900-2017) 
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Meet Alfie
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Alfie: also pretty good at doing nothing…

…the day the Dow fell more than 1,000 points in February
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Alfie: also pretty good at doing nothing…

…after Donald Trump declared a trade war in March
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Alfie: also pretty good at doing nothing…

…when North Korea fired a missile over Japan last September
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Alfie: also pretty good at doing nothing…

…following the resignation of Markus Jooste in December
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So, until we meet again… be more like Warren
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So, until we meet again… be more like Warren (and Alfie)
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THANK YOU

@DEONGOUWS_CREDO

@BEMORELIKEALFIE



197credogroup.com


