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00:00:00 Hello. My name is Tineke Frikkee and I am the lead manager of Newton's UK 
equity income strategy. First we'd like to share our investment outlook with you. 
During the 20-year period from 1980 to 2000, investors have enjoyed strongly 
rising asset returns, with relatively long cycles and relatively low volatility. We 
believe this is unlikely to continue. Drivers behind this "great moderation" were 
the significant declines in inflation and bond yields and the significant increases 
in debt. US inflation was 10% in 1982 and 1.5% in 2010. The 10-year US bond 
yield was 15% in 1982 and 2.5% in 2010. US total debt as percentage of 
nominal GDP was 160% in 1982 and 350% in 2008. US household debt to 
personal income was 65% in 1982 and 118% in 2010. We believe these drivers 
are unlikely to repeat themselves in the medium term. Even though global bond 
yields and inflation may stay relatively stable, Western households are already 
de-gearing and developed economies have plans in place to reduce their 
borrowings. 

00:01:32 As a result, we believe it is sensible for investors to expect a more modest, but 
still positive return on their assets. We are likely to see more volatile volatility 
and shorter cycles. In this environment, we believe going down less than the 
market in downturns may prove key to generating above market returns in the 
long run. Investing in high yield equities could well prove attractive given their 
greater downside protection. 

00:02:01 Let's just explore this a bit more. On the far right you see close to 16 years 
worth of annualised total returns from the FTSE All Share in yellow and the 
FTSE 350 High Yield in red. We have split these performance numbers by 
periods that the FTSE All Share rises - on the left - and that it falls - in the 
middle. What you can see is that the high yield index has kept up reasonably 
well when taken all rising markets together. During falling markets though, the 
high yield index did not go down as much. This greater downside protection was 
the main driver for the outperformance of high yield equities for the whole 
period. 

00:02:45 Saying that, during the two years to the end of 2010, UK high yield equities have 
underperformed dramatically. Even though the FTSE 350 High Yield index is up 
a respectable 26%, the low yield index is up 74% during these two years. The 
main driver behind this has been the significant rise in the low yield mining 
sector, which has gone up nearly 180% during this time. We believe this has left 
the High Yield index looking attractively valued. It is now rated at a P/E multiple 
of 10 times, even though it was trading at a 14 times P/E 6 years ago. A P/E of 
10 times also looks attractive in a longer-term context. 

00:03:37 From a sector point of view, our UK equity income strategy is diversified across 
more defensive sectors, like utilities and tobacco, but also more cyclical parts of 
the market, such as selected asset managers, retailers and pubs. Low-yielding 



sectors like mining and banks are largely excluded. At a company level, we look 
for characteristics such as relatively stable end-demand, strong balance sheet, 
good cash flow management, sensible company strategy, clear dividend policy 
at an attractive valuation. Other areas of interest could include more structural 
growth opportunities in fragmented or immature markets and "self-help" through 
efficiency programmes or delivery of synergies. 

00:04:30 Even though the UK economy itself is likely to only deliver modest growth during 
the next couple of years, UK companies make around two-thirds of their sales 
outside the UK. We also see this reflected in our UK equity income strategy. We 
do have some pure domestic investments, such as utilities and supermarkets, 
but we also have US exposure in media, engineering design and flight support 
stocks. Emerging market exposure is widely found in tobacco, pharmaceuticals 
and food producers. Some companies focus more on continental Europe, be it 
tour operators, specialist lenders or work wear and mat suppliers. That brings 
me to the end of this webcast. We believe high yield UK equities may be able to 
provide greater downside protection in the more volatile investment environment 
we are likely to be in already. This strategy can be well diversified across 
sectors and end-markets. Thank you for listening and good luck. 

 
 
 
 
Past performance is not a guide to future returns.  The value of investments and the income from them can fall as well as rise and 
investors may not get back the original amount invested. The value of overseas securities will be influenced by fluctuations in 
exchange rates.  If part of the portfolio is invested in sub-investment grade bonds, which typically have a low credit rating and carry a 
high degree of default risk, then please be aware that this can affect the capital value of your investment.  If the portfolio has exposure 
to hedge funds, gold, private equity and property via publicly quoted transferable securities, then there are additional risks associated 
with these sectors.  The information contained within this document should not be construed as a recommendation to buy or sell a 
security.  It should not be assumed that a security has been - or will be - profitable.  There is no assurance that a security will remain in 
the portfolio. 
The opinions expressed in this presentation are those of Newton Investment Management and should not be construed as investment 
advice. In addition the information contained in this presentation should not be construed as a recommendation to buy or sell a 
security.  
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‘Newton’ refers to the following group of affiliated companies: Newton Investment Management Limited, Newton Capital 
Management Limited, Newton International Investment Management Limited, Newton Capital Management LLC and Newton 
Fund Managers (C.I.) Limited. Assets under management include assets managed by all of these companies except Newton 
Capital Management LLC, which provides marketing services in the U.S. for Newton Capital Management Limited. Except for 
Newton Capital Management LLC and Newton Capital Management Limited, none of the other Newton companies offer 
services in the U.S. In addition, AUM for the Newton Group may include assets managed by the firm’s officers as dual officers 
or employees of The Bank of New York Mellon.  
In the U.S., this document is issued by Newton Capital Management Limited. Newton Capital Management Limited is an 
investment management firm, authorized and regulated in the UK by the Financial Services Authority in the conduct of 
investment business and is a wholly owned subsidiary of The Bank of New York Mellon Corporation. Registered in England 
no. 2675952. Newton Capital Management Limited is registered as an investment adviser under the Investment Advisers Act 
of 1940. www.newtoncapitalmanagement.com 
In the UK, this document is issued by Newton Investment Management Limited, The Bank of New York Mellon Centre, 160 
Queen Victoria Street, London EC4V 4LA. Registered in England No. 1371973. Newton Investment Management is authorized 
and regulated by the Financial Services Authority. www.newton.co.uk 
In Jersey, this document is issued by Newton International Investment Management Limited and Newton and Newton Fund 
Managers (C.I.) Limited both of Liberte House, 19-23 La Motte Street, St. Helier, Jersey, C.I., JE2 4SY. Both companies are 
regulated by the Jersey Financial Services Commission.  
Past performance is not a guide to future returns. The value of investments and the income from them can fall as well as rise 
and investors may not get back the original amount invested. Actual returns will be reduced by investment advisory fees and 
other expenses that may be incurred in the management of the account. The value of overseas securities will be influenced 
by fluctuations in exchange rates. If part of the portfolio is invested in sub-investment grade bonds, which typically have a 
low credit rating and carry a high degree of default risk, then please be aware that this can affect the capital value of your 
investment. If the portfolio has exposure to hedge funds, gold, private equity and property via publicly quoted transferable 
securities, then there are additional risks associated with these sectors. The information contained within this document 
should not be construed as a recommendation to buy or sell a security, or as investment advice. It should not be assumed 
that a security has been—or will be—profitable. There is no assurance that a security will remain in the portfolio. Newton’s 
process is driven by bottom-up stock-picking and this may from time to time engender considerable relative differences to 
the benchmark.  
Important Information for past recommendations. The portfolio data included herein, should not be relied upon as a complete 
listing of the strategy’s holdings (or of a representative strategy's top and bottom holdings) as information on particular 
holdings may be withheld if it is in the strategy’s best interest to do so. The securities discussed do not represent an 
account’s entire portfolio and in the aggregate may represent only a small percentage of an account’s portfolio holdings. 
Characteristics, portfolio holdings and sector weightings are subject to change without notice and may not represent current 
or future portfolio composition. Individual client accounts may differ from characteristics shown. The sector weights and 
holdings of any particular account may vary based on any particular investment restrictions applicable to the account. The 
portfolio date is ‘as of’ the date indicated. Stock position information refers to the representative strategy and not the 
composition of the comparative benchmark. This information is for illustrative purposes only and is subject to change at any 
time. In accordance with Rule 206(4)-1 under the Investment Advisers Act of 1940, upon request, we will furnish you with a 
list of all recommendations made by Newton within the immediately preceding twelve months. 
The forecasts contained herein are for illustrative purposes only and are not to be relied upon as advice or interpreted as a 
recommendation. In addition, the forecasts are based on external sources and assumptions about circumstances and events 
that may not yet have taken place and may never do so.  
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