
Siddarth Chand Lall, Manager 
of the Marlborough Multi Cap 
Income Fund, explains that while 
this year has started on a positive 
note for UK equities, Brexit 
uncertainty means interesting 
opportunities are still to be found, 
particularly among undervalued 
UK small and mid-cap stocks. 

The fund has made a strong 
start to 2019, what has driven 
that?

“The year started well for us, 
with the fund up 10.54%* in the 
first two months. This shows just 
how oversold the market was 
in the final quarter of last year, 
although we did outperform as 
well. I think there was an element 
of panic selling and UK small and 
mid-caps were hit particularly 
hard with stocks de-rating 
significantly in anticipation of a 
raft of profit warnings that didn’t 
always materialise. 

“So, this year we’ve seen a 
recovery in certain stocks, which 
has benefited the fund. Where 
stocks have rebounded it has 
almost always been led by good 
earnings reports and business 

performance. There is also an 
element of relief when companies 
don’t downgrade earnings.

“What’s been interesting is that 
many of the stocks that have 
been our strongest performers 
so far this year have been 
UK-headquartered small cap 
companies focused primarily 
on the domestic market. 
These include Churchill China, 
Macfarlane, Solid State, Softcat 
and Dairy Crest, which has also 
recently been the subject of a 
takeover bid from Canadian rivals 
Saputo. The doom and gloom 
we read about in the financial 
press just doesn’t seem to have 
affected these companies.

“We have a well-balanced 
portfolio, with c. 58% of the 
revenues of our underlying 
holdings coming from the UK 
and the remaining 42% generated 
overseas. That may be surprising 
to some who still think that UK 
small and mid-caps are almost 
exclusively focused on domestic 
markets. Such diversification 
provides a number of benefits, 
including a degree of protection 
in the event of currency volatility.”  

*P class, accumulation shares, 
01/01/19 to 02/03/19. Morningstar 
data, bid to bid, net income 
reinvested. Net of fees.

With financial and mining 
companies playing such a big 
role in the record dividends 
paid by UK companies in 2018*, 
were you tempted to alter your 
investment process and increase 
exposure to them? 

“We want to avoid the blanket 
approach of buying into cyclical 
sectors. We’re bottom-up stock-
pickers and we have a proven 
investment process. While we 
do hold financial companies 
and miners, that’s as a result 
of our filtering for individual 
companies paying attractive and 
sustainable dividends. That may 
or may not include large cap 
miners. On the financials side, 
we have companies like Phoenix 
Group, which has a good record 
of progressive dividends, and 
Intermediate Capital, which is 
a top ten holding with a good 
steady income story. On the 
mining side, we have stocks like 
Central Asia Metals and Anglo 
Pacific, which, as a royalties 
business, tends to pay out a 
high proportion of its earnings in 
dividends. 

“All these companies have earned 
their place in the portfolio on 
their individual merits. We look for 
companies with strong earnings 
that will allow them to sustain 
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“The UK small and mid-cap space 
is undervalued, but we’ve also seen 
opportunities among large caps.”

Siddarth Chand Lall 



and grow their dividends across 
a cycle. We strive to achieve 
dividend growth for our investors 
every year.

“Dividends can be a powerful 
driver of your total return, 
particularly when you take 
into account the power of 
compounding when income 
is reinvested. If you can, for 
example, generate a total return 
averaging around 9% per year 
(with roughly half of that coming 
from dividends) then over eight 
years you should approximately 
double your investment. In our 
case, we launched the fund in 
July 2011 with the shares priced at 
£1 and nearly eight years later the 
accumulation shares are over £2, 
so the proof is in the pudding.”

*Source: Link Asset Services UK 
Dividend Monitor Q4 2018

What changes have you been 
making to the portfolio?

“We’ve added to our position in 
Zegona Communications. It’s 
listed in the UK, but is essentially 
a shell with a 14.9% stake in 
Spanish telecoms provider 
Euskatel. For us, it’s another way 
to get into the Euskatel stock but 
at a 20% discount. 

“The key point is that Zegona’s 
management team have valuable 
experience and expertise they can 
share with Euskatel to help them 
grow market share and profits. 
The reaction from Euskatel has 
been encouraging too, they seem 
to welcome Zegona’s support.

“As well as the discount to the 
Euskatel share price, we like the 
dividend yield, which is currently 
3.7%*.

“We’ve also increased our holding 
in P2P Global Investments. This 

is an investment trust which, 
despite the name, is moving away 
from peer-to-peer lending and 
becoming more of a specialist 
lender.

“The management of the trust 
has, after a merger, been taken 
over by Pollen Street Capital, 
which has a successful track 
record running a similar trust. 
The new team has changed the 
mix of loans and is running off 
the legacy loans at a rate of 
approximately 5% per quarter, so 
in around a year’s time very little 
should be left and the portfolio 
will be of a significantly higher 
quality.

“The share price is on a discount 
of around 15% to net asset value 
and the stock has a healthy yield 
of 5.9%*.

“Another stock we’ve added to 
is Manx Telecom. They’re the 
largest telecoms provider on the 
Isle of Man, which is the steady 
core business and effectively a 
cash cow, and the stock pays 
an attractive yield of 6.6%*. On 
top of that though you also 
have new technology they’ve 
developed called Audacious, 
which is installed via a SIM card, 
and significantly improves sound 
quality on a mobile phone. 
It could provide significant 
benefits for people with hearing 
impairments and perhaps phone 
users more generally. They’re 
partnering with EE and this 
could provide a lucrative new 
revenue stream for the business. 
At the time of writing, Manx 
Telecom has just received a bid 
approach. Investment firm Basalt 
Infrastructure Partners has made 
a cash offer of 215p per share, 
which represents a premium 
to our purchase price, and the 
Board have recommended 
unanimously that shareholders 

vote in favour.”

How would you summarise the 
overall investment outlook?

“There are a number of issues at 
a global macroeconomic level 
that have been making investors 
nervous. Slowing growth in China 
and India, for example, have 
been causing concern. Beijing 
is though rolling out a range of 
stimulus measures and India is 
taking action too, with financial 
support for struggling farmers 
and tax breaks aimed at the 
middle classes. 

“US-China trade tensions have 
been another cause of anxiety, 
but there are signs of progress 
on that front too, with reports 
of positive developments in 
negotiations between Washington 
and Beijing.

“Looking at the UK specifically, 
there’s no doubt that the 
uncertainty around Brexit has 
been affecting sentiment towards 
equities listed here, and the 
market has been at a significant 
discount both to historic averages 
and to comparable developed 
markets.

“Once we have more clarity 
about the UK’s relationship with 
the EU though, that will mean 
the market will be able to reset, 
in effect, by pricing the new 
scenario into share prices. Then 
we can return to a more normal 
pattern of everyday business, 
where the market is responding 
properly to good news (instead 
of no news) announced by 
companies.

“As things stand, the Bank of 
England has revised down its 
2019 growth forecast for the UK 
to 1.2%. That’s still economic 
growth though, despite the 
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uncertainty, and who’s to say that 
it won’t be revised up again in six 
months or a year’s time if we get 
a positive Brexit outcome?

“In the meantime, foreign 
investors have cut their allocations 
to UK equities and there’s a lot 
of domestic money sitting on the 
sidelines. 

“As I said before, the UK 
small and mid-cap space is 
undervalued, but we’ve also 
seen opportunities among large 
caps and added to some of 
our holdings at that end of the 
spectrum.

“I am relatively sanguine about 
seeing another Brexit-related 
correction. To me, it would be one 
of the best opportunities to buy 
into the market if one is investing 

for a genuinely medium to long-
term horizon.” 

Siddarth Chand Lall
13/03/2019

Risk Warnings
Capital is at risk. The fund holds some or all of the stocks mentioned in this article. The value and 
income from investments can go down as well as up and are not guaranteed. An investor may get 
back significantly less than they invest. Past performance is not a reliable indicator of current or future 
performance and should not be the sole factor considered when selecting funds. Our funds invest for the 
long-term and may not be appropriate for investors who plan to take money out within five years. Tax 
treatment depends on individual circumstances and may change in the future. The fund will be exposed 
to stock markets. Stock Market prices can move irrationally and be affected unpredictably by diverse factors, 
including political and economic events. The fund invests in the shares of smaller companies which are 
generally more volatile over shorter time periods. The fund invests mainly in the UK therefore investments 
will be vulnerable to sentiment in that market which may strongly affect the value of the fund. In certain 
market conditions some assets in the fund may be less liquid and therefore more difficult to sell at their 
true value or in a timely manner. All or part of the fees and expenses may be charged to the capital of the 
fund rather than being deducted from income. Future capital growth may be constrained as a result of this.        
*Yields quoted are as at 01/03/19, subject to change and not guaranteed.

Regulatory Information
This material is for distribution to professional clients only and should not be distributed to or relied upon by 
any other persons. It’s provided for general information purposes only and is not personal advice to anyone to 
invest in any fund or product. The Key Investor Information Documents and the Prospectuses for all funds are 
available, in English, free of charge and can be obtained directly using the contact details in this document. 
They can also be downloaded from www.marlboroughfunds.com. An investor must always read these before 
investing. Information taken from trade and other sources is believed to be reliable, although we don’t 
represent this as accurate or complete and it shouldn’t be relied upon as such. Calls may be recorded for 
training and monitoring purposes. Issued by Marlborough Fund Managers Ltd, authorised and regulated by 
the Financial Conduct Authority (reference number 141660). Registered office: Marlborough House, 59 Chorley 
New Road, Bolton, BL1 4QP. Registered in England No. 02061177. 


