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Portfolio Objectives: To maximise risk adjusted returns through a diversified portfolio across global equities, 
bonds, commodities and alternative strategies.  
 
Strategy: We adjust asset class exposure tactically and strategically to align with market cycles.  

Performance: The Somerston Multi Asset Fund (US0 class) rose by +0.5% in the month and rose by +2.2% over 
the last three months.  Our composite reference index rose by +2.0% in the month and rose by +2.0% over the 
last three months.

 

 

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Year
2017 0.9 2.7 -0.9 0.6 0.6 -0.5 0.6 -1.2 1.9 4.5
2018 4.8 -3.7 -1.0 -1.0 0.8 -0.2 0.9 0.3 0.0 -2.3 1.8 -0.4 -0.2
2019 1.1 -0.6 2.8 1.3 -1.8 5.6 0.7 0.6 -0.6 2.1 2.8 3.3 18.5
2020 -0.3 -5.9 -8.5 6.9 2.4 1.8 7.4 3.1 -2.2 -1.0 5.2 5.2 13.6
2021 -0.3 0.8 -0.1 2.3 2.5 -0.2 2.2 0.5 -5.1 5.2 -1.7 3.2 9.3
2022 -5.9 -1.1 2.6 -3.5 -1.4 -4.1 4.3 -3.8 -4.9 1.3 3.7 -1.5 -14.0
2023 2.5 -4.0 2.9 1.1 -1.3 2.0 2.5 -1.2 -2.5 -0.6 6.3 4.7 12.6
2024 0.0 1.2 3.2 -1.9 3.7 0.5 6.7
Total return since inception 58.4%

Performance (%) US0 Class

Name % Fund
LVMH 4.0%
Mastercard Inc 3.1%
Alphabet Inc 2.9%
Assa Abloy AB-B 2.5%
Meta Platforms Inc 2.2%
Microsoft Corp 2.0%
Reckitt Benckiser Group PLC 1.8%
Diageo PLC 1.8%
Intuit Inc 1.6%
Nvidia Corp 1.6%
Total for Top Ten 23.5%

USD 88.5%
GBP 5.9%
SEK 2.5%
EUR 1.6%
CHF 1.6%
Total 100.0%

Top Ten Equity Holdings

Currency Allocation

SOMERSTON MULTI ASSET FUND  

Long Short Net
Core Equity 40.6% 0.0% 40.6% 
Defensive Equities 3.4% 3.4% 
Equity Long Short 14.0% -13.9% 0.1% 
Equities 58.1% -13.9% 44.2% 

Corporate Bonds 4.6% 0.0% 4.6% 
US Govt Ultra Long Bond 0.0% -3.0% -3.0% 
US Govt 2 yr. Bond 23.7% 0.0% 23.7% 
US Govt TIPS 16.2% 0.0% 16.2% 
Bonds 44.5% -3.0% 41.5% 

Gold Bullion Derivatives 5.7% 0.0% 5.7% 
Commodities 5.7% 0.0% 5.7% 

Volatility and CTA 13.9% 0.0% 13.9% 

Total All Assets 122.2% -16.9% 105.3% 

Asset Allocation



 

 

Evolution of Asset Allocation for Somerston Multi Asset Fund 

 

Performance of US0 Class since inception 

 

Performance 

• The Fund appreciated +2.2% over Q2. 
• Core Equites contributed +0.8% however our underweight equity allocation detracted from relative 

performance.  
• Macro Equity positions added +0.5%. 
• Commodities and precious metals added +1.2% to performance. 
• The bond strategy added +0.2% to performance and volatility detracted -0.3%.  



 

 

Commentary 

Strategy has turned decisively cautious in recent weeks. A trinity of metrics has now aligned, namely: 1) high 
valuations; 2) deteriorating economic data releases and 3) complacent market conditions. 

 

High Valuations 

We do not subscribe to the “US is expensive UK is cheap” narrative.  Each company needs to be valued based 
on its own merits. Highly profitable companies with decent long-term growth potential should have high price 
to earnings multiples. Companies which can barely turn a profit and have few growth opportunities will have 
low price to earnings multiples.  Unfortunately, many of the UK and European public companies are home to 
the latter type of company and the US is home to more of the former. It is nonsensical to look at price earnings 
multiples of technology companies and compare with banks and say one is more expensive than the other 
based on a PE of 30 vs 10. Valuing the free cash flow over time and ascribing a discount for the uncertainty is 
what investors need to do. The flip side of this is to work out what level of growth and profitability is ‘baked 
into’ prices today. For Nvidia for instance, in our estimation, Nvidia would need to grow at an annualised rate 
of 20% with only marginal erosion in its profit margins for at least 20 years to justify its price today.  This is not 
impossible, but it is a high bar with very little room for disappointment.  

Chart 1 below shows various metrics of the US technology sector over the last 20 years. The top clip shows that 
prices are 37.5% above its long-term price trend; the second clip shows the multiple of price to forward 
earnings estimate for the next 12 months is 28.5 times; and the bottom clip shows analysts expect 14% sales 
growth from the sector in the next 12 months. Said differently, 1) analysts are optimistic about revenue growth 
and 2) investors are optimistic that analysts’ optimism will be exceeded.  This is not impossible, but should 
analysts be wrong, investors have no margin of safety. 

Chart 2 below compares Equities with Government bonds.  The blue line is a valuation proxy for the relative 
value for bonds over equities by comparing bond yields with dividend yields. While there are valid criticisms of 
this approach based on companies’ general preference for buying back their own stock versus paying a 
dividend, the indicator has a very good track record. 

Finally, Chart 3 is taken from Professor Shiller’s website, author of the book, Irrational Exuberance, written in 
1999.  Using a formulaic approach, Shiller extrapolates the excess return from equities versus bonds over the 
next ten years. 

Whichever way you cut it; equities look richly valued. They can get more richly valued in the short term, but 
prospective returns look unappealing. 

Stocks will not enter a bear market based solely on their valuation. Macroeconomic and market deterioration 
needs to accompany high valuations for a bear market to get going. It is the latter dynamics that have 
concerned us in recent weeks.  

 

 



 

 

Chart 1 – The S&P Technology Sector is 37.5% above trend; causing the forward 12-month Price to earnings 
ratio to rise to 28.5x; and this is based on analysts’ expectation of 14% sales growth. 

 

 

 

 

 

 

 

 



 

 

Chart 2 – the blue line shows the relative valuation advantages of Government bonds over equities.  The red 
line is the relative performance of stocks versus bonds. 

 

Chart 3 – Professor Shiller’s extrapolation for the relative performance of government bonds vs equities over 
the next 10 years. 

 

 

-15.0%

-10.0%

-5.0%

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

1881 1891 1901 1911 1921 1931 1941 1951 1961 1971 1981 1991 2001 2011 2021

Excess CAPE Yield (ECY) and Subsequent 10 Year Annualized Excess Returns

Excess CAPE Yield Subsequent 10 Year Annualized Excess Returns

1.2%

200

1982

194

193

192



 

 

The Macro 

Citigroup publish a very useful data series which simply calculates the number of economic data releases that 
beat estimates when released, less those that are falling below estimates. Presently, in almost all regions, 
economic data releases are not positively surprising.  

Chart 4 -Bloomberg Economic Surprise index (blue) vs S&P forward P/E (white). 

 
 

The most crucial of all data releases is the level of employment. Since the COVID lockdowns, there has 
seemingly been a significant shortage of labor and therefore, the unemployment rate has been low. We have 
been pointing at the early telltale signs that this trend was mature.  The number of temporary jobs continues 
to fall as are overtime hours. More recently, US unemployment rate has risen from secular low of 3.4% in 2021 
to 4.1%. At what point this becomes troublesome and draws the attention of investors and policy makers is 
unclear.  Yet, the recent surveys of purchasing managers indicate that new order flow, for both the service 
economy and manufacturing, is not as good as last year and typically, companies will adjust employment levels 
according to the pipeline of new business. 

This employment ‘softness’ is permeating retail sales. If we adjust retail sales growth for inflation (thereby 
measuring volumes rather than prices), retail sales have been contracting in recent months. 

Yet residential construction employment, which is so often the ‘canary’ of the economy, remains respectable. 

At best, we would describe the US economy as moderating.  

Below is a snippet of an email we received about China from Goldman Sachs today: 

• While we have known for some time now that the consumption backdrop in China is weak, recent 
data points suggest this is getting worse and that this will be a source of downgrades in Q2. 

• On the micro side, three MNCs have lowered outlooks this week, citing China as a driver: 1) L’Oreal 
lowered its 2025 global beauty market growth forecast (from 5% to 4.5-5%) due to China; 2) Nike cut 
FY25 guidance last night citing a subdued macro outlook especially in China (along with the product 



 

 

transition); 3) General Mills missed on fiscal Q4 saying that in China they saw “a real souring and 
downturn in consumer sentiment”. Meanwhile, local companies at this week’s store tour have talked 
to sequential softness QTD, baiju companies have been scrambling to stabilise prices and Topsports 
missed. 

• This comes alongside all the high frequency data that we track for China which is deteriorating: 
1) restaurant SSS have slowed, 2) air fares and hotel RevPar are now in decline YoY, 3) Hainan DFS 
sales are getting worse with May -38% YoY (and airports at our recent China conference said they 
expect this to continue). As a reminder, Louise’s macro tracker shows a meaningful deterioration in 
China lead indicators e.g. handbag & jewellery imports (-20-30% vs -9% in Q1) which follows many 
Luxury companies (including the typically more defensive brands) talking people down on China. 

Activity is clearly moderating/slowing in the two largest economies of the world. 

 

Market Structure 

We monitor all aspects of the markets to watch for inconsistencies and opportunities.  We find that option 
markets, credit, Emerging fx, commodity markets etc can hold distinct clues for the major developed markets 
we spend our time investing in. 

These ‘other markets’ are in chorus and their message is getting harder to ignore. This work suggests we are 
creeping into a riskier environment. Meanwhile many developed market equity markets are close to all-time 
highs. 

We developed the chart below to illustrate the point.  The blue line shows how divergent the US equity market 
index (S&P 500) is from these other markets. While volatile, when the blue line is as depressed as it presently 
is, the S&P has ordinarily pulled back. 

Presently, we have this signal in the context of markets that are overvalued and an economy that moderating 
(at best). 

The portfolio 

We have reduced equities to 44% but crucially much of the portfolio is invested in ‘defensive’ equities.  These 
are equities that are relatively less sensitive to economic gyrations, and/or they have a record of paying 
growing dividend streams and/or they have minimal volatility compared to their peers.  Not only do these 
companies have a history of outperforming in equity bear markets, but they are also presently far more 
attractively valued and are generally under owned by investors. 

 

 

 

 

 

 

https://engage.mail.marquee.gs.com/CL0/https:%2F%2Fpublishing.gs.com%2FtrustedLink%3Fopentoken=T1RLAQLA1RM3LCedfisFf1KyMuJUpC0zphDUlPP9Fhfv2AOAmRGb-8kQAADAsfPbjbLdoAOso3zYSPIes4laXeIfQkW5w2DkkbsttOyZD78HYuUps0umruxE8wZTlO4FtBgYz8XY3wL2nTagg2saqm8Rhnhh5LeSa6swopIh2whsWmON0ltx6ZLVWGcBADvRwtaMKzlEoK737_TJhQdxXdF_qBo_Tq8LjFs-IGk1xmhBioyOQa6B94p8bvL2EmN_X9vSHez6-PaSDqoXUnG7kmY6MmluiMojta4OT06Q5tnQCMnYwCbAus5JwbXd%26id=01c6a74c-6910-4eb4-90dd-2048344cb067%26utm_medium=pa/1/010001905e5840b6-38086515-5298-4b45-ab64-a57f4040c88a-000000/oCeuLhb-S4bgbSdEXq7Cyy8M-b3Y0e_su2VnvXP9QDU=359
https://engage.mail.marquee.gs.com/CL0/https:%2F%2Fpublishing.gs.com%2FtrustedLink%3Fopentoken=T1RLAQIGqpZxipQmevqQ8i-TIHUjyamqNBDsBIEngzcJXI0_Obo-c0jqAADA2PmMSODceXMB5SU155XjzgV67l0fZQOD4zWYNaesfHjzlBjgEdQ0ifcuBMHwqThLoas0jSJP4saF_YyqcmUIJQvzViqqFKwpuHKJWg22rF2_fhHxgKfdlTyDYPnxs5yqHbhA8kBFYezzoJc7qbw0qp3zhv1bqGYyrntzJ52R_yLWy19M03aIsOlnfasG5yy7khf4Sj7kazDM-1E2CJp7Nz5FWKfZrqnQnF6jbOAnkA5ZP4_pJMporVcMD5qPIl1j%26id=37de572b-059d-4050-ad7e-b8009d38b5ad%26utm_medium=pa/1/010001905e5840b6-38086515-5298-4b45-ab64-a57f4040c88a-000000/Vj0RAdc-nHfW6P5wMMRN77n8IFpZ3Qf5wk2VyUmx_gI=359
https://engage.mail.marquee.gs.com/CL0/https:%2F%2Fpublishing.gs.com%2FtrustedLink%3Fopentoken=T1RLAQJZT05BOKNmCjAZ873p2N-u4Fa9dRBOuLQUfxfzNcjA0FPqTcdaAADQ0sD6d3Mmq4DOEXQGhbt8l5wzuWiXOvW_GQoqMPQHcgTvBxKTT_Sqijziln1kItlQ3sGXVLbWjaZj9CrmTTYq0ZLBohvWkpVaTl1kPc6KrsEisiq9bHJIKkB1wwIrEch7OuJ49huxKbCFSJ7vNPHP42IEPQ43D9tq0ycU9D-59oAdnyHsFlZcD5QyvqV-xE7PfijcJMPaFDpGMu2uWBlPMvY79EO7yq9QIoGOkugEOmD6akE4Vd008DPExaaqmNOxw2Jyl0y4F2uOuX1meMrwDg**%26id=51673e05-309e-46a6-9397-8b67062fb394%26utm_medium=pa/1/010001905e5840b6-38086515-5298-4b45-ab64-a57f4040c88a-000000/8MR4DhXHSQ33cpxTlp6TfCLA5NjftSIROLQafD1NTPM=359
https://engage.mail.marquee.gs.com/CL0/https:%2F%2Fpublishing.gs.com%2FtrustedLink%3Fopentoken=T1RLAQJj32RBYL5ho0Svqi2rxYoXTnocXBCX8_FxJPAgt_WREhVezLuzAADAx4DbmprfOOq0Sipbf9LEny8K0obMxJDABxt8b_lKmymQHZaWa9XqxjtqMkVisHgSO5ottBCbsnRcGjpwI_u5GeV6coWg417lXTB_YTCUYRBap3swSzTfqy_eutDR29jZg4WLvjfbDrxTlpWYFCsInFD2qr4UJgdO-jT5x-ojpwQclJBLeOhVY5Z-7KHdIybsmf8eqCppjkXy8rv5KiM8tgMR-qT3Gn5SfvRs3WEuwmsxoKogaKermlBHAF1QakE4%26id=e153db2a-2195-40ad-91be-ae68d669bb23%26utm_medium=pa/1/010001905e5840b6-38086515-5298-4b45-ab64-a57f4040c88a-000000/4tHi93Peq7TrPT3hs0Ge4iEybGJn8U_1siQ3VaoYLVY=359


 

 

Chart 5 – The divergent indicator (blue) measures the difference between the equity market and similar ‘risk 
on’ markets. It is very divergent! 

 

 

 

Chart 6 – Defensive equities are both cheap and are under owned. 

 

 

Within bonds, you will notice that we have increased our allocation to two-year government bonds.  There is 
little exposure to corporate credit. The US two-year bond yields 4.7% and the 30-year yields 4.4%.  Lower yields 
on longer duration fixed income assets is a nonsense that will either be resolved by two-year yields moving 
lower and/or 30-year yields moving higher. Either way, if the equity markets move lower, rate cuts will again 
become topical and two- year bonds will offer an attractive if unspectacular total return. 
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We are also invested in 5-year US Inflation protected bonds. These offer some of the best prospective returns 
in the past 20 years and if there is an oil spike caused by further middle east conflict, the inflation component 
of these bonds will be extremely valuable. 

Chart 7 – US 5 year inflation linked bond valuation indicator. Buy above upper threshold. 

 

 

5.7% of the portfolio is exposed to Gold. Over the last 25 years, (since Gordon Brown sold the UK’s gold pile at 
an average price of $275/oz), gold has delivered a total annualised return of 9.0%, outperforming even the best 
performing regional equity market, with the S&P returning an annualised 7.7% and government bonds that 
have delivered a 3.4% rate of return. Yet, despite this stellar performance, gold’s rate of return has largely only 
matched the rise in Global Money Supply (measured as M2 in USD in Europe, China, USA, Japan, South Korea, 
Canada, Taiwan, Brazil, Switzerland, Australia, Mexico, and UK). As Government debts rise, and public debt 
issuance swells, it is unsurprising to us, that international reserve managers are once again increasing gold 
bullion in preference to government debt (Chart 8). 

Global debt, excluding contingent liabilities like pensions and future healthcare costs, amounts to 
approximately $300 trillion. In contrast, global public equity is valued at about $100 trillion, whereas gold's 
market cap is around $16 trillion, or one-twentieth of the global debt value. 
 
In recent years gold has been performing significantly better than the total return from government debt. This 
trend is closely linked to worsening government fiscal budgets. The dotted line in Chart 9 is the relative 
performance of Gold versus 20 + year US government debt. The blue line is the US fiscal deficit as a percentage 



 

 

of nominal GDP.   However the political land settles at the end of the year, neither party of the US Government 
has any plans to address the fiscal deficit and consequently, we expect gold’s outperformance of US 
government debt to be underpinned.  

Chart 8 -Gold is once again regaining its share of Global International Reserves 

 

Chart 9 – Gold performance relative to long dated US governement treasuries is influenced by the extent of 
the fiscal deficit 

 



 

 

We maintain our exposure to strategies that are directly linked to an increase in volatility. The fund allocates to 
large, experienced managers with a long track record in this area.   The Fund will not always have such a large 
allocation to this sleeve of the strategy, but presently, as chart 10 illustrates, volatility for many financial assets 
is towards their lower bound for the past 20 years. Moreover, volatility is generally a product of market 
illiquidity and there are several measures which show liquidity is nowhere near as plentiful as it once was. It is 
also worth noting, that the launch of Zero days to expiration options (‘0TE’) has led to a massive increase in 
speculation in option markets. This has caused certain distortions which the managers are taking advantage of. 
Participants in this new product are generally sellers, causing a general cheapening in option prices across the 
spectrum. 

Chart 9 – A representation of equity volatility. The implied volatility of the 10% out of the money 12 month 
put on the S&P 500 Index. 

 

 

 

This is the fund is most defensive position since 2018. Like then, our best endeavours to preserve capital may 
be undone by Central Bank Liquidity injections which sent markets higher in 2019. But the credibility of these 
institutions is increasingly in focus.  The market’s reaction to the most recent political movements in Europe is 
telling. Bond and Currency traders will not tolerate proliferation and radical policies that cannot be paid for. 



 

 

Arguably, China is doing the right thing by letting bankruptcies occur thereby causing a repricing of the 
excesses that built up.  They are not throwing money at every problem to paper over the cracks. They are 
taking some hard medicine and allowing a structural change of their economy. 

Let’s see. 

We invite you to read our latest Core Equity Letter and Technology Letter. 

Kindest regards, 

Nick 

  

https://www.somerston-am.com/wp-content/uploads/2024/07/2024-06-Somerston-Core-Equity-Q2-2024-Letter-US1.pdf
https://www.somerston-am.com/wp-content/uploads/2024/07/2024-06-Somerston-Technology-Fund-Q2-2024-Letter-US-Class.pdf


 

 

 

 
DISCLAIMER 

Any information in this Document may not be suitable for all investors. Investors must make their own investment 
decisions using their own independent advisors and reviewing relevant offering material (including the Final Offering 
Document). Any investment decisions must be based upon an investor’s specific financial situation and investment 
objectives and should be based solely on the information in the relevant offering material. 

The Fund's manager, Somerston Asset Management Limited (the "Manager") believes the information contained in 
this Document to be reliable but does not warrant its accuracy or completeness. The information contained herein is 
preliminary in nature and is not and does not purport to be complete.  Any estimates contained herein may be 
subject to change without notice. No guarantee or representation is made that the investment program set out in this 
Document, including, without limitation, any investment objectives, diversification strategies, or risk monitoring 
goals, will be successful, and investment results may vary substantially over time. Investment losses may occur from 
time to time. Nothing herein is intended to imply that the Manager’s investment methodology may be considered 
“conservative”, “safe”, “risk free” or “risk averse”. 

No person, including (without limitation) any of the members, shareholders, directors, officers, partners, employees 
or advisers of the Manager or its associates, accepts any liability whatsoever (whether direct, indirect, incidental, 
special, consequential, punitive or otherwise) for any loss arising from any use of the information, opinions or other 
statements contained herein or otherwise arising in connection therewith (including in the case of negligence, but 
excluding any liability for fraud) and, accordingly, liability is disclaimed by all such persons to the maximum extent 
permitted by applicable law or regulation. 

 
NO INVESTMENT ADVICE 

The information contained herein does not constitute advice and should not be relied upon for any purpose. No 
approvals have been given by the Jersey Financial Services Commission in respect of the contents of this Document or 
the circulation of any offering document in relation thereto. 

The information contained herein is not intended to influence you in making any investment decisions and should not 
be considered as advice or a recommendation to invest.  This Document is for information only and provision of this 
Document does not in itself constitute any kind of service provided by the Manager. Furthermore, this Document 
does not purport to describe all of the risks associated with investment or the other matters described herein. Income 
from or the price or value of any financial instruments may rise or fall. 

Somerston Asset Management Limited is regulated by the Jersey Financial Services Commission. 

The Somerston Multi Asset Fund is regulated by the Jersey Financial Services Commission. 

 
WARNING 

Past performance is not indicative or a guarantee of future results. No assurance can be made that profits will be 
achieved or that substantial losses will not be incurred 
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