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UK Multi-Cap strategy 
Valuations fell due to stock market 
sell off, yet earnings growth remain 
unchanged 

• Companies we own have reported good earnings 
• We are hearing of improving supply chain conditions from companies 
• The strategy added to its positions in Future and Revolution Beauty 
 
Chris St John 
Portfolio Manager, UK Multi-Cap Strategy 
 

What’s happening? 

2022 started with a ferocious style rotation as ‘growth companies’ fell indiscriminately as a result of Central Banks changing 
their rhetoric on inflation from temporary to more entrenched. Expectations of interest rates rises resulted in 10 year 
Treasury yields rising from circa 0.5% at the low (August 2020) to 1.8% at the end of January 2022. This has led to investors 
purchasing ‘old economy’ companies in sectors that have historically provided inflation hedging such as Oil & Gas and 
Banks and ‘long duration’ assets such as Software and Clean Technology companies have been sold. 

Inflation at its simplest level is generated by an imbalance of supply and demand. Covid has provided a myriad of micro 
economic events that have culminated in market distortions, leading to unpredictable supply of many goods and services. 
Demand on the other hand has bounced back dramatically in many areas, resulting in demand outstripping supply. It is 
logical to assume that over time, supply issues will ease. It is also possible that a slowing economy or inflation induced 
demand destruction will contribute to balanced supply and demand, thereby reducing inflationary pressures. 

It is also worth noting that US Treasuries are not forecast to rise above circa 2.5%. This remains at the low end of the range 
over the last 10 years, a time in which ‘growth’ stocks have performed well. It is also worth noting that far from steepening 
(at the time of writing) the yield curve has flattened, perhaps telling us something opposite to what the ‘value’ rotation is 
making us believe. Rates are moving higher because central banks are increasing rate expectations in an attempt to control 
inflation rather than as a result of rampant economic growth.  

When speaking to companies, we are certainly hearing of improving supply chain conditions. Wage inflation and second 
order effects may persist for longer and these effects will need to be monitored. However, the implications of a flattening 
yield curve and easing supply constraints may result in stock market participants moving away from focusing on cyclical, 
‘value’ stocks to those that can grow their earnings over the long term. 

When we look at businesses, we are interested in the ability of a company to give shareholders exposure to the power of 
compounding profitability and cash flows, where company management have proven competence and the balance sheet 
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is sufficiently strong to support growth. The companies we own who have reported in January, Dunelm, Experian, Spirent 
and Darktrace have all reported such characteristics but are between 3% and 16%1 below the level they traded at on 31st 
December 2021. We remain alert to these sort of price moves and have been taking advantage. Many ‘growth’ companies 
have compressed from a multiple perspective but their prospects continue to improve. In today’s market environment, 
that is easy to dismiss but we firmly believe that opportunities are compelling and can provide strong returns over the 
longer term, even if short-term returns are volatile.  

The stock market dynamics of 2022, although only a few weeks old, have had profound short term impact on the valuation 
ascribed to growth stocks. Given that the FTSE 100 is more exposed to value stocks than the FTSE 250 or FTSE Small Cap, 
the disparity of performance can be seen when the UK Indices are compared. The FTSE All Share (-0.3%1), FTSE 100 
(+1.1%1), & FTSE 250 (ex-Investment Companies, -6.4%1) and the FTSE Small Cap (ex-Investment companies, -3.4%1). 

Portfolio positioning and performance  

We continue to run diversified portfolios of 60-80 holdings and focus on those companies that are increasing their 
economic output via increasing revenue and profitability. As a consequence of this, the strategy tends to exhibit earnings 
growth in excess of the comparative benchmark. Whilst valuation is not the principal driver of an investment decision, it 
is important and will govern the ultimate return that you make. We do not ignore valuation and remain GARP (Growth At 
a Reasonable Price) investors in our outlook and mentality. Given this style bias, the extreme movements in 2022 have 
impacted the strategy’s performance on an absolute and relative basis. Whilst this is disappointing, we remain committed 
to our investment philosophy and process and are becoming increasingly interested in the opportunities that this derating 
is affording us. Interestingly, on the whole our investments have performed well from a fundamental perspective, despite 
the headwinds that cost inflation is providing.  

The strategy added to its positions in Future and Revolution Beauty. The January stock market sell off this month has led 
to valuations falling, yet we feel the prospects for material earnings growth remain undiminished.  

We exited our position in Oxford Nanopore Technologies and reduced positions in Croda, Ashtead and Sage. 

Outlook 

As in January, market direction seems likely to be shaped by Covid and inflation. Inflation data seems likely to continue 
increasing in the first half of the year from already high levels and Central banks are likely to continue their hard line on it. 
However, striking the right balance between controlling inflation and not slowing the economy as it recovers will be hard 
to achieve, especially while governments withdraw their fiscal support. 
 
There are of course reasons to be optimistic about equities in 2022. Economists are forecasting that global real GDP growth 
will remain above trend. In addition, global inventory levels remain low and the process of rebuilding them will be a further 
tailwind through 2022. Earnings forecasts are modestly set and valuations are in many instances trading at multi year lows. 
 
We continue to focus on those businesses that we believe are best positioned to deal with business opportunities available 
today and deal with an ever-changing world. Change is inevitable, but not predictable, therefore businesses need to be 
both managerially and financially robust to deal with change – these are qualities we seek. 
 
No assurance can be given that the UK Multi-Cap Strategy will be successful. Investors can lose some or all of their capital 
invested. The UK Multi-Cap strategy is subject to risks including; Equity; Smaller companies risk; Liquidity risk; Investments in 
small and/or micro-capitalisation universe; Investments in specific countries or geographical zones. 

 
1 Source: Bloomberg 
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Not for Retail distribution: This document is intended exclusively for Professional, Institutional, Qualified or Wholesale Clients / Investors only, as defined by 
applicable local laws and regulation. Circulation must be restricted accordingly. 

Past performance is not a guide to current or future performance, and any performance or return data displayed does not take into account commissions and 
costs incurred when issuing or redeeming units. The value of investments, and the income from them, can fall as well as rise and investors may not get back 
the amount originally invested. Exchange-rate fluctuations may also affect the value of their investment.  Due to this and the initial charge that is usually 
made, an investment is not usually suitable as a short term holding. 
 
This document is for informational purposes only and does not constitute investment research or financial analysis relating to transactions in financial 
instruments as per MIF Directive (2014/65/EU), nor does it constitute on the part of AXA Investment Managers or its affiliated companies an offer to buy or 
sell any investments, products or services, and should not be considered as solicitation or investment, legal or tax advice, a recommendation for an investment 
strategy or a personalized recommendation to buy or sell securities. The strategies discussed in this document may not be available in your jurisdiction. 
 
Due to its simplification, this document is partial and opinions, estimates and forecasts herein are subjective and subject to change without notice. There is no 
guarantee forecasts made will come to pass. Data, figures, declarations, analysis, predictions and other information in this document is provided based on our 
state of knowledge at the time of creation of this document. Whilst every care is taken, no representation or warranty (including liability towards third 
parties), express or implied, is made as to the accuracy, reliability or completeness of the information contained herein. Reliance upon information in this 
material is at the sole discretion of the recipient. This material does not contain sufficient information to support an investment decision. 
 
Issued in the UK by AXA Investment Managers UK Limited, which is authorised and regulated by the Financial Conduct Authority in the UK. Registered in 
England and Wales No: 01431068. Registered Office: 22 Bishopsgate, London EC2N 4AJ. In other jurisdictions, this document is issued by AXA Investment 
Managers SA’s affiliates in those countries. 
 
In Hong Kong, this document is issued by AXA Investment Managers Asia Limited (SFC License No. AAP809), which is authorized and regulated by Securities 
and Futures Commission. This document is to be used only by persons defined as “professional investor” under Part 1 of Schedule 1 to the Securities and 
Futures Ordinance (SFO) and other regulations, rules, guidelines or circulars which reference “professional investor” as defined under Part 1 of Schedule 1 to 
the SFO. This document must not be relied upon by retail investors. Circulation must be restricted accordingly. 
 
In Singapore, this document is issued by AXA Investment Managers Asia (Singapore) Ltd. (Registration No. 199001714W) and is intended for the use of 
Institutional Investors only as defined in Section 4A of the Securities and Futures Act (Cap. 289) and must not be relied upon by retail investors. Circulation 
must be restricted accordingly 
 
For Japanese clients: AXA Investment Managers Japan Ltd., whose registered office and principal place of business is at NBF Platinum Tower 14F 1-17-3 
Shirokane, Minato-ku, Tokyo 108-0072, Japan, which is registered with the Financial Services Agency of Japan under the number KANTOZAIMUKYOKUCHO 
(KINSHO) 16, and is a member of Japan Securities Dealers Association, Type II Financial Instrument Firms Association, Investment Trust Association of Japan 
and Japan Investment Advisors Association to carry out the regulated activity of Financial Instrument Business under the Financial Instrument Exchange Law of 
Japan. In Japan, none of the funds mentioned in this document are registered under the Financial Instrument Exchange Law of Japan or Act on Investment 
Trusts and Investment Corporations. This document is purely for the information purpose for use by Qualified Institutional Investors defined by the Financial 
Instrument Exchange Law of Japan. 
 
In Taiwan, this document is issued by AXA Investment Managers Asia Limited (SFC License No. AAP809), which is authorized and regulated by Securities and 
Futures Commission. This document and the information contained herein are intended for the use of professional or institutional investors and should not be 
relied upon by retail investors. They have been prepared and issued for private informational and educational purposes only at the sole request of the 
specified recipients, and not intended for general circulation. They are strictly confidential, and must not be reproduced, circulated, distributed, redistributed 
or otherwise used, in whole or in part, in any way without the prior written consent of AXA IM Asia. They are not intended for distribution to any persons or in 
any jurisdictions for which it is prohibited. 
   
If any fund is highlighted in this communication (the “Fund”), its offering document or prospectus contains important information on selling restrictions and 
risk factors, you should read them carefully before entering into any transaction. It is your responsibility to be aware of and to observe all applicable laws and 
regulations of any relevant jurisdiction. AXA IM Asia does not intend to offer any Fund in any country where such offering is prohibited.   
  
The offer, distribution, sale or re-sale of fund units/shares in Taiwan requires approval from and/or registration with Taiwanese regulatory authorities. To the 
extent that any units/shares of the Funds are not so licensed or registered, such units/shares are made available in Taiwan on a private placement basis only to 
banks, bills houses, trust enterprises, financial holding companies and other qualified entities or institutions (collectively, “Qualified Institutions”) and other 
entities and individuals meeting specific criteria (“Other Qualified Investors”) pursuant to the private placement provisions of the Rules Governing Offshore 
Funds. No other offer or sale of such units/shares in Taiwan is permitted. Taiwanese purchasers of such units/shares may not sell or otherwise dispose of their 
holdings except by redemption, transfer to a Qualified Institution or Other Qualified Investor, transfer by operation of law or other means approved by the 
Taiwan Financial Supervisory Commission.   
 
For Malaysian investors: As the recognition by the Malaysian Securities Commission pursuant to Section 212 of the Malaysian Capital Markets and Services Act 
2007 has not been / will not be obtained nor will this document be lodged or registered with the Malaysian Securities Commission, the shares referred to 
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hereunder (if any) are not being and will not be deemed to be issued, made available, offered for subscription or purchase in Malaysia and neither this 
document nor any other document or other material in connection therewith should be distributed, caused to be distributed or circulated in Malaysia. 
 
For Thailand investors: Nothing in this document shall constitute in any manner whatsoever a proposal to make available, offer for subscription or purchase or 
to issue an invitation to purchase or subscribe for any securities in Thailand or a proposal to implement any of the foregoing in Thailand nor has this document 
been approved by or registered with the Securities and Exchange Commission of Thailand (“SEC”).  No person receiving a copy of this document may treat the 
same as constituting an invitation or offer to him in Thailand and such person shall not distribute or make available this document in Thailand.  The issuer of 
this document shall not be liable in any manner whatsoever in the event this document is distributed or made available to any person in Thailand receiving a 
copy of this document.  Since no application for approval has been or will be made to the SEC for the offering of the securities, or for the registration of this 
document, the securities shall not be offered for subscription or purchased or made available, whether directly or indirectly, in Thailand.  It is the sole 
responsibility of recipients wishing to take any action upon this document to satisfy themselves as to the full observance of the laws of Thailand, to comply 
with all relevant government and regulatory approvals, and to comply with all applicable laws, including but not limited to exchange control laws. 


