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Markets

Most major markets were down over the quarter but overall losses were modest and markets

proved quite resilient despite the number of negative issues which featured through the

quarter. Initially, a better than expected first quarter earnings season in the US and continued

buoyant merger and acquisition activity offset continued tensions in the Middle East, fears of

default of Greek debt, the US being put on negative watch by S&P, a 0.25% increase in interest

rates by the ECB and growth forecasts being nudged downwards. 

Through the middle of the period, economic releases disappointed at an increasing rate and

tensions in Europe heightened as it became apparent that additional assistance was required

for Greece. Peripheral bond spreads against Germany rose to record levels and Portugal was

forced to seek financial assistance. The belief in the market place was that it was no longer a

question of if rather than when Greece would default. Oil prices rose to almost $114bl with the

unrest in the Middle East. 

Markets continued to weaken in early June on fears of negative earnings pre-announcements

and a disappointing reporting season in July. Indications from the Fed that a third monetary

stimulus package would not be forthcoming because of the improvement in the labour market

over the last twelve months and higher inflation expectations compared to a year ago also hit

sentiment. The short term resolution of the immediate Greek difficulties in Europe’s sovereign

debt crisis provided some relief towards quarter end and was the catalyst for a late rally. Broad

agreements were put in place to establish further support funds for Greece and crucially the

Greek parliament voted to pass tough austerity measures which were necessary for the EU and

IMF to release the next tranche of funds due to the country. 

There was also growing acceptance of proposals for banks to roll over 50% of maturing Greek

debt over the next couple of years which provides another source of funds for the Greek

government. Some better economic data in the US also contributed as did indications that

capital requirement’s for systemically important banks would not be as onerous as suggested

earlier in June. Over the quarter, the Pacific Basin fell 2.6%, Japan and Europe 2.3% and the US

0.4%. The UK was up 0.9%. Ireland gained 2.7%. 

Disappointing economic data, concerns over the excessive debt levels, the natural disaster in Japan and higher food and energy

prices have all hampered the outlook for equity markets recently and resulted in weaker markets. The realisation of risks in

this lacklustre economic recovery is going to result in a more volatile period for equity investors; however gains are still likely

while the economic recovery is intact for now.

The economic data, particularly in the US has weakened and as a result has pushed forecasts for economic growth for 2011

back to the forecast that were seen in the fourth quarter 2010.Growth forecasts in Europe have held up remarkably well as

the export led recovery in the core Eurozone countries has gained momentum. There are also concerns that some of the

emerging market economies may be overheating. 

Despite these concerns the global recovery is on track. The IMF expects global growth of 4.4% in 2011, although weaker

growth in the advanced economies is being offset by buoyant growth in the emerging economies. The global recovery is in

an early stage, it has started only two years ago, which is short by historical standards. On average since 1980 recoveries have

lasted six years. Also the economic environment does not have many excesses that would usually be associated with the late

stages of the economic cycle. The labour market is loose, companies continued to have spare capacity, consumers are saving

as the saving ratios are at a fifteen year high in the UK and the US. Monetary policy is also very accommodative. As a result

we expect that the global economic recovery will continue.

Despite this there are a number of significant risks that will weigh on the magnitude of the economic recovery. Most notably

there is a huge debt overhang in advanced economies and deleveraging will continue over the coming years. Governments,

including the US, will have no option but to cut down on spending and raise taxes which will be a drag on growth. Elsewhere

consumer saving rates will remain high. Therefore it will be up to the consumer in emerging economies and business spending

to drive growth. This means that the recovery will be slower than normal but also more volatile than previous recoveries. 

Consequentially earnings growth will be more subdued than seen in recent cycles. Recently earnings revisions for the US and

Europe have turned negative implying that the robust levels of earnings growth that had been expected by analysts now

appears less realistic. We expect that earnings expectations for 2011 will be revised down further during for the remainder of

the year. However we are still optimistic that earnings can grow by about 10% during 2011.

Valuations are also undemanding by historical standards and attractively valued versus other asset classes, most notably

government bonds. As a result, the valuation story is likely to support equities at or close to these levels. All in all, ILIM expects

that equity markets can achieve single digit returns in 2011, in line with the earnings growth. 
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Summit Balanced Fund

Summit Global Leaders Fund Fund Performance

Summit Growth Fund

Review
Stocks which were bought during the quarter included G4S, the security company. Growth
in developing markets is returning to double digit levels at attractive margins, where cost
pressures have been passed on to customers.  Tesco was purchased given its attractive
valuation relative to the sector and its own history while the food retail sector itself is
relatively cheap. International operations offer growth opportunities which merit a premium
valuation relative to UK operations and in time will see margins and cash flows improve.
Tesco direct and Tesco.com operations also offer growth opportunities. 

We reduced positions in Imperial Tobacco, Morrison, the UK supermarket operator, Easy Jet
and HCP a US property company with interests in nursing home, hospitals and other health
related activities.  

Equity Sector Distribution       %

Consumer Cyclicals 27.05%
Industrial 10.94%
Telecomms & Technology 10.38%
Financial 10.05%
Consumer Staples 9.85%
Energy 9.67%
Pharmaceuticals 8.65%
Capital Goods 6.35%
Insurance 3.74%
Utilities 3.32%

Top 10 Holdings       %

CRH 1.12%
HSBC 0.74%
Exxon Mobil 0.72%
Novartis 0.68%
IBM 0.66%
Kerry Group 0.61%
Shell 0.59%
Vodafone 0.57%
Aryzta 0.57%
Sanofi 0.57%

Equity Sector Distribution       %

Energy 20.22%
Technology 18.72%
Pharmaceuticals 13.10%
Consumer Staples 12.17%
Financials 11.84%
Consumer Cyclicals 8.66%
Telecomms 7.45%
Capital Goods 4.42%
Industrial Commodities 2.19%
Utilities 1.23%

Top 10 Holdings       %

Exxon Mobil 5.26%
Apple 4.10%
Nestle 2.87%
IBM 2.80%
Texaco 2.72%
General Electric 2.65%
Microsoft 2.54%
AT & T 2.53%
Johnson & Johnson 2.41%
Procter & Gamble 2.38%

Equity Sector Distribution       %

Consumer Cyclicals 26.73%
Industrial 11.59%
Telecomms & Technology 10.39%
Financial 10.17%
Consumer Staples 9.79%
Energy 9.75%
Pharmaceuticals 8.52%
Capital Goods 6.38%
Insurance 3.45%
Utilities 3.23%

Top 10 Holdings       %

CRH 1.63%
HSBC 1.14%
Exxon Mobil 1.07%
Novartis 1.02%
Kerry Group 0.90%
Total 0.88%
IBM 0.88%
Vodafone 0.86%
Sanofi 0.86%
Aryzta 0.84%

Bid/Exit price at
30/06/2011

132.30

*Past Performance
1 Year – 4.78
2 Years – 10.07
5 Years – -0.92
10 Years – 0.99

Source Moneymate ©

Bid/Exit price at
30/06/2011

122.20

*Past Performance
1 Year – 8.39
2 Years – 13.63
5 Years – -3.92
10 Years – -0.58

Source Moneymate ©

Bid/Exit price at
30/06/2011

84.50

*Past Performance
1 Year – 5.60
2 Years – 11.32
5 Years – -4.28
10 Years – -4.16

Source Moneymate ©
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Review
During the quarter we bought Citigroup given the strong capital build in coming years
which should lead to significant shareholder returns, the growth potential provided by its
international operations and the benefits which should accrue from writing back the
relatively large provisions it has taken as credit quality improves. We added to the position
in Johnson & Johnson due to an expected acceleration in earnings. A revenue upswing
should come from a strong pipeline in pharmaceuticals, stable trends in medical devices and
a trough in consumer products. We sold Goldman Sachs and reduced positions in Cisco, the
telecoms equipment provider and Procter & Gamble. 

Review
During the quarter we purchased Host Hotels & Resorts, an owner of hotel properties was
bought. It owns premium hotel properties in major gateway cities and fundamentals for the
industry are improving. Key metrics such as revenue per available room, average rates and
occupancy are all showing strong growth and further strength is expected. The company has
a relatively strong balance sheet which allows it to acquire assets more easily than others
and it has a strong track record in terms of generating accretive returns on acquisitions. We
bought Archer Daniels, a food processing company similar to Bunge which we had been
holding, but Archer Daniels was trading at a cheaper valuation. 

Lorillard, the tobacco company was sold, as was Bunge, the agribusiness and food products
company referred to above. 

ILA 5731 (REV 07-11)_-D  13/07/2011  16:55  Page 3


