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The macro picture has been 
challenging, particularly with 
uncertainty on the likely peak of 
the interest rate cycle. Company 
specific fundamentals remain 
positive, supported by stable 
earnings and corporate activity.
Equity market see-saw continues
After having a tough 2022, global equity markets started 
2023 on a strong footing. Signs of easing inflation 
supported sentiment and the market started to weigh in 
on expectations of a peak in interest rates. Sentiment 
also got a boost from China dropping its zero-Covid 
policy. Given the backdrop, growth-oriented sectors like 
consumer discretionary and technology led the rally, 
significantly outperforming more traditional defensive 
sectors like healthcare, utilities and consumer staples. 
This was a reversal trade of what had happened in the 
full-year 2022. The seesaw pattern continued in 
February 2023, as global equity markets fell during the 
month. 

The old adage of ‘good news’ is ‘bad news’ continued in 
the market. With economic data not indicating an 
imminent recession, the market was forced to reassess 
the interest rate path. Central banks across the US, 
Europe and UK announced rate hikes as expected. We 
believe that the accompanied commentary with the rate 
hikes led the market to factor in a higher-for-longer 
scenario. With strong labour market data, we believe 
wage inflation remains entrenched in the system, which 
supports the higher for longer narrative. However, as 
seen in previous cycles, the labour market can turn very 
quickly, and it is one of the key data points to keep a 
close eye on. 
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The collapse of SVB and Signature Bank have raised 
questions on financial stability and liquidity. Attention 
has subsequently turned to Credit Suisse. In our view, 
risk of contagion remains relatively small but this 
doesn’t make the Fed’s job any easier. Looser 
conditions would support the financial sector, but 
inflation suggests the need to maintain tightness. 

Water has recently outperformed waste
As a collective group, both integrated solid waste and 
industrial waste beat the broader market in 2022. Most 
of this outperformance came in the first 3 quarters of 
the year led by three fundamentals: 

1. Pricing – where our companies could easily price 
through inflation 

2. Good volumes – new business formation was 
better than forecast; and 

3. Mergers and acquisitions – 2022 was another good 
year for corporate activity. 

We benefited from the corporate activity with our 
portfolio as one of our UK-waste names was also taken 
over. The recent underperformance in waste can 
partially be attributed to the reversal trade that we are 
seeing in the market. A few of our companies saw 
multiple expansion early in the year, some of which has 
been given back as the market appears to be focussing
more on cyclical names. However, our industrial waste 
names have done well on the back of the cyclical rally. 

What matters to the long-term investor is the 
fundamentals, which remain strong. We expect overall 
earnings and free cash flow to be up year-on-year for 
our companies in 2023. The current share prices are 
factoring in a slowdown, especially in the 2nd half of the 
year. If we were to see a soft landing which is what the 
broader market expects, these stocks can rerate 
quickly. We also expect M&A activity to continue albeit 
the focus will be mostly on smaller deals, and not 
platform acquisitions.
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Average valuation for Integrated US Waste names has 
come down in recent months 

EV/ EBITDA

Source: Regnan, Bloomberg. Average EV/EBITDA for the largest 
5 US integrated waste companies. 
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To reiterate what we have said in the past – this is why 
it is important to combine both water and waste. We 
had booked some profit in our large cap waste names 
and initiated a position in a Chinese waste name which 
has done well in recent months. We also increased our 
exposure to sustainable packaging and to a small-cap 
UK water name. As always highlighting the importance 
of bottom-up research, looking across the value chain 
and being active. 

Water utilities continued to have a tough run seeing 
multiple compression and facing macro challenges 
including higher inflation and interest rates. 
Nevertheless, their stable earnings model bodes well in 
an uncertain macro environment. 

Stand-out earnings included A.O. Smith (water heating 
and treatment equipment) and Mueller Industries 
(copper tube and fittings) on the positive, and Advanced 
Drainage Systems (stormwater and septic wastewater) 
on the negative. A.O. Smith offered better-than-
expected guidance and the stock rallied on short 
covering.  Mueller Industries had a strong 2022 with the 
company executing well despite negative the impact of 
lower copper prices on the top line. Advanced Drainage 
stock came under pressure as it missed estimates and 
cut guidance for a second consecutive quarter. This 
was driven by weakness in the residential market 
further amplified by destocking and some weakening in 
the non-residential segment as well. We have reduced 
our exposure to the name and do not expect any major 
catalysts in the next two quarters as there is no obvious 
price/cost or demand positive revision. We will continue 
to monitor the stock closely and might look to add to the 
position once again depending on fundamental and 
economic developments through the year.

Purity back in the conversation
Our investors have always wanted us to have an 
elevated level of thematic purity both at a stock and 
portfolio level. A few of the stocks that have come up in 
conversations include Danaher and PerkinElmer, both 
of which have been in the news recently.

Danaher announced in late 2022 its intention to 
separate its Environmental & Applied Solutions 
segment (c 16% of the company) to create an 
independent, publicly traded company. The new 
company will be comprised of Danaher's Water Quality 
and Product Identification businesses. As announced in 
February 2023, the new company will be named 
Veralto1. We will be keeping a close eye on the 
development of this deal (expected to complete in Q4 
2023) but in our view, had management decided to spin 
off just the water business as a stand-alone pure-play 
water business would have attracted suitors with buy-
out offers.

In the second half of 2022, PerkinElmer announced that 
it will be divesting its food safety, environmental testing 
and industrial quality assurance divisions to focus on its 
core life sciences and diagnostics business. Any water-
focussed fund holding PerkinElmer became forced 
sellers of the stock as the company now had no water 
exposure.

Source: 1https://investors.danaher.com/2023-02-08-Danaher-Announces-New-Environmental-and-Applied-Solutions-Company-to-Be-
Named-Veralto

Looking into earnings season 
The overall earnings season for our companies was 
broadly in line with our expectations apart from a couple 
of surprises. Broadly, waste-related companies had a 
good calendar Q4 2022. Pricing was better than 
expected and opened strong for 2023. Sustainable 
investing capex plans were a key theme across multiple 
companies and will be a focus area in the coming 
years. 

For water equipment companies, the last quarter was 
dominated by inventory reductions which were putting 
pressure on manufacturing demand. Management 
commentaries suggested that some of the inventory 
destocking trends have stabilised. Still, there was 
caution in some of the outlook commentaries with 
external headwinds. There were also tailwinds from 
carry-over pricing and productivity. Companies like 
Watts Water and Pentair focussed on taking action on 
‘cost structure’, which will offset potential moderation in 
demand. Guidance around capex spending for 2023 
was also supportive of long-term growth plans with 
reshoring/supply chain investments taking strategic 
priorities.
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As companies start to strategically focus on core 
businesses and cutting costs, there might be more such 
deals that come our way. Therefore, in our view, it is 
important to focus on thematic purity and avoid stocks 
with low stock-level thematic exposure.

Back to fundamentals 
As difficult as it is to make a call on near-term macro-
outlook, this year feels more difficult than average to 
provide a firm outlook. We are at a crossroads where 
data from various segments and regions will drive the 
direction of the market. We are currently in one of the 
most aggressive hiking cycles in history and it hasn’t 
finished yet. Equity markets have been led by rates 
volatility and expectation around rates. This trend is 
expected to continue until macro trends become clear.

Market sentiment has been hurt further following the 
collapse of SVB and Signature Bank as financial 
stability and liquidity concerns entered the conversation. 
We do not have any direct exposure to banks and do 
not believe that any of our major holdings had major 
banking relationships with either SVB or Signature. 
Nevertheless, the combination of a still-strong macro 
backdrop and risks around the banking system has 
made the Fed path highly uncertain. This reinforces our 
believe that short-term market movement will be heavily 
linked to Fed commentary.

Since Q4 2022, strategists have been calling between 
an imminent recession (caused by the central banks) to 
no recession (which will lead the central banks to cause 
one). A recent Bloomberg Survey showed that the 
market is split between a soft and hard landing with 
neither situation getting more than a 50% response. 
Google Trends searches also indicate that the market is 
increasingly hoping for a soft landing, a trend we have 
seen in previous crises. In our view, as things currently 
stand, a case can be easily built for either scenario. We 
believe that volatility in the market will continue this 
year.  We expect the inflationary pressures of 2022 to 
impact demand in 2023 with fears of a global slowdown 
and unemployment rates picking up from low levels, 
especially in the second half of the year. 

In this environment, we believe real assets and related 
core services with asset-backed cash flows are likely to 
present opportunities. In our view, the water and waste 
thematics continue to offer sound valuation, with 
favourable ROE, net debt and cash flow characteristics. 
We stay diversified within our portfolio, focusing on 
bottom-up stock selection. Similar to last year, we 
expect volatility to create buying opportunities. Any 
reallocation in sizing and industries within our universe 
will emerge from the earnings seasons to remove 
uncertainties from the “real” economics and reset 
valuation opportunities. 

Bertrand Lecourt
Senior Fund Manager

Saurabh Sharma, CFA, CAIA
Fund Manager
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Disclaimer
Professional investors only.

Issued and approved in the UK by J O Hambro Capital Management Limited (“JOHCML”) which is authorised and
regulated by the Financial Conduct Authority. Registered office: Level 3, 1 St James’s Market, London SW1Y 4AH.
Issued in the European Union by JOHCM Funds (Ireland) Limited (“JOHCMI”) which is authorised by the Central
Bank of Ireland. Registered office: 24 Fitzwilliam Place, Dublin 2, D02 T296, Ireland.

References to “JOHCM” below are to either JOHCML or JOHCMI as the context requires.

This is a marketing communication. Please refer to the fund prospectus and to the KIID before making any final
investment decisions.

These documents are available in English at www.johcm.com, and available from JOHCMI, or JOHCML for UK
investors, at the addresses set out above.

Information on the rights of investors can be found here.

The distribution of this document in jurisdictions other than those referred to above may be restricted by law
(“Restricted Jurisdictions”).Therefore, this document is not intended for distribution in any Restricted Jurisdiction and
should not be passed on or copied to any person in such a jurisdiction.

The registrations of the funds described in this document may be terminated by JOHCM at its discretion from time to
time.

Notice to investors in Switzerland: RBC Investor Services Bank S.A., with registered office at Esch-sur-Alzette, Zurich
Branch, Bleicherweg 7, CH-8027 Zurich has been appointed to act both in a capacity as Swiss representative and
Swiss paying agent of the Company. The Prospectus, the KIIDs, the Articles of Incorporation and the annual and
semi-annual reports may be obtained free of charge from the Swiss representative. The Company is defined as J O
Hambro Capital Management UK Umbrella Fund (domiciled in the UK), J O Hambro Capital Management Umbrella
Fund plc (domiciled in Ireland) or Regnan Umbrella Fund ICAV (domiciled in Ireland), as relevant.

This fund has not been authorised by the Hong Kong Securities and Futures Commission and no person may issue,
or have in its possession for the purposes of issue, whether in Hong Kong or elsewhere, any advertisement,
invitation, or document relating to this fund, which is directed at, or the contents of which are likely to be accessed or
read by, the public in Hong Kong. This fund is only for offer and sale to persons in Hong Kong who are “professional
investors” as defined in the Securities and Futures Ordinance (cap. 571) of Hong Kong and any rules made under
that Ordinance. This document and the information contained herein may not be used other than by the person to
whom it is addressed and may not be reproduced in any form or transferred to any person in Hong Kong. The
contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to
exercise caution in relation to the offer. If you are in any doubt about the contents of this document, you should seek
independent professional advice.

This document is only allowed to be distributed to certain relevant persons and not to the retail public in Singapore.
The Fund, which is not authorised or recognised by the Monetary Authority of Singapore (the “Authority”), is
registered under the Restricted Foreign Scheme with the Authority and the shares in the Fund (“Shares”) are not
allowed to be offered to the retail public. Moreover, this document is not a prospectus as defined in the Securities and
Futures Act, Chapter 289 of Singapore (the “SFA”). Accordingly, statutory liability under the SFA in relation to the
content of prospectuses would not apply. Investors should consider carefully whether the investment is suitable for
them. This document and any document or material in connection with the offer or sale, or invitation for subscription
or purchase, of Shares may not be circulated or distributed, nor may Shares be offered or sold, or be made the
subject of an invitation for subscription or purchase, whether directly or indirectly, to the retail public or any member
of the retail public in Singapore other than (i) to an institutional investor, and in accordance with the conditions
specified, in Section 304 of the SFA; (ii) to an investor falling within the definition of “relevant persons”, and in
accordance with the conditions specified, in Section 305 of the SFA; or (iii) otherwise pursuant to, and in accordance
with the conditions of, any other applicable provision of the SFA. Where Shares are acquired under Section 305 of
the SFA by a relevant person, investors should note that the first sales and transfers of the Shares are subject to the
applicable provisions of the SFA, which include section 305A of the SFA.

The investment promoted concerns the acquisition of shares in a fund and not the underlying assets.

The information in this document does not constitute, or form part of, any offer to sell or issue, or any solicitation of an
offer to purchase or subscribe for any funds described in this document; nor shall this document, or any part of it, or
the fact of its distribution form the basis of, or be relied on, in connection with any contract.

https://www.johcm.com/uk/about-us/605/investor-rights


Disclaimer (cont’d)
Investors should note that this strategy invests in emerging markets and such investments may carry risks with failed
or delayed settlement and with registration and custody of securities. Companies in emerging markets may not be
subject to accounting, auditing and financial reporting standards or be subject to the same level of government
supervision and regulation as in more developed markets. Government involvement in the economy may affect the
value of investments in certain emerging markets and the risk of political instability may be high. The reliability of
trading and settlement systems in some emerging markets may not be equal to that available in more developed
markets which may result in problems in realising investments. Lack of liquidity and efficiency in certain of the stock
markets or foreign exchange markets in certain emerging markets may mean that from time to time the fund manager
may experience difficulty in purchasing or selling holdings of securities. Furthermore, due to local postal and banking
systems, no guarantee can be given that all entitlements attaching to quoted and over-the counter traded securities
acquired by this strategy, including those related to dividends, can be realised.

Investments may include shares in small-cap companies and these tend to be traded less frequently and in lower
volumes than larger companies making them potentially less liquid and more volatile.

Telephone calls to and from JOHCML and JOHCMI may be recorded. Information on how personal data is handled
can be found in the JOHCM Privacy Statement on its website: www.johcm.com

The registered mark J O Hambro® is owned by Barnham Broom Holdings Limited and is used under licence.
JOHCM® is a registered trademark of JOHCML.

Regnan is the specialist sustainable and impact investing brand of the Australian asset manager Pendal Group,
which encompasses J O Hambro Capital Management, Thompson, Siegel & Walmsley and Pendal Australia.
Regnan’s focus is on delivering innovative solutions for sustainable and impact investment, leaning on over 20 years
of experience at the frontier of responsible investment. “Regnan” is a registered trademark of Pendal.

The Regnan business consists of two distinct business lines. The investment management business is based in the
United Kingdom and sits within J O Hambro Capital Management Limited, which is authorised and regulated by the
Financial Conduct Authority and is registered as an investment adviser with the SEC. “Regnan” is a registered as a
trading name of J O Hambro Capital Management Limited.

Alongside the investment team is the Regnan Insight and Advisory Centre of Pendal Institutional Limited in Australia,
which has a long history of providing engagement and advisory services on environmental, social and governance
issues. While the investment management team will often draw on services from and collaborate with the Regnan
Insight and Advisory Centre, they remain independent of the Regnan Insight and Advisory Centre and are solely
responsible for the investment management of the Regnan Sustainable Water and Waste strategy.

Sources for all data: JOHCM/Bloomberg/Lipper/MSCI Group (unless otherwise stated).

Certain information contained herein (the “Information”) is sourced from/copyright of MSCI Inc., MSCI ESG Research
LLC, or their affiliates (“MSCI”), or information providers (together the “MSCI Parties”) and may have been used to
calculate scores, signals, or other indicators. The Information is for internal use only and may not be reproduced or
disseminated in whole or part without prior written permission. The Information may not be used for, nor does it
constitute, an offer to buy or sell, or a promotion or recommendation of, any security, financial instrument or product,
trading strategy, or index, nor should it be taken as an indication or guarantee of any future performance. Some funds
may be based on or linked to MSCI indexes, and MSCI may be compensated based on the fund’s assets under
management or other measures. MSCI has established an information barrier between index research and certain
Information. None of the Information in and of itself can be used to determine which securities to buy or sell or when
to buy or sell them. The Information is provided “as is” and the user assumes the entire risk of any use it may make
or permit to be made of the Information. No MSCI Party warrants or guarantees the originality, accuracy and/or
completeness of the Information and each expressly disclaims all express or implied warranties. No MSCI Party shall
have any liability for any errors or omissions in connection with any Information herein, or any liability for any direct,
indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility
of such damages.

www.regnan.com


	Slide Number 1
	Slide Number 2
	Slide Number 3
	Slide Number 4
	Slide Number 5

