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The New Ireland Fund, Inc. 

Portfolio Manager Commentary 

Quarter Ending July 31, 2019   

Performance Review 

 

The New Ireland Fund, Inc.’s (“Fund”) returns are summarized in the table below.  

 

Period to July 31, 2019 Benchmark* 

Return 

IRL NAV 

Return 

IRL NAV Return 

Relative to Benchmark 

Quarter -4.64% -7.37% -2.73% 

Six months +3.25% +0.68% -2.57% 

1 year -11.17% -16.21% -5.04% 

3 years +4.65% -0.14% -4.79% 

5 years +4.97% +2.32% -2.65% 

Since inception +6.91% +6.87% -0.04% 

 
*Benchmark is the MSCI All Ireland Capped Index (“MSCI Ireland”) from August 1, 2015.  Prior to July 31, 2015 the 

benchmark was the Irish Stock Exchange Index (“ISEQ”). Prior to July 31, 2011 it was the ISEQ ex Bank of Ireland. 

 

From the table below, it is quite clear that Ireland performed poorly over the past 3 and 12 month 

periods, underperforming by approximately 6% and 10%1, respectively versus the overall broad 

Euro Stoxx 50 index in US dollar terms. The US market has been the best performing market. The 

US dollar strengthened by approximately 1% and 5% over the past 3 and 12 months respectively, 

reflecting the global risk aversion of investors and the US dollar acting as a safe haven. 

 

 

Market Quarter ended July 31, 2019 

Returns 

Year ended July 31, 

2019 Returns  
Local US $ Local US $ 

Ireland SE Overall (ISEQ) -5.1% -5.7% -8.7% -13.2% 

MSCI All Ireland Capped  -4.0% -4.6% -6.6% -11.2% 

US Equities (S&P 500) +1.7% +1.7% +8.0% +8.0% 

US Equities (NASDAQ)  +1.3%  +1.3% +7.7% +7.7% 

UK Equities (FTSE 100) +3.2% -3.0% +2.3% -4.5% 

Japan Equities (TOPIX) -3.1% -0.5% -8.6% -5.8% 

European (Euro STOXX 50) +0.6% -0.1% +1.9% -3.0% 

German Equities (DAX 30) -1.3% -1.9% -4.8% -9.4% 

French Equities (CAC 40) +0.9% +0.3% +3.6% -1.4% 

Note-Indices are total gross return 

 

 

Investment Overview 
 

Portfolio 

                                                 
1 All returns are in USD unless otherwise noted 
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Performance wise the portfolio had a negative return for the quarter and was behind the 

benchmark. For the calendar YTD, we have seen a strong start to the year in absolute terms albeit 

the portfolio is trailing the benchmark. The Irish market experienced its most difficult year since 

the global financial crisis during 2018, bounced strongly during the first months of 2019, but 

again experienced difficulty over the most recent quarter with Ireland once again out of favour.  

 

Over recent months Ireland has once again been punished with stock fundamentals not providing 

much support and, in many ways, it has felt like there is a ‘buyers strike’. To illustrate the point, 

we include the chart below that demonstrates how out of favour European equities themselves are 

2019 YTD with Ireland naturally as a ‘Brexit facing’ country seen to be even more outside 

investors sights. Some reasons cited as to why Europe is out of favour include: 

 

• US-Sino trade fears and the impact on global growth----US markets are more defensive 

historically 

• The bank sector is large in Europe and the environment for same not positive with 

negative bond yields and yield curves 

• Brexit uncertainty increased even further with the election of Boris Johnson with the odds 

of a hard/no deal Brexit having increased commensurately 

• Macro wise quite a slowdown in the European economy toward recessionary levels 

 

 

 
Top performers for the quarter saw a reversal from the previous quarter’s more cyclical name 

outperformance to more defensive economically insensitive names - C&C Group, UDG 

Healthcare, Kerry Group and Green REIT aided by the bid situation. The underperformers were 

dominated by the banks and some economically sensitive names such as Grafton and Dalata Hotel 

Group. Malin was also weak as a ‘special situation’ as the beleaguered UK fund manager Neil 

Woodford being the largest shareholder and therefore his holding seen as a negative overhang on 

the shares.  
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Quarter ending July 31, 2019 (MSCI Ireland -4.6%) 

Strongest portfolio returns Weakest portfolio returns 

C & C Group +22.9% Bank of Ireland -29.6% 

UDG Healthcare +14.9% Malin Corporation -29.1% 

Veolia Environmental +12.8% Glanbia -28.2% 

Smurfit Kappa Group +8.4% AIB Group -24.7% 

Kerry Group +5.1% Grafton Group -22.6% 

12 months ending July 31, 2019 (MSCI Ireland -11.2%) 

Strongest portfolio returns Weakest portfolio returns 

C & C Group +17.6% Bank of Ireland -46.9% 

Green REIT +17.5% Hostelworld Group -43.6% 

Veolia Environmental +16.4% Glenveagh Properties -41.7% 

Greencore Group +16.2% Ryanair -41.1% 

Kerry Group +11.4% Cairn Homes -40.9% 

 

 

 

Irish Economic Review 

 

In the latest available data, for Q1 2019, Ireland’s GDP grew by 6.3% relative to the same quarter 

of the previous year, while GNP rose by 4.8% over the same period.  This reversed a decline seen 

in GNP in the previous quarter. 
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However, as frequently mentioned in these reports, GDP and GNP statistics for Ireland can be 

somewhat (or indeed very) misleading.  The issue is not that the statistics are in error, per se, it is 

that GDP and GNP are no longer as useful as they once were in measuring the real change of 

activity in an economy, such as Ireland’s, which is very open to international capital and trade 

flows of many kinds. 

 

Fortunately, there are a range of other indicators which can be used to give us a good sense of 

what really is happening in the economy, as below. 

 

Retail Sales 

Retail sales volume growth has been quite erratic in recent months, being as high as 5.1% (in year 

on year terms) in March but falling to just 0.1% by June.  While the volatility makes it difficult to 

be confident in assessing the overall trend, in our view it is likely that growth is slowly declining, 

as sentiment has been negatively affected by Brexit issues and uncertainty in the wake of global 

trade tensions. 
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Consumer confidence has also declined considerably over the last few months.  Although it is not 

possible to be sure of the reason for this decline, concern about the UK’s withdrawal from the 

European Union (‘Brexit’) may again be a significant factor, as is, most likely, global trade 

tensions. 

 

 

 

Business confidence 

The pattern of business confidence is somewhat similar to that of consumer confidence.  In the 

initial aftermath of the UK’s referendum on Brexit (in 2016), business confidence seemed to be 

relatively unaffected, but the combination of global trade tensions and the increased likelihood of 

a disorderly Brexit appears to have had a significant adverse impact on business confidence in 
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recent months, as the key Purchasing Managers Index fell below the neutral level of 50 for the 

first time in many years, as shown in the chart. 

 

 

 

 

Labor Market  

There continues to be a steady trend downwards in unemployment. The number of unemployed on 

this measure has fallen from a peak of 356,000 in January 2012 to 111,000 in July of this year.  

The unemployment rate has also declined and stands at 4.6% (also July data), down from a peak 

of 16.0%. Ireland’s unemployment rate is now substantially below the eurozone average.  

However, it is noticeable that the unemployment rate has not fallen since May and in fact has 

picked up very slightly in July.  This may again be due to uncertainty about Brexit. 
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Credit Growth 

Credit is growing modestly, after many years of declines.  Mortgage lending grew by only 1.6% in 

the year to June 2019, while loans to the non-financial corporate sector grew by 4.9%.  The 

overall pattern is that while growth remains strong, it is certainly not debt-fueled.  Both the 

corporate and household sectors have very significantly reduced their debt, in absolute terms, 

since the peak of the last cycle in 2009. 

 

Government Finances 

The government is estimated to have achieved a small budget surplus in 2018, the first surplus 

since 2007, with a surplus of less than 0.1% of GDP.  This represented a small, but significant, 

improvement from the modest deficit of 0.3% seen in 2017.  Brexit-related uncertainties create 

considerable difficulties in forecasting the fiscal outcome in 2019 and 2020, but if a Brexit ‘crash’ 

is avoided, there should continue to be modest surpluses in the years ahead.  In the event of the 

UK leaving the EU with no withdrawal agreement in place, it is likely that the Irish government 

would undertake targeted additional spending and perhaps some modest tax cuts to offset the 

negative impact, leading to a budget deficit this year and next. 

 

The debt/GDP ratio is estimated to have peaked in 2013, at about 120%, and we estimate that it 

fell to about 63% at the end of 2018 - though this overstates the real level of indebtedness as it 

excludes large cash-on-hand balances.  On the other hand, distortions to the actual size of GDP 

are exaggerating the scale of the improvement.  On balance, these issues make it difficult to be 

definitive about the size of the improvement but there can be no doubt that the fiscal situation has 

improved drastically over the last number of years.  All major credit rating agencies now rate 

Ireland in the “A” range. 

 

“Brexit” 

The decision of the UK electorate to leave the European Union may have significant ramifications 

for the Irish economy.  The UK is very likely to leave the European Single Market and may also 
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leave the Customs Union.  This is the least welcome option for Ireland, as it means there may be 

customs controls and checks on the land border between the Republic of Ireland and Northern 

Ireland, and on sea crossings between the Republic and the UK, which may be disruptive to trade.   

 

In November 2018, an agreement was reached between the UK government and the European 

Union on a Withdrawal Agreement that would, if implemented, result in reasonably free trade 

between the UK and EU for several years.  If this deal had been ratified by the UK and EU 

parliaments, there would have been some negative impact on the UK and Irish economies, but this 

impact would be quite limited, and disruption would be kept to a fairly low level.     

 

However, the UK government led by Theresa May was been unable to get parliamentary 

ratification for this agreement, which has led to an extension of the proposed Brexit date until the 

end of October 2019.  Theresa May was replaced as Prime Minister by Boris Johnson, who has 

rejected the previous agreement outright and has declared his determination that the UK will exit 

the European Union on October 31st, with or without a negotiated departure agreement.  At the 

time of writing it is far from clear whether a last-minute agreement will be reached between the 

new UK government and the European Union, but in our judgement the probability of agreement 

NOT being reached is significantly higher than it was some months ago, which poses obvious 

risks to the outlook for the Irish economy.   

 

We believe that a disorderly exit of the UK from the EU would very likely result in a significant, 

or perhaps even severe, disruption to trade between the UK and the EU (including Ireland) for a 

period likely to be at least weeks, and possibly months.  We estimate there could be a negative 

impact on economic growth in Ireland amounting to at least 1% of GDP, with potential for a 

considerably higher level of impact, although this should be seen in the context of an economy 

which is probably growing at close to 5% per annum.  It is likely that the Irish government would 

move to ease fiscal policy through targeted support measures for sectors most affected by the 

disruption of trade with, and perhaps through, the UK, most notably the agribusiness sector. 

 

Outlook: 

For 2019, the Central Bank of Ireland is forecasting GDP growth of 4.4%, led by capital 

investment.  However, forecasts are dependent on the outcome of the Brexit process, and while 

the Central Bank’s forecast is reasonable in a “benign Brexit” scenario, in our view growth will be 

materially lower if the UK leaves the EU in a disorderly fashion.  In that scenario, we would 

tentatively forecast growth of no more than 3.5% but we caution that there is considerable 

uncertainty even around that lower forecast. 

 

Global Market Outlook 

After an extremely strong first calendar quarter, the second calendar quarter also finished in 

positive territory, thus confirming a strong first half of the year for global equity markets. In our 

second quarter outlook we highlighted that markets would be ‘desperately seeking 

reassurance’ on three fronts, namely –Geopolitics; Macro outlook and earnings outlook from 

companies. This is so true when it comes to Ireland with Brexit also thrown into this mix! 
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Three months on, sentiment remained volatile and markets remain uncertain on all three fronts. 

However, what has changed to support global markets is that the ‘markets friend’, namely central 

banks have returned to centre stage and the dramatic reversal in monetary expectations around the 

globe has again proven supportive. This is most evident in the US, where expectations of 

continued rate hikes have given way to expectations of rate cuts beginning in July. In addition, the 

belief that interest rates globally are now tethered close to historic lows for a prolonged period has 

also hardened into a ‘lower for longer’ mindset. This move is also relevant in Europe with Mario 

Draghi and the ECB now expected to cut rates once again in September. 

We continue to believe that fears of a global recession are overblown at this point, not least 

making bond markets especially vulnerable from current historic low levels of yield. It is 

reasonable to argue that we are currently experiencing a pause in economic growth globally but 

from our perspective it’s a pause that refreshes. We expect some mild reacceleration of economic 

activity globally through the second half of 2019 and into next year. 

Our central view is that historically low (and negative) cash and bond yields and further 

reassurance on fundamentals over coming months can further support global equity markets and 

pressure bond yields higher but we expect absolute returns from here to be more modest. After the 

strong gains in the first half of the year, it is reasonable to expect that markets will tread water in a 

narrow trading range in the near term to allow fundamentals to ‘catch up’. 

Markets will continue to ‘desperately seek reassurance’ but have a back-stop support from the 

actions of global central banks. The key risk remains the future path of China-US trade relations 

which is currently priced for a benign outcome albeit deteriorated since the beginning of August. 

While our core expectation remains that a gradually reassuring outlook will support further market 

gains, we continue to monitor the various downside risks. From trade tensions to Brexit related 

wobbles to potential currency wars, these may well inject renewed volatility over coming months. 

Irish Market Outlook 

 

The medium- and longer-term outlook remains very positive for both the Irish economy and 

stock-market. The next number of months will however be dominated by Brexit. Since the Brexit 

vote in June 2016, we have noted that this uncertainty will overhang Ireland and the sentiment and 

fears likely dominate fundamentals. This has proven to be the case and there will be no let up over 

coming months, not least with the risk of a no deal/hard exit becoming a materially higher risk. 

That said, the fundamentals underpinning Ireland of economic growth, earnings growth and 

company valuations, remain compelling to any investor with a medium to long term perspective.  

 

Aside from Brexit, Ireland is an open economy and stock market that has large linkages to the 

global economy and trade. This means that US-China trade negotiations are also important. In 

managing the portfolio, we continue to focus on fundamentals to the medium term rather than 

attempting to second guess near term events. In doing so, maintaining a diversified and balanced 

exposure to end markets and economies remains a focus.  
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Earnings growth will be the most crucial driver from here. The outlook for the European and 

global economy is therefore important and albeit some growth data has been recorded at a slower 

pace over recent months, we do expect a gradual reacceleration towards year end.  

 

We believe overall valuations are at fair value levels after 10 years of a bull market. The more 

cyclical sectors such as banks (where the portfolio remains underweight) are likely to remain 

unloved for some time although we note valuations are now back towards 2008/2009 crisis levels! 

 

It is also crucial that we see signs of a stabilization of the European economy led by Germany and 

France, and we expect to see corporate leadership via increased M&A activity.  Buybacks and 

higher dividends should also support stocks. 

 

We continue to focus on the portfolio with a strong bottom up stock picking emphasis, always 

seeking superior growth at attractive valuations and not compromising on quality. We continue to 

build the portfolio in a balanced way and playing on many of the same themes at present, as we 

have over the last year. In fact, we have kept the faith in the existing themes with little change: 

 

• Attractive dividend income---Greencoat Renewables; Covanta; REITS.  

• Quality cyclicals---Ryanair; Kingspan. 

• Quality growth---Kerry Group; Uniphar Group 

• European recovery --- Saint Gobain. Veolia 

• Irish domestic economy recovery--- Applegreen; Dalata Hotel; Grafton Group, Glenveagh. 

• Idiosyncratic bottom up picks---Mincon; IPL Plastics; Amryt Pharma; Malin Corporation. 

 

For the portfolio, we remain confident but also ever vigilant noting some near-term political 

events that may challenge our outlook.  

 

IMPORTANT DISCLOSURES:  The views expressed are those of KBI Global Investors (North America) Ltd 

(KBI) and should not be construed as investment advice. KBI does not represent that this information is accurate or 

complete and it should not be relied upon as such.  Opinions expressed herein are subject to change without notice.   

  

This material is provided for informational purposes only and does not constitute an offer to sell or the solicitation of 

an offer to purchase any security, product or service including the Fund, any group trust or other fund managed by 

KBI Global Investors (North America) Ltd., or any of its affiliates (collectively, “KBIGI”).  The information 

contained herein does not set forth all of the risks associated with this Fund, and is qualified in its entirety by, and 

subject to, the information contained in other applicable disclosure documents relating to the Fund. Past performance 

is not a reliable guide to future performance and the value of investments may go down as well as up. 

 

It should not be assumed that the future performance of any company identified in this document will equal its prior 

performance or that any future recommendation regarding the securities of any such company will be profitable.  

These stocks do not necessarily reflect current recommendations and are not selected based on profitability. 

 


