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W hile the 
thought of 
living to 

120 is unlikely to fill 
anyone with a great 
deal of enthusiasm 
– unless they are 119 
– medical advances 
and healthier lifestyles 
mean there is a 
growing likelihood our 
pensions will have 
to last us for up to 60 

years. In this month’s 
cover feature, Cherry 
Reynard finds out 
how to plan for this 
eventuality, while 
I ask if the AIC’s 
Dividend Heroes 
offer a quick fix to the 
problem. In the final 
article on the theme 
of pensions, Pádraig 
Floyd determines how 
much responsibility 
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well placed for growth 
whatever happens with 
Brexit.
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120 not out

Cherry Reynard finds out how to fund 
a 60-year retirement

T oday, average life 
expectancy is a little over 
80. As it stands the oldest 
person that has ever lived 

was 122 when he died – and he was 
French, so probably had good state 
pension provision. The oldest Brit is 
currently 112. However, many social 
scientists and medical experts are 
suggesting that living to 120 may soon 
be a reality for children born today. 

For example, population expert 
James Vaupel recently claimed a 
baby born today has a 40 per cent 
chance of living until 150. He based 
his assumption on improvements in 
regenerative medicine, which could 
allow organ and tissue regeneration 
and stall the ageing process. 

Telegram ma’am
As it is, the number of centenarians 
has increased by 85 per cent over the 
last 15 years. In 2017, there were 579,776 
people aged 90 or older and 14,430 
centenarians. Life expectancy has 
increased by 5.9 years for men over the 
past 20 years. This means that while 
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a man who is 65 today can expect to 
live until he is almost 84, for today’s 
45 year olds that age will be 89 and for 
today’s 25 year olds, it will be 95. 

This longevity is not always welcome 
from a financial point of view as it 
means pensions must last for longer 
and there is a greater likelihood 
of expensive long-term care. The 
sophistication of medical treatment for 
conditions such as Alzheimer’s notably 
lags that of cancer and heart disease. 
While modern medicine can keep 
people alive, it cannot necessarily give 
them a better quality of life.

Falling behind
This is seen in “healthy life expectancy” 
statistics, which have not kept up 
with normal life expectancy. While 
life expectancy is 79.5 years for men 
and 83.1 years for women, healthy 
life expectancy is just 63.4 and 64.1 
respectively, with the gap widening. 

For the very young and very old this 
is not necessarily a problem. As Ian 
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Brookes, financial planner at Charles 
Stanley, points out: “Our clients who 
are 85 and older have had final salary 
pension schemes and a decent state 
pension. As such, they’ve generally 
had high levels of income and plenty 
of money to accumulate savings.”

Future generations have time on 
their side and so these difficulties 
are, in theory, easier to resolve: 
Parents can start pensions for their 
children, putting in £3,600 a year. The 
compounding effect of these early 
contributions can be profound. If you 
start when they are born, they could 
have more than £1m by the time they 
are 55. Leave them to start a pension 
when they get a job at 21, however, 
and that pot drops to £166,400 
(assuming the same contributions 
and annual growth of 5 per cent).

New tricks
The next generation can also plan 
their careers in preparation for a 
longer working life. Generations 
expert Dr Eliza Filby has spoken of 
the “multi-stage life”, meaning rather 
than having a specific career and a 
definitive retirement date, they may 
have multiple careers, periodically 
returning to education to retrain. 

Longevity is not always 
welcome from a financial 
point of view as it means 
pensions must last for 
longer and there is a greater 
likelihood of expensive 
long-term care

THE IMPORTANCE OF LASTING POWER OF ATTORNEY

BAILLIE GIFFORD JAPANESE INCOME GROWTH FUND

LAND OF THE RISING INCOME.

THE JAPANESE TEAM 
BENEFITS FROM OVER 
100 YEARS EXPERIENCE 
INVESTING IN JAPANESE 
MARKETS. 

Improving attitudes to corporate governance in Japan are driving widespread changes 
in management thinking, leading to a greater focus on return on capital. Shareholder 
payouts are increasing and there is scope for this trend to continue for many years. This 
significant opportunity to benefit from a secular change in corporate attitudes led us to 
launch our Baillie Gifford Japanese Income Growth Fund in 2016. The fund may 
be relatively new but the Japanese Equities team at Baillie Gifford is highly experienced 
with proven stock picking ability.

Please remember that changing stock market conditions and 
currency exchange rates will affect the value of your investment 
in the fund and any income from it. The level of income is not 
guaranteed and you may not get back the amount invested.

So, if you’re looking for a mighty fund that aims to deliver real income 
growth, call 0800 917 2112 or visit www.bailliegifford.com

Your call may be recorded for training or monitoring purposes. Baillie Gifford & Co Limited is the Authorised Corporate Director of the Baillie 
Gifford ICVCs. Baillie Gifford & Co Limited is wholly owned by Baillie Gifford & Co. Both companies are authorised and regulated by the Financial 
Conduct Authority.

Long-term investment partners

This is a formal 
arrangement that allows 
someone to act on an 
individual’s behalf if they are 
no longer able to manage 
their own affairs. There are 
two types: health & welfare 
and property & financial 
affairs. They can only be 
made while the individual 
has the mental capacity 
to do so. Not having one 

in place brings significant 
complexity – relatives have 
to apply to a court to be 
appointed as a deputy. 
This can be an expensive 
process and the court may 
not appoint the “right” 
person. 

The use of a lasting power 
of attorney doesn’t have to 
be permanent. For example, 
it may be used to cover a 

short-term stay in hospital, 
allowing someone to make 
sure bills are paid. Ingram 
says: “My oldest client is 
96 and still hale and hearty. 
As clients age they need 
more help in managing their 
affairs and working with 
other family members is 
important so that if capacity 
is lost, a trusted person can 
take over.”

https://www.bailliegifford.com/
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People need to plan their 
cash-flow to the age of 
100 and then review their 
strategy as they progress 
through retirement

FE TRUSTNET

They may have multiple mini 
“retirements”, but ultimately end up 
working for far longer. 

The problem is everyone else. Kay 
Ingram, head of public policy at 
financial adviser LEBC, says people 
need to plan their cash-flow to the 
age of 100 and then review their 
strategy as they progress through 
retirement. However, this process 
needs to start by their mid-40s to 

have any realistic hope of success. 
Above all, they may have to 

accept they will work for longer. 
It is not realistic to expect a 40-

year working life to support a 40-
year retirement. Tom Selby, senior 
analyst at AJ Bell, says people need 
to carefully consider the point at 
which they turn their retirement 
pot into a stream of income: “While 
for many the idea of working into 
their 70s and possibly even beyond 
won’t be appealing, it could become 
a necessity to maintain a decent 

quality of life.” 

https://www.janushenderson.com/ukpi/campaign/3
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“Social & intellectual advantages”
Brooks says that many of his clients 
now take a “soft” retirement, working 
into their 70s for two or three days 
a week. This has other social and 
intellectual advantages, which can 
help improve quality of life. 

Michael Martin, private client 
manager at Seven Investment 
Management (7IM), says that being 
savvy about how wealth is structured 
can add significantly to the overall pot: 
“You will also have to minimise your 
tax expenditure to make your money 
stretch further. If you’re married, work 
as a couple. With the ISA allowance 
at £20,000 a year, a couple can 
comfortably build £650,000 into their 
ISAs over the 10 years leading up to 
retirement with modest growth. Once 
retired, you can draw some of that 
down each year tax-free.”

He admits this means putting money 
in all the right places in the build-up 
to retirement and planning for a 100-
year life at 50.

Fashion victims
While they are no longer fashionable 
in the age of pension freedoms, 
anyone living to 120 would get 
astonishing value out of an annuity. 
However, if 120 becomes the norm, 
Selby says the income from annuities 
would drop: “For many the right 
route, particularly as they get older 

and more likely to suffer life-limiting 
conditions, will be to annuitise part 
or all of their remaining pot. Many 
advisers already advocate this mix-
and-match approach today.”

The 120-year life may be some way 
off, but it doesn’t hurt for people to 
over-estimate how much they will 
need in retirement. The worst that can 
happen is that people will have too 
much to spend – now that would be a 
nice problem to have. 

“With the ISA allowance 
at £20,000 a year, a couple 
can comfortably build 
£650,000 into their ISAs 
over the 10 years leading up 
to retirement with modest 
growth”

DO’S & DON’TS Ian Browne, pensions expert at Quilter, 
on how to prepare for a 120-year life

Do’s
• Maximise your pension 

contributions and don’t 
underestimate how much 
you will need. If you earn 
£45k and put 5 per cent 
in your pension from your 
early 20s until you are 65, 
you will have just £5k a 
year if it is to last until you 
are 120. You would need 
to put in about 20 per 
cent of your salary to have 
£20k a year in retirement. 
A good rule of thumb is to 
invest half your age. 

• Seek financial advice. 
Retirees who have seen 
an adviser, even just once, 
have, on average, £7,000 
more a year to spend in 
retirement.

• Start saving early. The 
best way to supercharge 
your savings is to start as 
early as possible and give 
your money more chance 
to grow. This is primarily 
because of compound 
interest, the snowball 
effect that occurs when 
interest is added to your 
savings or investments.

• Think about working 
for longer if possible. 
Retirees who continue 
to work part-time in 
retirement have £1,700 
per annum more than 
those who don’t.

• Assess whether it is 
prudent to use your 
own property to fund 
retirement. Just 8 per 
cent of current retirees 
do this. Equity release can 
help unlock wealth.

Don’ts
• Rely on state pension for 

the early years of your 
retirement. The state 
pension age is due to rise 
to 67 by 2028 and 68 by 
2046, meaning people will 
need to work for longer 
until they can access state 
retirement support.

• Put off saving into a 
pension if you are self-
employed. The self-
employed expect to have 
£2,700 less per annum 
in retirement than their 
employed peers.

• Enter into non-advised 
drawdown without 
understanding the full 
ramifications of what a 
bad decision could cost 
you. Due to pension 
freedoms, consumers 
can now access 25 per 
cent of their pension pot 
tax-free, which can have 
a detrimental effect on 
the remainder of their 
pot if they don’t invest 
appropriately.

FE TRUSTNET
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Japan’s return 
to dividends 

Karen See, investment manager in Baillie Gifford’s Japanese Equities 
Team, says the roots of Japan’s poor dividend-paying culture can be 
traced back to World War Two – but things are finally changing

Ever wondered why Japanese 
companies have paid such 
meagre dividends?

Japan has a dividend pay-
out ratio around half that of other 
major markets. Many investors regard 
this as evidence that its companies 
lack a dividend culture. However, 
changes already implemented are 
having a positive impact on returns. 
And there is more to come.

We can trace the corporate Japan 
of today back to the start of World 
War Two. The military government 
wanted to channel resources into 
supporting the Japanese war effort. 
Dividend payments were suspended 
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Management is waking up 
to the fact that increasing 
productivity – rather than 
upholding a jobs-for-life 
culture – is crucial if Japan’s 
economy, and society 
at large, is to continue 
functioning

Advertorial feature
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in favour of re-investing capital in 
industrial production facilities, and 
bank lending overtook the securities 
market as the main source of 
corporate funding.

The average debt-to-asset ratio for 
companies by the start of the 1950s 
was over 60 per cent, compared 
to less than 30 per cent in other 
countries. Companies struggling 
to pay off debts undertook debt-to-
equity swaps in order to survive. 
As a result, the percentage 
of listed companies owned 
by financial institutions 
rose sharply. It was not only 
banks that owned more 
stocks – companies came 
together to form alliances to 
defend themselves against 
takeovers and outside 
influence.

After the war, Japan united to 
rebuild the country and the economy. 
A new social contract was drawn up 
where workers agreed to work hard 
without demanding high wages in 
return for job security. This is when 
lifetime employment and seniority 
pay, the two hallmarks of the 
Japanese employment system, were 
established. Even today, most senior 
managers rise through the ranks of 
the company. Loyalty is rewarded 
with a seat on the board. As a result, 

The value of your investment and 
any income from it can fall as well as 
rise and as a result your capital may 
be at risk.

  [ BAILLIE GIFFORD ]
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measures have introduced greater 
challenge to the way managers run 
the business. They can no longer rely 
on friendly cross-shareholders to 
keep them in their post, nor can they 
continue to ignore the interests of 
other shareholders.

The headlines look promising so 
far. Total returns have doubled in the 
past four years, through dividend 
pay-outs and share buybacks. The 
number of independent directors has 
risen dramatically, from 50 per cent of 
listed companies having none at all to 
90 per cent having two or more. And 
there are other subtle changes in the 
background.

One of the problems with corporate 
Japan from an investor’s perspective 
is that management’s strategic agenda 
is often detached from shareholders’ 
interests. One way of solving this is by 
increasing insider share ownership. 
In 2013, before the introduction of 
the two governance codes, only four 
companies in the TOPIX 500 had any 
form of stock-based compensation in 
place. This had risen to almost 350 by 
2017. Greater inside ownership should 
encourage those with executive power 
to think more like owners rather than 
simply as managers.

The dramatic rise in the number of 
independent directors on Japanese 
boards in recent years is promising. 
However, this is only the start if 
board dynamics are to change. 

Unless the role of these independent 
directors comes with explicit powers 
to challenge management and with 
well-defined governance duties, 
they could fail to have a meaningful 
impact on the way business decisions 
are made. There is more to be 
done, but it is pleasing to see the 
proportion of TOPIX 500 companies 
with a committee board structure 
having increased from 20 per cent to 
70 per cent in just two years.

Returning to dividend pay-
out levels, here too we can see 
a difference. This is evidenced 
by a greater portion of Japanese 
companies showing dividend-

related targets in their medium-
term plan. Only 8 per cent of the 
top 1,200 companies had an explicit 
dividend target in 2004; in 2016, the 
figure had risen to 43 per cent. This 
suggests that management teams 
are finally incorporating shareholder 
returns into their capital allocation 
decisions.

Many global income hunters 
exclude Japan from their strategies, 
thinking that its lack of shareholder-
friendly operations impedes the 
income Japanese companies can 
generate. We disagree. We think that 
a reforming Japan presents a unique 
proposition to investors. 

IMPORTANT INFORMATION & RISK FACTORS
Investments with exposure to overseas securities can be affected by changing 
stock market conditions and currency exchange rates. The fund’s share price 
can be volatile due to movements in the prices of the underlying holdings and 
the basis on which the Fund is priced. The fund’s exposure to a single market 
and currency may increase risk. 

This article does not constitute, and is not subject to the protections 
afforded to, independent research. Baillie Gifford and its staff may have 
dealt in the investments concerned. The views expressed are those of the 
manager, are not statements of fact, and should not be considered as advice 
or a recommendation to buy, sell or hold a particular investment. If you are 
unsure whether an investment is right for you, please contact an authorised 
intermediary for advice. Baillie Gifford & Co Limited is authorised and 
regulated by the Financial Conduct Authority (FCA) and is an Authorised 
Corporate Director of OEICs.

The index data referenced herein is the property of one or more third party 
index provider(s) and is used under license. Such index providers accept 
no liability in connection with this document. For full details, see www.
bailliegifford.com/legal 

their priority is safe-guarding their 
fellow workers’ jobs. This is one 
reason why Japan has the reputation 
of not being shareholder-friendly.

In many ways, the current system 
is outdated. It was made for the 
post-war recovery era. Japan has 
failed to adapt the system to reflect 
its new economic and social reality. 
However, it seems that change is now 
happening.

One driver is the need to counteract 
the effects of an ageing population, 
leading to a shrinking workforce. 
Management is waking up to the fact 
that increasing productivity – rather 
than upholding a jobs-for-life culture 
– is crucial if Japan’s economy, 
and society at large, is to continue 
functioning.

Under Prime Minister Shinzo 
Abe’s corporate reforms, companies 
are being pressured to unwind of 
shareholdings in other companies. 
The influence is diminishing of 
financial institutions that favoured 
interest repayment in place of 
dividend payment, cash hoarding 
ahead of growth investment and 
risk aversion over risk taking. Listed 
companies must now have at least 
two independent directors on their 
board and institutional investors 
are also required to be more active 
stewards of the business. These 
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At your own risk 

A string of court cases has brought into question how much 
responsibility SIPP administrators should carry for poor investments 
made by their clients, writes Pádraig Floyd 

T he self-invested personal 
pension (SIPP) has been 
considered the Rolls Royce 
of the pensions vehicle fleet 

for a number of years now, offering 
flexibility for those who want to do 
more than just invest in insured 
funds. However, recent court cases 
brought by disgruntled investors 
against SIPP administrators have 
somewhat tarnished its reputation. 
So, is it still up to the job? 

What’s the problem? 
The UK SIPP market has continued 
to see strong growth, generating 
£2.4bn of annual premium equivalent 
(APE) in 2017 according to research 
from GlobalData. This was a 55 per 
cent increase on the previous year. 
However, the number of complaints 
about SIPPs has also risen. 

Complaints tend to focus on a lack of 
due diligence conducted by the SIPP 
administration company. The problem 
arises from these vehicles being self-
invested, which allows investors 
considerable freedom as to what they 
do with their money. 

Some investors who experienced 
considerable losses or were victims of 
scams felt the SIPP companies could 
– and should – have done more to 
prevent them ploughing their money 
into high-risk assets. 

A victim of its own success?
The SIPP model became very popular 
after 2006’s tax simplification 
watershed, with new products 
proliferating. Since then, there has 
been clear segmentation of the SIPP 

Some investors who experienced considerable losses or 
were victims of scams felt the SIPP companies could – and 
should – have done more to prevent them ploughing their 
money into high-risk assets
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market, into what are referred to as 
“platform” or “streamlined” SIPPs and 
the bespoke alternatives. 

Platform SIPPs are stripped down, 
platform-based vehicles. They have 
limited, though extensive, investment 
options, but tend to exclude the 
mainstay of many bespoke SIPPs, 
commercial property. It is in the area 
of bespoke products that most of the 
exposure to the toxic assets associated 
with the complaints are to be found. 

The SIPP boom probably didn’t do 
much to help the industry, says Claire 
Trott, head of pensions strategy at 
Technical Connection and chair of 
the Association of Member Directed 
Pension Schemes (AMPS). 

“This led to a blurring of whose 
responsibility the investments 
are,” says Trott. “SIPP providers 
historically asked whether assets can 
be valued, but now there will be more 
onus on whether they are suitable 
investments.”

While there is a need for clarification 
about the role of SIPP administrators 
in dealing with execution-only 
clients, this is an unreasonable 
expectation for the majority of those 
who receive investment advice. 

“You can rightly complain to a 
provider if you’ve received a tax charge 
for being invested in an inappropriate 
investment,” says Trott, explaining that 
this is the role of a SIPP administrator. 

Your portfolio   [ SIPPs ]

mean SIPPs are not fit for purpose.
In a market that has around £300bn 

invested, less than £5bn is thought 
to be associated with “toxic assets”, 
although that is unlikely to be of 
much comfort to the individuals 
involved. Whoever is considered 
responsible, it is clear these 
investments were unsuitable for 
many plan holders who had relatively 
small funds and invested them all in a 
single high-risk or fraudulent asset. 

Clarification won’t necessarily 
prevent future frauds, either, says 
John Moret, a director of consultancy 
MoretoSipps, who has recently seen a 
highly sophisticated scheme designed 
to liberate tax-free cash early. This 
recycled money through a number of 
companies to make the investment 
appear legitimate. 

Just how far, asks Moret, should an 
administrator be expected to go in 
carrying out due diligence? 

In a market that has around 
£300bn invested, less 
than £5bn is thought to be 
associated with “toxic assets”, 
although that is unlikely to 
be of much comfort to the 
individuals involved

to have wide-ranging implications for 
the market. 

It is almost a year since the hearing, 
leading some commentators to warn 
the ruling will be complex and could 
leave many more companies open to 
complaints from investors.

This may cast something of a cloud 
over the market, but that does not 

“But if someone is giving you 
investment advice, then the investment 
advice should stop with the individual 
giving that advice.”

The right tool for the job
Although a number of companies 
have had rulings made against them, 
the Carey Pensions judgment is likely 
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WHOSE RESPONSIBILITY IS IT ANYWAY?
The last few years have 
seen a number of cases 
go through the courts that 
accuse SIPP administrators 
of mis-selling or a lack of 
due diligence.

The Berkeley Burke case 
is a challenge to a Financial 
Ombudsman Service 
ruling the SIPP provider 
was responsible for not 
determining whether a 
client’s specific unregulated 
investment was suitable. 

Berkeley Burke argues 
its responsibilities go only 
so far and that to uphold 
this ruling would mean 
SIPP providers will have 
to thoroughly vet all non-

standard investments. 
This may reduce the 
opportunities for investors 
if the provider feels the 
risks are too high and will 
increase charges. 

That would undermine the 
nature of these wrappers, 
which are designed to allow 
holders to self-invest. 

Another case brought 
against Carey Pensions 
involves an investor who 
claims he was mis-sold a 
pension. It hinges on Carey 
accepting an investment 
in a high-risk asset from an 
unregulated introducer.

Moret says there is a 
lack of clarity about the 

extent of a SIPP company’s 
responsibilities. 

The Berkeley Burke and 
Carey cases focus on a 
legal opinion concerning 
rules in place since 2007 
on the responsibility to 
protect investors. “There is 
a counter argument,” says 
Moret, “the regulator made 
little mention in its 2009 
thematic review about 
investment due diligence.”

AMPS had been seeking 
clarification on these 
responsibilities back in 
2012, but the FCA “didn’t 
engage helpfully with the 
industry at the crucial 
time”, says Moret.

Know your provider 
Investors must ensure the vehicle 
they wish to use is suitable for the 
job they need it to do. Many of those 
affected by these cases would not have 
invested had they known the true risk 
and therefore may not have selected a 
SIPP at all.

Caveat emptor remains imperative, 
but SIPPs are no more or less 
dangerous than they ever were. They 

are merely a tool for tax-efficient 
investment and you should always use 
the right tool for any job. 

If you are concerned, ask questions. 
A provider or adviser can indicate 
how much exposure a SIPP provider 
may have to toxic assets. But until the 
Carey judgment is released, confusion 
will remain about the extent to which 
a SIPP administrator should be 
expected to vet a client’s portfolio. 

Just right
Some larger providers operating 
platform SIPPs are concerned the 
rulings could cause collateral damage 
to the market as a whole. They would 
certainly welcome a stronger direction 
from the FCA to clarify the extent of the 
administrator’s role. 

A list of what the regulator considers 
to be appropriate assets would be 

useful, but few expect it to offer the list 
of permitted investments that existed 
until 2006. There is also little appetite 
for additional regulation. 

“The FCA already regulates the 
market pretty strongly,” says Tom 
Selby, a senior analyst at AJ Bell, “and 
what we’re seeing now from some of 
the cases and with certain providers 
leaving the market is as a result of that 
regulation. It just has something of a 
delayed effect.”

trustnet.com
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Getting 
under the 
skin

 Jamie Ross, manager of the 
Henderson EuroTrust, uses the 
example of Dutch technology 
company ASML to highlight the 
analysis applied to every potential 
holding in the portfolio 

W hen considering 
an investment for 
the Henderson 
EuroTrust portfolio, 

we tend not to focus on market 
noise or any technical factors; the 
main thing we are doing is trying to 
establish whether what we are looking 
at is a good company or not. This is a 
key part of the research process. 

There tend to be many features that 
most good companies have in common, 
but there are myriad characteristics 
and features to analyse that will be 
unique to each and every business. By 
undertaking detailed analysis of the 50 
or 60 companies we have on our radar 
(a portfolio of about 40 positions and 
a watch list of 10 to 20 names), we try 
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3D patterns onto silicon wafers; an 
essential part of the complex process of 
building up a transistor.

Over time, ASML has built up an 
extremely strong market position. 

to ascertain whether a business is a 
good business and if so, whether now is 
the right time to be invested or not. In 
this article we will highlight aspects of 
our process using one of our portfolio 
companies, Dutch lithography tool 
manufacturer ASML.

What does the company do?
Based in Veldhoven, Netherlands, ASML 
is the global leader in the production, 
sale and aftermarket care of lithography 
tools. Lithography tools are used by 
semi-conductor manufacturers to etch 

Historically, it has had two competitors 
(Nikon and Canon), but the huge 
investment burden (capital intensity 
and research & development 
intensity) has taken its toll on its 
competitors, leaving ASML with a 
market share of roughly 85% (80% 
share in immersion technology 
‘DUV’ and 100% market share in 
next-generation EUV technology). 
Without significant technological 
change, it is very difficult to see ASML’s 

The main thing we are doing 
is trying to establish whether 
what we are looking at is a 
good company or not. This 
is a key part of the research 
process

trustnet.com
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• These are the views of the author at the time of publication and may differ from the views of other 
individuals/teams at Janus Henderson Investors. Any securities, funds, sectors and indices mentioned 
within this article do not constitute or form part of any offer or solicitation to buy or sell them.

• Past performance is not a guide to future performance. The value of an investment and the income from it 
can fall as well as rise and you may not get back the amount originally invested.

• The information in this article does not qualify as an investment recommendation.

• For promotional purposes.

market share being challenged in 
the medium term. Crucially, ASML’s 
strong market position has been partly 
created through the support (equity 
investments) of their main customers 
(Samsung, Intel and TSMC).

Does this company generate strong 
return on invested capital (ROIC)?
The firm’s gross margins (total revenue 
minus cost of goods sold) are high 
at 47% and are expected to climb to 
more than 50% by 2020. The high 
overall gross margin is driven by 
the company’s market position and 
ensuing pricing power. 

Research and development (R&D) 
costs are relatively high at about 
€1.5bn per annum, making up 
around 14% of sales – the equipment 
used in the lithography tool-making 
process can be the size of a bus and 
cost several hundred million Euros, 
so the R&D burden is a big barrier to 
entry. Other operating costs make up 
only a few percent of sales, leaving 
an operating margin of around 28%. 
In terms of invested capital, most is 
tied up in working capital and in fixed 
assets used in the production process. 
Whichever way you cut the numbers, 
the above financial characteristics 
result in a business generating strong 
double digit ROIC, well above market/
industry averages.

Aside from the company’s ROIC 
profile, the other risk with ASML, as 
with any good company, is that the 
share price valuation is high. This is 
a relatively expensive stock with a 
2019 price-to-earnings* (P/E) ratio of 
around 27x, which is high versus other 
companies in the market. The high 
valuation means any doubts from the 
market about the company’s ability to 
deliver on its targets could see the share 
price underperform. So, the valuation 
itself makes it risky.

Is there scope for growth?
To some extent, we have covered the 
‘supply-side’ of the business above. 
As to the ‘demand-side’, a medium-
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term outlook of sustained (but cyclical 
from quarter-to-quarter) demand 
growth looks likely. Microchips have 
gone from something we associated 
mainly with computers, to something 
that we now see in televisions, mobile 
phones, watches, heating systems, fire 
alarms and locks, to name but a few – 
microchips have become completely 
ubiquitous, so we know the demand 
side is very healthy. The demand 
for microchips is likely to grow very 
strongly over the next 5-10 years as the 
trend towards the ‘internet of things’ 
continues to drive adoption.

Investment decision?
For us, ASML fits into a buy and hold 
strategy; we find the business very 
attractive on a long term basis and 
see a medium term outlook of high, 
sustainable ROIC together with plenty 
of means of capital deployment (an 
attractive and rare feature of a high 
return business). We might trim or add 
exposure around different events but 
principally we want to hold it for as long 
as possible. 

Advertorial feature
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What are the risks to 
the business and to this ROIC profile?
ASML currently has a very strong 
market position with very few clear 
challenges. In the absence of significant 
technological change, ASML is 
likely to continue to generate a very 
strong ROIC. However, this is a field 
of complex technology. It is more 
difficult to have a strong insight into 
this industry than with other more 
straight-forward businesses, like a 
drinks company, for example. With 
complex technology, big changes can 
happen very quickly that you don’t see 
coming at all and new players can come 
in with a completely new technology or 
approach. So the risk with ASML is the 
unknown; that a competing technology 
could come in and challenge the 
business’ market position, achieving the 
same thing but in a different, better way.

We find the business very 
attractive on a long term 
basis and see a medium term 
outlook of high, sustainable 
ROIC together with plenty of 
means of capital deployment

Glossary
Price-to-earnings (P/E) ratio: 

A popular ratio used to value a 
company’s shares. It is calculated by 
dividing the current share price by 
its earnings per share. In general, a 

high P/E ratio indicates that investors 
expect strong earnings growth in 
the future, although a (temporary) 

collapse in earnings can also lead to 
a high P/E ratio.
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Accidental 
heroes

The AIC’s Dividend Heroes – trusts 
that have consistently increased 
payouts over the long term – look 
like a quick fix to the retirement 
crisis. But, asks Anthony Luzio,  
is it really that simple?

A story published in FE 
Trustnet Magazine last 
year tested the inflation-
busting prowess of 

the AIC’s Dividend Heroes – the 
investment trusts that have increased 
their dividends for at least 20 years in 
a row – and found they passed with 
flying colours. You can read it here.

Of the 10 trusts that increased their 
payout to investors for the highest 
number of consecutive years, the 
average rate of dividend growth over the 
past decade was 80.73 per cent – more 
than triple the growth in the consumer 
prices index (CPI) over the same time.

This trend was not confined to the 
past 10 years, either: over 20 years the 
dividend growth rate among these 
trusts was 220.22 per cent and even 
the one with the lowest growth figure 
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TOP-10 DIVIDEND HEROES

Source: The AIC

ASSET MANAGEMENT:
ADDING VALUE EVERY STEP OF THE WAY

We know the UK property market inside out. 
And we’re confident that our understanding of 
the intricacies of property investment is second 
to none. So when we manage property assets, 
we aim to add value every step of the way.

Sweating the small stuff
We don’t just live and breathe property – 

we sweat it too. That’s because we know that 
sustainable returns depend on us getting the 
little things right. It could be getting the right 
tenants in a certain section of a retail park – 
perhaps combining two units to allow them to 
achieve the size of shop they want. Or it could 
be repurposing a building to allow it to benefit 
from changing market conditions. Whatever’s 
required, we ensure it gets done.

Keeping ahead of the curve
We always try to anticipate changes in the 

economy, the market and the requirements 
of our tenants. We like to think that we know 
what our tenants need before they do. By 
anticipating and meeting their requirements, we 
seek to maximise income and capital growth for 
our investors.

Ultimately, we aim to develop, nurture or 
even create assets that will be attractive to 
institutional investors in the long term. And 
we apply our energies to all of the assets 
in our portfolio and all of the units within a 
given property. We aren’t interested in merely 
polishing the ‘jewels in the crown’. Instead, we 
aim to create a portfolio that has quality all the 
way through.

EDISTON PROPERTY INVESTMENT COMPANY (‘EDISTON’) IS A UK-LISTED REAL ESTATE INVESTMENT TRUST (REIT) INVESTING IN COMMERCIAL 
PROPERTY THROUGHOUT THE UK  WWW.EPIC-REIT.COM 

This is a promotional document and its contents should not be construed as legal, tax, investment or other advice. Each prospective investor should 
make its own enquiries and consult its professional advisers as to the legal, tax, financial and other relevant matters and risks concerning any investment 
opportunity.
Whilst information contained in this document is believed to be accurate at the date of publication, it is subject to change and does not purport to 
provide a complete description of Ediston Property Investment Company Plc (the “Company”) or its future prospects or performance. Any forecast, 
projection or target is indicative only and not guaranteed. In particular, the payment of dividends and the repayment of capital are not guaranteed. Past 
performance is not a reliable indicator of future performance - the value of a stock market investment and any income from it can fall as well as rise 
and investors may not get back the amount invested.
The Company invests in property assets which can be highly illiquid, typically do not grow at an even rate of return and may decline in value, all of which 
may have a negative impact on the value of the Company.
To the fullest extent permitted by law, The Company, Ediston Investment Services Limited and their respective directors, advisers or representatives 
shall not have any responsibility or liability whatsoever for any loss (whether direct or indirect) arising from the use of this documents or its contents.
Issued and approved by Ediston Investment Services Limited which is authorised and regulated by the Financial Conduct Authority (FRN:706655)

Unlocking latent value
All of that involves hard work and attention 

to detail. It’s a painstaking process, and it’s one 
that is never complete. The requirements of 
tenants change, as do conditions in the local and 
national market. But our team’s long experience 
in property investment and management allows 
us to keep ahead of these changes and gives us 
a considerable competitive edge.

This competitive edge allows us to unlock 
the latent value in our portfolio. Maximising 
that value ensures greater satisfaction among 
our tenants and, therefore, stronger and more 
sustainable income streams for our investors.

Working with the best
Our small size and individual expertise allow 

us to be nimble in a way that big institutional 
investors can’t be. In managing the investment 
and upkeep of our portfolio properties, we draw 
on our local knowledge to ensure that we always 
work with the best people for the job and the best 
people for the asset in question – whether that’s 
a one-man outfit or a sizeable company. Where 
possible, we cut out the middlemen, ensuring 
better value for tenants and investors alike.

Our principle of working with the best applies 
to our own team too. With an average of over 20 
years’ experience in UK property, each member 
of our veteran team is energetic, painstaking 
and tenacious. Our collective knowledge covers 
all sectors of the property market in depth, and 
we work together to make that accumulated 
expertise count for our clients. ■
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“Always to be 
the best and 
distinguished  

above the rest.”
— Homer

EDISTON PROPERTY INVESTMENT COMPANY

City of London UK Equity Income 52 4.53
Bankers Global 52 2.33
Alliance Trust Global 52 1.83
Caledonia Flexible Investment 51 1.95
BMO Global Smaller Companies Global 48 1.15
F&C Global 48 1.63
Brunner Global 47 2.44
JPMorgan Claverhouse UK Equity Income 46 3.92
Murray Income UK Equity Income 45 4.38
Witan Global 44 2.5

AIC sectorTrust

Number of 
consecutive 

years 
dividend 

increased

Dividend 
yield at 

28/02/19 
(%)

raised its payout by more than double 
the 48.37 per cent increase in CPI.

Among all the fretting about how 
people will be able to afford ever-
lengthening retirements, is the answer 
staring you in the face? Why not just 
fill your portfolio with these Dividend 
Heroes, then sit back and enjoy an 
ever-increasing income stream?

The devil is in the detail
Adrian Lowcock, head of personal 
investing at Willis Owen, says that as 
with most things, the devil is in the 
detail and just because a trust is a 
Dividend Hero, it doesn’t mean it pays a 
particularly high dividend – for example 

while Scottish Mortgage has raised its 
dividend for 36 years in a row, its yield 
of just 0.62 per cent means you would be 
unwise to rely on it for income.

He adds that while there is a 
reasonable level of diversification 

“Even if you don’t need 
income, then bond exposure 
provides diversification. If 
you are looking at the long 
term, equities generally 
outperform bonds, but it is a 
volatile ride”

https://www.epic-reit.com/news/ediston-property-investment-company-epic-for-income/
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As contrarian investors, we prefer to plot our own course 
rather than follow the herd. We often speak about our quest 
to find ‘ugly ducklings’, companies that are shunned by 
others but offer a real prospect of improvement. And while 
the obvious upside to this approach is the potential for share 
price appreciation, it can also offer another valuable source of 
returns as unfashionable companies often have higher than 
average dividend yields.

Seeing the value in ugly ducklings
It goes without saying that the ‘ugly ducklings’ we choose are unloved, 

but we believe that they have the potential to improve their businesses. 
The ability to adapt and thrive over the longer term often comes down to 
how much flexibility or control the company has to make needed change. 
A sustainable dividend from such companies is attractive to us as it offers 
a return while we wait for our thesis to unfold. 

Of course, not every investment in our portfolio pays dividends and 
we wouldn’t necessarily overlook a prospective investment for that reason. 
A company navigating the low point in its cycle might opt to forgo a 
dividend to reinvigorate its business. This prudent approach can hasten 
the company’s recovery and potentially allow more sustainable dividend 
payments to recommence. Indeed, a dividend reinstatement can be an 
important signal that the company’s rehabilitation is gaining traction. 

This scenario is currently playing out at Tesco, one of our biggest 
holdings. Tesco cut its dividend after a difficult period, during which profits 
fell and discounting rivals gained market share. Since then, the company 
has regained its footing, allowing management to reintroduce the dividend. 

As long-term investors, we have time on our side as we wait for a 
nascent recovery to become established. Patience is key to contrarian 
investing. A certain fortitude is also required to withstand the anxiety and 
negativity of the market, while holding steadfastly to our convictions. But 
the potential pay-off can be more than worth the wait.

From sour grapes to an exceptional vintage
One of the most notable successes of this patient approach is Treasury 

Wine Estates, formerly the biggest holding in our portfolio. We invested 
in this company in August 2015, when it was very much out of favour. 
The catalyst for change was a new management team, whose strategy 
transformed the business from an ‘ugly duckling’ to an elegant swan 
before, we decided to sell our stake (or, to continue with the metaphor, it 
flew our nest) leaving a £39 million profit – almost three times our original 
investment. Not all of our investments are so fruitful but examples such as 
this demonstrate the potential pay-off from being patient.

A CONTRARIAN APPROACH 
CAN PAY DIVIDENDS 

RISK WARNING
Please remember that past performance may not be repeated and is not a guide for future performance. The value of shares and the income from them 
can go down as well as up as a result of market and currency fluctuations. You may not get back the amount you invest. The Scottish Investment Trust PLC has a 
long-term policy of borrowing money to invest in equities in the expectation that this will improve returns for shareholders. However, should markets fall these 
borrowings would magnify any losses on these investments. This may mean you get back nothing at all. Investment trusts are listed on the London Stock 
Exchange and are not authorised or regulated by the Financial Conduct Authority. Please note that SIT Savings Ltd is not authorised to provide advice to 
individual investors and nothing in this article should be considered to be or relied upon as constituting investment advice. If you are unsure about the suitability 
of an investment, you should contact your financial advisor. Issued and approved by SIT Savings Ltd, registered in Scotland No: SC91859, registered office:  
6 Albyn Place, Edinburgh, EH2 4NL. Authorised and regulated by the Financial Conduct Authority.
Telephone: 0131 225 7781 | Email: info@thescottish.co.uk | Website: www.thescottish.co.uk

Retail – down, but not out
An example of where we currently see unloved opportunities is the 

retail sector. The popular view is that the high street is on its last legs 
with several prominent names succumbing to difficult trading conditions 
in recent months. By contrast, some online retailers such as Amazon are 
hugely in favour.

For some time, we’ve been sifting through prospective investments in 
the retail sector that meet our unloved criteria. One such company is Marks 
& Spencer, where we believe signs of improvement are starting to appear. 
Marks & Spencer has been revitalising its product lines, overhauling the 
pricing strategy and transforming its operations. While we wait for the 
company’s improving prospects to be more widely recognised, the shares 
pay an attractive, sustainable dividend.

Enduring growth
Paying dividends to our own shareholders has also been part of our 

131 year heritage. We've recently increased the frequency of our dividend 
payment to quarterly, aligning more with the desires of the majority of 
our shareholders. One of our aims is to grow the dividend ahead of UK 
inflation and this is supported by a record of raising or maintaining our 
regular dividend at least each year since the Second World War. However, 
it should be remembered that dividends are not guaranteed and can fall 
as well as rise. ■
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on this list in terms of geographical 
exposure, the fact is these trusts are 
almost entirely focused on equities.

“If you are investing for income, I 
think bond exposure is essential,” 
he says. “But even if you don’t need 
income, bond exposure provides 
diversification. Equities generally 
outperform bonds over the long term, 
but it is a volatile ride. The question is 
never what is the best performing asset 
class, it is what can you stomach?”

Jason Hollands, managing director 
of Bestinvest, agrees with him, 
pointing out there are few investment 
trusts focused on the bond market.

“Most investment trusts are focused 
on equities or alternatives. If you 

are constructing a portfolio that will 
give you a mixture of income and 
growth, the reality is that while you 
will want a good slice of equities, you 
will also want to look at things like 
commercial property, for example, 
because rental income can be a good 

It is important to note the 
Dividend Heroes are not 
doing anything magic – they 
are simply holding back 
part of the dividend which 
rightfully belongs to the 
shareholder anyway

https://thescottish.co.uk/live-long-and-prosper-sc
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source of yield. You will also want to 
consider holding some fixed income 
in your portfolio, but frankly you are 
going to get more choice in OEICs 
or unit trusts for that bit than in 
investment trusts.”

Don’t look down
But surely the notion of increased 
volatility in a trust’s share price is 
irrelevant if you are only interested 
in the dividend, which is going up 
anyway? On this point Lowcock says 
it is important to note the Dividend 
Heroes are not doing anything magic 
– they are simply holding back part of 
the dividend which rightfully belongs 
to the shareholder anyway.

“I don’t know if anyone has done 
any work on comparing the Dividend 
Heroes to how an open-ended equity 
income fund performs, but I don’t 
think you would necessarily see a 
massive amount of difference on a 
total return basis,” he adds.

“All that is happening is one is 
smoothing the dividends, while the 
other is paying them out all at once so 
the income will be more volatile. This 
is not so great for an income seeker, but 
you get a slightly higher yield and your 
total return is going to be very similar.”

However, Annabel Brodie-Smith, 
communications director at the AIC, 
claims this is missing the point.

“If you are in retirement, you need 
reliable dividends so you avoid 

unexpected drops in income which 
could affect your lifestyle,” she says.

“The investment company can retain 
up to 15 per cent of the income it 
receives in its revenue reserve to boost 
dividends when times are tough. This 
income does not go anywhere but is 
retained as part of the shareholders’ 
assets to be distributed when needed.
Shareholders choose to invest in 
these investment companies because 
of their consistent income records 

and the company structure allows 
shareholders a say in how the 
company is run – including its 

dividend policy.”

Just nostalgia?
Of course, while 20 years of dividend 
increases sounds like a long time, 
it is worth bearing in mind that it is 
one-third of the 60-year retirement 
that many analysts say will not be 
uncommon for children born today.

For Hollands, the most important 
point to bear in mind about the 
Dividend Heroes is the list is based on 
backwards-looking data, which is not 
necessarily a guide for the future.

“Like anything, there are limits 
to how much you can rely on past 
patterns of behaviour,” he adds. 
“Trusts can change their strategy, they 
can change their fund manager, they 
can change their board. I would never 
advocate building a portfolio entirely 
based on one set of criteria.”

“But it is not a bad starting point.” 

While there is danger that novice 
investors may see a label such as 
Dividend Hero and throw their

money at it without doing any 
research, Sue Noffke, manager of 
Schroder Income Growth, thinks

this is less likely with the average 
investment trust owner.

“I enjoy the AGMs for the trusts 
because you get to interact with the 
end investor and they are

passionate,” she says. “They know as 
much about the trust and the holdings 
as you and the board do – I love the 
level of questioning that comes.”

She adds the typical investor in 
Schroder Income Growth tends 

to own a range of trusts.
“They understand all the 

various levers that a closed 
ended vehicle offers. They 
are typically much longer 

term, quite fundamental 
investors, rather than ones

trying to chase fads and 
fashions.”

A different class

“If you are in retirement, you 
need reliable dividends so 
you avoid unexpected drops 
in income which could well 
affect your lifestyle”
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Source: FE Analytics

MANAGER: Ben Griffiths / LAUNCHED: 26/11/2008 / FUND SIZE: €214.51m / OCF: 1.12%

FACT BOX

FE CROWN RATING

T. Rowe Price European 
Smaller Companies 
Equity (390.25%)

MSCI Europe 
Small Cap 
(337.29%)

IA European 
Smaller Companies 
(290.92%)

T. Rowe Price 
European Smaller 
Companies Equity

This fund is up by close to 400 per cent over the past decade, despite 
operating in an unfancied area of the market   

T here are numerous reasons 
why people may be put off 
investing in Europe, including 

tight labour laws, a sluggish economy 
and fears about the future of the 
eurozone. These factors may help 
to explain why at £2.9bn in assets 
under management, the IA European 
Smaller Companies sector is one of 
the smallest in the IA universe. 

However, as well as one of the 
smallest, it is also one of the best 
performing over the long term, its gains 
of 290.92 over the past 10 years being 
the fifth highest of all peer groups.

One fund that has bettered this 
outstanding figure is T. Rowe Price 
European Smaller Companies Equity, 
up 390.25 per cent in the past decade. 
This figure is no flash in the pan either 
and it holds the joint record with two 
other funds for the most consistent 
performance over the past decade, 
beating the sector average in eight of 
the past 10 calendar years. 

PERFORMANCE OF FUND VS SECTOR AND INDEX OVER 10YRS

The fund’s manager Ben Griffiths 
is supported by three investment 
analysts dedicated to European 
smaller companies, who together 
aim to identify high-quality durable 
growth businesses. In particular they 
aim to establish the durability and 
cyclicality of growth and the potential 
rewards of innovation. 

The analysts at FE Invest said that 
despite Griffiths’ relatively short 
tenure – he only joined the fund at the 
start of 2016 – he has proved he can 
add value through stock selection, 
while the small size of the fund allows 
it to be true to its strategy.  

However, they warned the fund has 
some exposure to the UK, meaning 
investors with existing UK small-cap 
exposure in their portfolios should be 
mindful of the overlap. 

“The fund would be best suited in a 
portfolio alongside a fund with broad 
large-cap UK and/or a European (ex-UK) 
equity exposure,” the analysts added.

When recently asked for the key 
contributors to the fund’s success, 
Griffiths highlighted two elements in 
particular: taking a long-term horizon 
and having conviction in his risk-taking.

“The way for me to destroy value 
would be to start worrying about 
delivering over the next six months 
and moving my sectors around to 
whatever I believe is going to work 

in the next six months, which would 
probably be wrong,” he said.

“We also accept that we must take a 
risk on an individual stock or name 
to generate good performance. We 
have not been scared by valuations 
moving up in high-growth companies 
and structural winners, and we have 
stuck with them. That has been really 
important in driving these returns.” 
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IA UK All Companies 
(107.35%)

R&M UK Recovery 
(212.93%)

FTSE All Share 
(107.82%)

Source: FE Analytics

MANAGER: Hugh Sergeant / LAUNCHED: 17/07/2008 / FUND SIZE: £267.6m / OCF: 1.1%

FACT BOX

FE CROWN RATING

R&M UK Recovery

Hugh Sergeant’s fund is famous for its high risk/reward trade-off – so is 
definitely not one for the faint-hearted 

O ne of the most colourful 
notes produced on UK funds 
is Square Mile Investment 

Consulting & Research’s take on R&M 
UK Recovery, which says: “This fund 
is a little like a whisky drinker who 
prefers his tipple not only neat, but at 
full cask strength. Investors need either 
an iron constitution or to recognise 
that a little may go a long way.”

Data from FE Analytics shows why 
this is the case: R&M UK Recovery has 
been one of the most volatile funds in 
the IA UK All Companies sector since 
launch in July 2008, with a maximum 
drawdown of 41.28 per cent.

“We have a high regard for 
[manager Hugh Sergeant] who has 
been investing in recovery-type 
stocks throughout his career and he 
has built an enviable performance 
record running similar mandates,” 
Square Mile added. “However, this is 
a high-risk, high-return strategy that 

PERFORMANCE OF FUND SINCE LAUNCH 
VS SECTOR AND BENCHMARK

really needs to be considered over 
the long term.”

FE data shows the strategy has indeed 
paid off over the long run for anyone 
willing to put up with the volatility. 
Between inception and the end of 
February 2019, the fund posted a total 
return of 212.93 per cent – ranking it 
19th out of the 196 funds in its sector.

As its names suggests, the fund 
is built around recovery stocks, or 
companies that have suffered an 
adverse period of performance and 
are unloved by most investors.

Recovery stocks do have the 
potential for share-price upside but 
this comes at the expense of more 
volatility and means they can be 
particularly vulnerable in a market 
sell-off. 

However, Sergeant is mindful of 
this and will add to stocks that are 
“safer” when he believes the market 
is looking extended.

The manager recently highlighted 
four investment styles that 
underperformed in 2018 but that he 
expects to rebound strongly in the 
months ahead.

These are: risk (“the market decided 
to sell anything with any perception 
of risk attached to it”); value (“an ever-
increasing hunting ground of stocks 
on bargain-basement multiples”); UK 

small and mid caps (“last year saw a 
significant pullback”); and recovery 
(“there is now a real opportunity 
to buy recovery stocks at very low 
valuations”).

The fund’s largest holdings include 
HSBC, BP, Shell and Lloyds. Its biggest 
sector weightings are to financials 
(27.2 per cent), industrials (16.6 per 
cent) and oil & gas (15.9 per cent). 
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 Alliance Trust (10.93%) MSCI AC World (9.40%)IT Global (20.30%)

Source: FE Analytics

MANAGER: Willis Towers Watson / LAUNCHED: 21/04/1888 / DISCOUNT/PREMIUM: -4.75% / 
OCF: 0.62%

FACT BOX

FE CROWN RATING

Alliance Trust

This trust has been around since the 1800s, but has undergone some 
radical changes in the past few years

H aving been around for 
130 years, Alliance Trust 
is one of the oldest and 

largest closed-ended strategies in the 
industry. Yet, in its latest incarnation, 
it has undergone some radical 
changes.

The company has shed its investment 
subsidiary and is in the process of 
disposing of its savings arm, becoming 
a more traditional investment trust.

Willis Towers Watson was appointed 
in April 2017 to oversee the trust’s 
investment activities, creating a 
portfolio made up of eight global 
equity managers, each in charge of 
approximately 20 stocks.

It now aims to outperform the MSCI 
AC World index by 2 percentage points 
per annum after costs over rolling 
three-year periods. It has so far made 
10.93 per cent compared with 9.4 per 
cent from its benchmark.

“Half the managers have 
outperformed and half the managers 

PERFORMANCE OF TRUST VS SECTOR AND  
BENCHMARK UNDER MANAGEMENT TENURE

have underperformed, but the 
managers that have outperformed 
outperformed by more than the 
managers that underperformed,” said 
Craig Baker, chief investment officer of 
Willis Towers Watson.

“If you had asked me what I hoped to 
see 22 months ago it would be pretty 
much this, otherwise that would imply 
that you have a style bias.”

The trust’s managers include names 
such as Jupiter’s Ben Whitmore and 
River & Mercantile’s Hugh Sergeant. 
Mandates are also managed by 
boutique firms including Black Creek 
Investment Management, Sustainable 
Growth Advisers, Veritas and Lyrical 
Asset Management.

Eight different managers with 
eight different approaches mean the 
portfolio is relatively diversified in 
terms of geography and sectors, with 
no stock representing more than 2 
per cent of assets. The top-20 account 
for less than a quarter of the trust’s 

holdings and, as such, performance is 
not driven by one or two ideas.

Baker added: “We’ve been doing 
this approach for many years in the 
institutional space and the idea was 
to bring best practice to the retail 
space. It’s been a tough time for active 
managers but we’ve outperformed.”

The trust is also one of the AIC’s 
Dividend Heroes, with a track record 
of increasing its payout in every one 

of the past 52 years. Its current yield 
stands at 1.8 per cent.

It is currently trading at a discount of 
4.75 per cent, compared with 5.9 and 
6.9 per cent from its one- and three-
year averages, respectively.

While some investors are wary of 
the costs involved in a multi-manager 
strategy, Baker said Alliance Trust’s 
low charges compare favourably with 
similar open-ended strategies. 
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The return of volatility last year and the desynchronisation of asset 
classes could offer strategic bond fund managers a chance to 
demonstrate their skill, writes Holly Black  

Time to shine

I n theory, a strategic bond fund 
seems like the perfect choice for 
investors looking for exposure 
to fixed income. These vehicles 

mean you can leave it to the manager 
to decide how best to split your money 
across the various types of credit, even 
as the cycle matures or talk of interest-
rate rises ramps up. The managers have 
the flexibility to invest across the entire 
fixed income spectrum including 
government bonds, corporate debt and 
asset-backed securities.

With so much uncertainty in the 
current investment landscape, this 
ability should make strategic bonds 
more appealing than ever before. But 
investors need to do their homework 
before they make a choice in this 
82-strong sector. 

Part of the problem, says Alex Moore, 
head of collectives at Rathbones, is 
that the parameters are fairly loose 
compared with other sectors. Some 
funds will focus on total return, others 
on yield; some will 
be fairly vanilla 
while others will 

In focus   [ SECTOR PROFILE ]

FE TRUSTNET

longer move in tandem. But this 
desynchronisation could be a good 
time for strategic bonds to shine; when 
markets are less correlated, managers 
can show their skill. 

Caught out
Andrew Jackson, head of fixed 
income at Hermes Investment 
Management, thinks some managers 
could get caught out by this change. 
He explains: “We have had this super 
benign environment year-on-year 
where every dip should be bought and 
there is a real danger investors become 
complacent. Not just about market 
movements but liquidity and managing 
risks; some may be too aggressive and 
some may be too cautious.” 

The scope for managers to get caught 
out was made all too clear after the 

“High yield has been a 
popular bias in recent years 
because it tends to be more 
correlated to equities, which 
have done very well”

use derivatives to meet their goals; and 
some will spread their money across a 
range of credit types while others will 
have a strong bias towards one area. 

An uncertain appeal
Moore says: “High yield has been a 
popular bias in recent years because it 
tends to be more correlated to equities, 
which have done very well, and 
also produces a higher income, 
which is appealing at a time when 
interest rates are low.”

The appeal of this sector 
at times of 
uncertainty 
is clear 
from the latest 
Investment 

Association figures, which reveal it 
was the third best-seller in December 
with investors piling £203.7m into 
these funds as markets dropped. IA 
Sterling Strategic Bond now holds 
£50.3bn of assets. 

Among the issues these funds are 
currently navigating include Brexit, a 
trade war between the US and China 
and the unwinding of quantitative 
easing by central banks across the 
globe. Volatility returned in 2018, 

shocking investors who had 
become used 

to seeing 
markets rise 

in a steady 
line, and 

asset 
classes 

no 
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financial crisis, in 2009, when many 
made the wrong calls. Rob Morgan, 
investment analyst at Charles Stanley, 
says: “Ideally a fund should aim to add 
value in terms of tactical allocation 
as well as stock selection within its 
different buckets. But it can be argued 
that a number of funds in the Strategic 
Bond sector have not been strategic 
enough. Few managers moved into 
gilts or high-quality bonds in a 

meaningful way to escape 
the worst of the fallout 

in 2008 and 2009, for 
example.” 

Front and centre in 
the bond world at the 

moment is the US, 

which has led the way in hiking interest 
rates. However, the Federal Reserve’s 
hawkish stance was blamed for the 
volatility at the end of 2018 and, as a 
result, the hikes have been paused. But 
this changes the landscape for bond 
investors, who had expected further 
increases this year.

Tom Becket, chief investment officer 
at Psigma, says the idea of upside 
pressure to US interest rates is now 
somewhat outdated. 

“We are actually probably closer to 
more QE than people think; growth 
is slowing and lots of treasury bonds 
are coming to market and if they’re 
difficult to sell, the Fed will have to step 
in,” he says. 

Default settings
In the US, the fear was higher interest 
rates would hinder the economy, 
putting pressure on credit markets 
and increasing the likelihood of 
defaults. While governments are still 
pumping money into the system 

and borrowing remains cheap, 
the risk of default is perceived 

as much lower.
In emerging markets, 
meanwhile, the main worry 

is the strength of the dollar, 
which increases borrowing 
costs and puts pressure 
on economies which in 
many cases are already 
vulnerable.

  [ SECTOR PROFILE ]

So how are managers reacting to 
these changes? Jackson has been 
reducing his exposure to less liquid 
positions such as asset-backed 
securities. He is focusing on high-
quality investment grade debt 

PERFORMANCE OF SECTOR VS INDEX OVER 20YRS

Source: FE Analytics

“We have had this super 
benign environment 
year-on-year where every 
dip should be bought 
and there is a real danger 
that investors become 
complacent”
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IA Sterling Strategic Bond (135.91%) FTSE All Share (169.56%)
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with longer duration and is also 
overweight emerging market credit 
where he believes “the baby has been 
thrown out with the bath water”. 

The manager thinks there are good 
opportunities in financials and large 
telecoms companies in the sector. 
He adds: “There are also nuggets of 
gold to be found in the UK because 
it is uncomfortable to invest there at 
the moment.” 

Jackson is more concerned about 
the US and China, as well as the 
weakening German economy and 
how that could impact Europe.
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The core holding:
Janus Henderson 
Strategic Bond
Morgan rates the 
“genuinely unconstrained 
approach” of Janus 
Henderson Strategic Bond’s 
managers John Pattullo and 
Jenna Barnard, who take 
decisions on countries, 
sectors and credit 
ratings. “This flexibility, 
combined with the depth 

of resource and experience 
of the managers, affords 
the chance for good 
performance irrespective 
of market conditions,” he 
says. “It makes a good core 
holding in a fixed interest 
portfolio.” The fund has 
made 18.66 per cent over 
five years, compared with 
gains of 17.16 per cent from 
the sector. The current 
yield is 2.9 per cent.

The specialist play: 
TwentyFour Dynamic 
Bond
Becket rates TwentyFour 
Dynamic Bond due to 
its record of generating 
good returns in the UK and 
European markets. “It’s not 
just equities where value 
opportunities exist,” he 
says. “The major sell-off in 
credit markets late last year 
threw up sensational value 

for nimble investors.” The 
team is currently upbeat 
on the financial sector, 
with debt from Coventry 
Building Society and Banco 
de Sabadell among its top 
holdings. The fund has 
made 20.7 per cent over the 
past five years, a second-
quartile figure, but is in the 
bottom quartile over the 
past 12 months. It is yielding 
4.5 per cent.

“Relatively aggressive”:
Artemis Strategic Bond
Becket also like Artemis 
Strategic Bond, which 
invests in corporate debt 
and US treasuries. He says: 
“Managers James Foster and 
Alex Ralph are discerning 
and selective. I like that they 
are willing to make big asset 
allocation calls.” FE Invest 
describes it as a “relatively 
aggressive strategic bond 

fund” that would suit 
investors who are prepared 
to take more risk in pursuit 
of yield or total return. “The 
fund has a strong record of 
outperforming when credit 
conditions improve, so 
should suit those who see 
the economy as improving,” 
it adds. The fund has made 
21.04 per cent over five years, 
a second quartile figure. It is 
yielding 3.57 per cent. 

Name 1yr (%) 3yr (%) 5yr (%) 10yr (%)

Artemis Strategic Bond  -0.32 18.62 21.04 129.84

Janus Henderson Strategic Bond  1.59 12.91 18.66 119.95

TwentyFour Dynamic Bond  -0.66 18.81 20.7 N/A

IA Sterling Strategic Bond 0.58 13.74 17.16 93.35

Tougher days ahead
Conversely, Francois Kotze, 
assistant portfolio manager of the 
Man GLG Strategic Bond fund, is 
keeping a “healthy exposure” to 
core government bonds including 
US treasuries, gilts and German 
bunds. He says: “We are also looking 
for corporate bonds of companies 
where the management is planning 
debt buybacks, rather than share 
buybacks, to fortify the balance sheet 
for tougher days ahead.”

Regardless of their strategies, many 
bond managers agree that more 
volatility is to be expected and that 
while the first seven weeks of the 
year saw the sector reverse the losses 
of 2018, this trend is unlikely to 
continue. “I think the days of capital 
returns are gone and the best strategy 

“The days of capital returns 
are gone and the best 
strategy now is clipping 
coupons and making sure 
you’re diversified”

PERFORMANCE OF FUNDS VS SECTOR 

Source: FE Analytics

now is clipping coupons and making 
sure you’re diversified,” says Becket. 
He favours funds with exposure to 
specialist assets such as mortgage-
backed securities and those which are 
smaller and therefore more nimble 
with their allocations. 

Stay in control
Becket is sceptical of many of 
the funds in the sector and says 
some investors may be better off 
controlling their asset allocation 
rather than outsourcing it to a 
strategic bond fund manager. 

In focus

Rob Morgan, investment analyst 
at Charles Stanley, adds: “While 
flexibility is certainly a good thing, 
strategic bond funds are not for 
everybody and in particular may not 
be for those relying on a predictable 
and steady income. These managers 
tend to aim for total return rather 
than income so yields can be lower 
or may change as the manager shifts 
the portfolio.”  

https://www.trustnet.com/factsheets/o/he72/janus-henderson-strategic-bond-i-inc
https://www.trustnet.com/factsheets/o/he72/janus-henderson-strategic-bond-i-inc
https://www.trustnet.com/factsheets/o/buh9/artemis-strategic-bond-i-quarterly-acc
https://www.trustnet.com/factsheets/o/0k5s/man-glg-strategic-bond-c-professional-acc
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Sources: Age UK, James Vaupel, ONS. Figures for UK unless otherwise specified. 

FE TRUSTNET

Our ageing population

– age at death 
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the oldest person 
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The A-list:
Part II

In the second of a two-part 
special, AltRetire’s John Blowers 
finds out which funds have made 
it on to every platform’s buy-list

  [ PLATFORMS & PENSIONS ]

trustnet.com

L ast month, John 
Blowers began to 
scrutinise the buy-lists 
of five popular platforms 

to see how much agreement 
there was between each one. 
He then checked whether this 
corresponded with table-
topping performance and 
the maximum FE Crown 
Rating.

The first article in the 
two-part series covered 
funds in areas such 
as Asia, emerging 
markets, Europe, 
corporate & 
government 
bonds, ethical and 
Europe.

Here, he 
finishes the 
job. 

FE TRUSTNET trustnet.com

There is little overlap 
in terms of global 
funds, although 
Fidelity Global Special 
Situations (18th by five-
year performance), 

Newton Global Income 
and Rathbone Global 
Opportunities have been 
picked twice each. 

The top three funds by 
performance over five 

years are Morgan Stanley 
Global Opportunity, 
Lindsell Train Global 
Equity and Fundsmith 
Equity, all with five FE 
Crowns. 

Global

Hargreaves 
Lansdown AJ Bell Youinvest Barclays Fidelity Interactive 

Investor

The Wealth 50 Favourite Funds Barclays Fund List The Select 50 Super 60

Lindsell Train 
Global Equity

Baillie Gifford 
Global Alpha

Janus Henderson 
Global Sustainable 

Equity

BNY Mellon Long-
Term Global Equity

iShares Core / 
MSCI World ETF

Jupiter Global 
Value Equity

Fidelity Global 
Special Situations - Fidelity Global 

Special situations Fundsmith Equity

Rathbone Global 
Opportunities

Fidelity Index 
World Fund - Rathbone Global 

Opportunities
F&C  

Investment Trust

Newton Global 
Income

Newton Global 
Income - -

Standard Life 
Global Smaller 

Companies

Artemis Global 
Income

Schroder Global 
Recovery - - Scottish 

Mortgage IT

L&G International 
Index Trust

Standard Life 
Global Smaller 

Companies
- - Artemis Global 

Growth

TB Saracen Global 
Income & Growth - -

iShares Core MSCI 
World - -
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Hargreaves Lansdown is unique in singling out high income funds in its list, 
so there is no sector to compare against.

Japan, with just 72 
funds in the sector, 
sees some of the highest 
agreement between the 
platforms with Schroder 
Tokyo (ranked 19th by 
five-year performance) 

and Man GLG Japan 
Core Alpha (ranked 
14th) picked three 
times. Both have four FE 
Crowns.

The only fund on 
the list with five FE 

Crowns is Lindsell 
Train Japanese Equity, 
which is the second-
best performer over five 
years. It only appears 
on Interactive Investor’s 
Super 60.

High income Japan

Hargreaves 
Lansdown AJ Bell Youinvest Barclays Fidelity Interactive 

Investor

The Wealth 50 Favourite Funds Barclays Fund List The Select 50 Super 60

EdenTree Higher 
Income - - - -

Royal London 
Sterling Extra Yield 

Bond
- - - -

LF Woodford 
Income Focus - - - -

Artemis High 
Income - - -

Hargreaves 
Lansdown AJ Bell Youinvest Barclays Fidelity Interactive 

Investor

The Wealth 50 Favourite Funds Barclays Fund List The Select 50 Super 60

Schroder Tokyo Schroder Tokyo - Schroder Tokyo Baillie Gifford Shin 
Nippon

Man GLG Japan 
Core Alpha

Man GLG Japan 
Core Alpha

Man GLG Japan 
Core Alpha

Baillie Gifford 
Japanese

Lindsell Train 
Japanese Equity

iShares Japan 
Equity Index

iShares Japan 
Equity Index - Aberdeen Japan 

Equity
HSBC Japan  

Index

Vanguard FTSE 
Japan - - Legg Mason IF 

Japan Equity
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This is another tricky category 
that isn’t represented fairly across all 
platforms. However, Baillie Gifford 
Managed ranks highly, is fourth in its 
sector over five years and FE Trustnet 

agrees too, with the fund awarded five 
FE Crowns.

The best performer over five years 
is Royal London Sustainable World 
Trust, according to FE Analytics.  

The North America sector has some 
overlap, with JPMorgan US Equity 
Income proving popular. This is a little 
surprising given it is 59th out of 113 
funds in its sector over five years.

Artemis US Smaller Companies also 
appears on two lists, but has yet to 
celebrate its five-year anniversary.

The top performer is Baillie Gifford 
American, which has three FE Crowns. 

Mixed investment North America 

Hargreaves 
Lansdown AJ Bell Youinvest Barclays Fidelity Interactive 

Investor

The Wealth 50 Favourite Funds Barclays Fund List The Select 50 Super 60

Baillie Gifford 
Managed - - - Artemis Monthly 

Distribution

Schroder Managed 
Balanced - -

Hargreaves 
Lansdown AJ Bell Youinvest Barclays Fidelity Interactive 

Investor

The Wealth 50 Favourite Funds Barclays Fund List The Select 50 Super 60

Legg Mason IF 
Royce US Smaller 

Companies
Artemis US Select -

Fidelity North 
American Special 

Situations

North American 
Income IT

L&G US Index Trust Artemis US Smaller 
Companies - Schroder US Mid 

Cap
Artemis US Smaller 

Companies

iShares Core S&P 
500 - JPM US Select Vanguard US 

Equity Index

- JPMorgan US 
Equity Income

JPMorgan US 
Equity Income

JPMorgan US 
Equity Income

Merian North 
American Equity

- - - Merian North 
American Equity

LF Miton US 
Opportunities

FE TRUSTNET
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At last, there is some concurrence 
in the global/strategic bond sectors, 
with Jupiter Strategic Bond on three 
buy-lists. However, its five-year 
performance is average compared with 
its IA Sterling Strategic Bond peers.

M&G is popular, with some 
agreement around the Global Macro 
Bond fund (ranked 44th of 150 IA 
Global Bonds funds by five-year 
performance, with three FE Crowns), 
which was also named on three lists.

Strategic/global bonds 

Hargreaves 
Lansdown AJ Bell Youinvest Barclays Fidelity Interactive 

Investor

The Wealth 50 Favourite Funds Barclays Fund List The Select 50 Super 60

Artemis Strategic 
Bond

Artemis Strategic 
Bond

Schroder Strategic 
Credit - Marlborough 

Global Bond

M&G Global Macro 
Bond

M&G Global Macro 
Bond

M&G Inflation 
Linked Corp Bond

M&G Optimal 
Income Sterling

M&G Global Macro 
Bond

Invesco Tactical 
Bond

Fidelity Strategic 
Bond - Fidelity Strategic 

Bond
M&G Emerging 
Markets Bond

Jupiter Strategic 
Bond

iShares Global 
Government Bond

Jupiter Strategic 
Bond

Jupiter Strategic 
Bond

Royal London 
Global Bond 

Opportunities

- - - - Vanguard Global 
Bond Index

There is some agreement in the total return sector, but not much. Invesco 
Global Targeted Returns and Aviva Multi-Strategy Target Return were named 
by two of the five platforms. Invesco’s fund ranked 27th of 77 in the five-year 
performance tables. 

Total return

Hargreaves 
Lansdown AJ Bell Youinvest Barclays Fidelity Interactive 

Investor

The Wealth 50 Favourite Funds Barclays Fund List The Select 50 Super 60

Pyrford Global 
Total Return

Janus Henderson 
UK Absolute Return

Aviva Multi-
Strategy Target 

Return

Aviva Multi-
Strategy Target 

Return
City of London IT

Newton Real 
Return

Newton Global 
Dynamic Bond

Invesco Global 
Targeted Returns

Invesco Global 
Targeted Returns Schroder Income

Trojan - Janus Henderson 
UK Absolute Return

Jupiter Absolute 
Return

Royal London 
Equity Income

FE TRUSTNET
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At last we see the combination of top performance and broad agreement 
among the platforms on the Man GLG UK Income fund. This is the top 
performer over five years, has four FE Crowns and is named on three buy-lists. 

Trojan Income, Artemis Income and JOHCM UK Equity Income have all been 
picked twice. 

Hargreaves, Youinvest and 
Interactive Investor have all singled-
out FE Alpha Manager Nick Train’s 
popular Lindsell Train UK Equity 
fund, which has five FE Crowns and 
is fifth of 238 funds in the IA UK All 

Companies sector over five years.
Interactive Investor also names 

second-best performer, CFP CDL UK 
Buffettology. Three platforms have 
picked Majedie UK Equity – a lowly 
140th with two FE Crowns.

UK equity income UK growth

Hargreaves 
Lansdown AJ Bell Youinvest Barclays Fidelity Interactive 

Investor

The Wealth 50 Favourite Funds Barclays Fund List The Select 50 Super 60

Aviva UK Equity 
Income

Man GLG UK 
Income

Man GLG UK 
Income

Fidelity Enhanced 
Income

Man GLG UK 
Income

Artemis Income Montanaro UK 
Income Artemis Income Franklin UK Equity 

Income
Vanguard FTSE UK 
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Income Investec Alpha Merian UK Mid Cap Threadneedle UK 
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LF Lindsell Train 
UK Equity

iShares Core FTSE 
100 Distribution - LF Lindsell Train 

UK Equity
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UK Equity

AXA WF 
Framlington UK

iShares UK Equity 
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M&G Recovery JOHCM UK 
Dynamic - JOHCM UK 
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Majedie UK Equity Jupiter UK Special 
Situations Majedie UK Equity Majedie UK Equity -

L&G UK Index Liontrust Special 
Situations - Liontrust UK 
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Liontrust Special 
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Youinvest and Barclays are the only platforms to agree on a fund in this 
area, Merian UK Smaller Companies – ranked ninth of 47 over five-years – both 
ignoring its sister fund, Merian UK Smaller Companies Focus, rated number-
one, with five FE Crowns. The only other buy-list fund in the top-10 by five-year 
performance is Marlborough Nano-Cap Growth, selected by Hargreaves.

UK small & mid cap

Hargreaves 
Lansdown AJ Bell Youinvest Barclays Fidelity Interactive 

Investor

The Wealth 50 Favourite Funds Barclays Fund List The Select 50 Super 60

Franklin UK Mid 
Cap

Franklin UK Mid 
Cap - - -

Marlborough Nano-
Cap Growth

Man GLG 
Undervalued 

Assets
- - River & Mercantile 

UK Recovery

Marlborough UK 
Micro-Cap Growth

Merian UK Smaller 
Companies

Merian UK Smaller 
Companies - Marlborough UK 

Multi-Cap Growth

HSBC FTSE 250 
Index Vanguard FTSE 250 - Fidelity Index UK

Marlborough Multi 
Cap Income - - - -

- SPDR FTSE UK All 
Share - - -
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So, what have we learnt?
First off, this is far from a detailed and 
forensic study. However, there is a 
surprising lack of agreement between 
analysts and when compared with 
five-year performance figures, there 
are surprises. 

It is clear that further research is 
necessary and exercising blind trust 
in these lists may put your portfolio in 
mild peril.

However, they do represent an 
excellent starting-point for investors 
who are considering a particular fund 
and want to see if something better is 
available. 

There is also the thorny issue of past 
performance being no guide to the 
future. Although this is true, these 
buy-lists should be searching out 
consistent top performers and while 
you can’t expect a fund to top the 
tables all of the time, it shouldn’t be 
sliding into the second or even the 
third quartile over five years.

Limiting selections to unit trusts 
and OEICs is also restrictive and I 
applaud the use of low-cost ETFs by all 

platforms and commend Interactive 
Investor on its inclusion of investment 
trusts.

Overall, these lists do offer value to 
private investors trying to pick their 
way through the myriad of choice out 
there, particularly for novices who 
must feel a little overwhelmed.

Assumptions
Only five platforms were included 
in this study, but others do provide 
buy-lists, including Bestinvest’s Top 
Rated Funds, Charles Stanley Direct’s 
Foundation Funds (60 to 70 funds) 
and The Share Centre’s Platinum 120 
fund list.

Not all funds from every list have 
been included as some platforms don’t 
categorise their funds in the same way, 
which makes comparisons difficult.

Performance data was sampled from 
FE Analytics to the end of January 
2019, using the latest FE Crown 
Ratings. 

Buy-lists from each of the five 
platforms were sampled on 28 January 
and are subject to regular change.  
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The problem is that a range of 
possibilities exist, with new 
ones frequently appearing, 
and the final outcome 
remains dependent on 
political expediencyGrowing 

the distance

TB Amati UK Smaller Companies’ 
David Stevenson names three UK 
stocks whose structural drivers 
should persist regardless of what 
path Brexit takes

T he uppermost theme for many 
fund managers at the moment 
is how their portfolios will 

perform in whichever Brexit scenario 
transpires. The problem is a range 
of possibilities exist, with new ones 
frequently appearing, and the final 
outcome remains dependent on 
political expediency. This rules out a 
single-scenario investment approach 

Spirent provides perfor-
mance testing solutions 
for data centres, telecoms 
networks, navigation satel-
lites and mobile handsets. 
After developing systems 
for 3G and 4G technolo-
gies, it is doing the same for 
5G. The first 5G networks 
should go live in 2019/2020, 
with the US, South Korea, 

Japan and China in the 
vanguard. Cyber security 
concerns surrounding 5G 
equipment manufacturer 
Huawei are an issue, but 
Nokia and Ericsson could 
take market share and 
Spirent is a supplier to both. 
Spirent’s prospects for the 
next two years are tech-
nology rather than macro 
driven, and it fits the bill as 
an “uncorrelated” stock.

OneSavings Bank  (OSB) 
is among our favourite 
companies for domestic UK 
exposure as it will benefit 
from any set of circum-
stances that would see fears 
of a “no deal” Brexit recede. 
OSB is predominantly a 
provider of mortgages to 
professional landlords. This 
is a specialist area of lend-

ing in which smaller players 
have been taking market 
share as the larger banks 
have shied away from the 
complexity associated with 
new regulations when lend-
ing to this type of customer. 
As a secured lender it is at 
the lower end of the risk 
spectrum. Much of its  
funding comes from retail 
deposits under the name 
Kent Reliance.

Manolete Partners is a 
relative newcomer, hav-
ing only floated on AIM 
last December. The com-
pany is a highly special-
ised provider of litigation 
finance, trading only in the 
UK and providing finance 
only in cases relating to in-
solvent companies. Unlike 
the better-known Burford 

Capital (a stock that we 
also own), Manolete gener-
ally buys the cases outright 
from the administrator for 
a nominal sum, with a deal 
to divide the profits in the 
event the case is success-
ful. This allows Manolete 
to stay in control of the 
case, prevent costs from 
ballooning and choose 
whether or not it wants to 
settle. 

and instead necessitates a blend of 
portfolio holdings which can cope 
with every eventuality. Perhaps even 
better is to include stocks which may 
be uncorrelated to any Brexit-related 
crisis. In the TB Amati UK Smaller 
Companies fund, we have attempted 
to achieve this blend through exposure 
to companies whose medium-term 
prospects are built on structural 
growth drivers that should persist in 
either overseas or domestic markets, 
whatever the Brexit saga brings. 

https://www.trustnet.com/factsheets/o/cic8/tb-amati-uk-smaller-companies-b-acc
https://www.trustnet.com/factsheets/o/cic8/tb-amati-uk-smaller-companies-b-acc


FE TRUSTNET trustnet.com

  [ WHAT I BOUGHT LAST ]In the back 62 / 63

Adrian Lowcock 
is head of personal 
investing at Willis Owen

The sell-off in 2018 has led to a 
revaluation of equities and many 
companies do not look as expensive 
as they once were

experience counts 
for a lot and there are 
few more experienced 
managers than Man 
GLG Japan CoreAlpha’s 
Stephen Harker. 

Harker takes a 
contrarian approach, 
looking for out of favour 
companies that appear 
to be undervalued when 
compared with rivals. 
He focuses on valuation 
measures including 
price-to-book and 
price-to-earnings ratios, 
aiming to identify 
businesses with strong 
fundamentals and 
management teams 
that he believes have 

the potential to turn 
themselves around. 

Value-added 
A clear focus on value, 
with a long-term horizon 
and no consideration for 
the benchmark, means 
the portfolio will differ 
from the index. The 
contrarian approach 
provides exposure to 
areas that are out of 
favour among other 
investors, including the 
automotive sector, in 
which he holds positions 
in Toyota and Honda. 
The fund also invests in 
Japan’s banks, including 
Mitsubishi Financial 

Man GLG Japan 
CoreAlpha 

Willis Owen’s Adrian Lowcock says this fund offers exposure to a 
market that is “too cheap to ignore”

I nvesting is all 
about the long term. 
Trying to predict 

what will happen in the 
short term is extremely 
difficult and virtually 
impossible to achieve 
with any consistency. It 
is better to focus on the 
long term, holding a 
portfolio of investments 
that is well diversified, 
offering exposure to a 
blend of strategies and 
assets that can cope with 
every eventuality. You 
should find managers 
you are comfortable 
investing with over the 
longer term and refrain 
from making too many 

changes, especially 
during more difficult 
and uncertain periods. 

Things change
However, things change 
and investors who fail to 
react can be left behind. 
The sell-off in 2018 led to 
a revaluation of equities 
and many companies do 
not look as expensive as 
they once were. Apart 
from the US, many 
markets look cheap, both 
on a relative basis and 
compared with history.

The sell-off means 
Japanese equities are  
now close to record-
low valuations. Unlike 

other markets, the 
rise in the Nikkei had 
been driven by strong 
earnings growth and not 
a cosmetic re-rating of 
equities, so when that 
market sold off along 
with everywhere else, it 
became even cheaper. 
Too cheap to ignore, in 
fact. The country is in a 
period of change and the 
structural reform that 
has taken place in Japan 
is beginning to spread 
into the wider economy. 

Japan’s culture is 
unique, which makes 
it hard for foreign 
investors to get an 
inside track. As a result, 

Group and Sumitomo 
Mitsui Financial Group. 

Man GLG Japan 
CoreAlpha offers 
exposure to the cheaper 
areas of one of the 
cheapest markets in the 
world. 

https://www.trustnet.com/factsheets/o/zj65/man-glg-japan-core-alpha
https://www.trustnet.com/factsheets/o/zj65/man-glg-japan-core-alpha


April preview

Cutting your losses
While you invest with fund managers in the hope and expectation they 

will get the big decisions right, it is inevitable they will eventually get 
one wrong. The April edition of FE Trustnet Magazine will find out when 

it is time to admit defeat and accept what you thought was a buying 
opportunity is actually a value trap.

Our sector focus will fall on IT North America, IT Europe ex UK and IT 
Japan. While the former has pulled clear over the medium term, does this 

make the latter two undervalued or are they destined to underperform 
for the foreseeable future? 


