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The seven deadly sins

Human weaknesses cited in early Christian teachings are still 
behind many of the biggest mistakes made by investors today, 
writes Danielle Levy

I t’s tough for anyone 
to recognise their own 
shortcomings – and the world 
of investing is no different.

However, investors face a key 
challenge: behavioural traits and 
mistakes are often laid bare when you 
check your portfolio’s performance. 
The numbers are plain to see. 

It is then a question of whether you 
are willing to assess what has worked 
and what hasn’t. What’s more, it is 
important to ask yourself whether 
there are any behavioural traits that 
are responsible for these mistakes.

The seven deadly sins, which 
were formulated in early Christian 
teachings, aptly describe some of 
the most common mistakes that 
investors make with their portfolios.

“All the sins bleed into one another, 
but the crux of all of these unholies 
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“All the sins bleed into one 
another, but the crux of all 
of these unholies is ego. 
Once your ego creeps into 
your decision-making, 
it’s a one-way ticket to 
Doomsville”

FE TRUSTNET

  [ SINS ]

is ego. Once your ego creeps into 
your decision-making, it’s a one-
way ticket to Doomsville,” explains 
David Coombs, head of multi-asset 
investments at Rathbones. 

“Your judgment is skewed and it’s  
no longer about the objective, it’s 
about you.”

So how can the seven deadly sins 
hurt your portfolio?
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TECHNOLOGY TRANSFORMS TRADITION.
Technology’s ability to transform business is at the heart of the Scottish Mortgage Investment Trust.

Our portfolio consists of around 80 of what we believe are the most exciting companies in the world today. Our vision is long term  
and we invest with no limits on geographical or sector exposure.

We like companies that can deploy innovative technologies that threaten industry incumbents and disrupt sectors as diverse as 
healthcare, energy, retail, automotive and advertising.

Several of these such as Amazon and Facebook have already created exceptional franchises and continue to fund significant 
growth from cash flow. Companies like this are playing the Scottish Mortgage tune.

Over the last five years the Scottish Mortgage Investment Trust has delivered a total return of 157.1% compared to 96.5% 
for the sector**.

Standardised past performance to 31 March**:

2015 2016 2017 2018 2019

Scottish Mortgage 29.6% -0.7% 40.9% 21.6% 16.5%

AIC Global Sector Average 17.8% -1.7% 36.7% 13.8% 10.6%

Past performance is not a guide to future returns.

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

For new technology that plays the right tune for your clients, call us on  
0800 027 0132 or visit us at www.scottishmortgageit.com

A Key Information Document is available by contacting us.

COSTS MAKE A REAL  
DIFFERENCE TO  
PERFORMANCE – OUR  
ONGOING CHARGES  
ARE JUST 0.37%*.

SCOTTISH MORTGAGE INVESTMENT TRUST

Long-term investment partners
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Whether we wish to 
admit it or not, pride is 
one of the most common 
sins that can harm 
investors. Peter Sleep, 
a senior investment 
manager at Seven 
Investment Management, 
says the trait is evident 
among investors 
who choose to ignore 
information that runs 
counter to their thesis. 

“One behavioural 
finance thing to look 
out for is ‘cognitive 
dissonance’ or, in more 
biblical terms, pride: 
believing what you want 
and ignoring contrary 
information,” he 
explains.

While there is 
something to be said 
for having conviction 
in your views, it’s 
important to monitor 
any announcements 
or newsflow that could 
materially affect the 
performance of your 
investments. This could 
relate to a profit warning 
at a company you own. 

PRIDE

Likewise, if a well-
known fund manager 
in your portfolio 
announces their 
departure, it is worth 
considering whether 
their exit is likely to 
spark a change in 
strategy under a new 
manager. Failing to act 
on warning signs as 
a result of your pride 
could set your portfolio 
up for a fall. 

Contrary to pride, 
humility represents an 
important attribute for 
private investors and 
fund managers alike. 
Recognising that we are 

likely to make mistakes 
and get things wrong 
is crucial. It is then a 
case of identifying these 
mistakes as early as 
possible and responding 
appropriately. 

“It’s the most difficult 
thing to face as an 
investor when you 
slump from hero to 
zero. Over my career, 
I’ve seen the star fund 
manager cult distort 
individuals’ belief in 
their own abilities. They 
are not willing to listen 
to others,” says Coombs.

1

https://www.bailliegifford.com/en/uk/individual-investors/funds/scottish-mortgage-investment-trust/


8 / 9Cover Story

FE TRUSTNET

Sloth, or laziness, represents 
another dangerous trait among 
investors.

“Sloth is visible in all of us, 
particularly when it comes to boring 
subjects such as pensions,” says 

SLOTH

GREED
Jordan Sriharan, an 
investment director 
at Canaccord Genuity 
Wealth Management, 
says the key to investing 
successfully is discipline 
in bull and bear markets. 
However, greed can get 
in the way of this.

“Bull markets cloud 
judgment around 
valuation discipline as 
asset prices rise and 
investors throw caution 
to the wind,” he adds.

Greed explains why 
asset bubbles form – 
and then burst, when 
it gives way to fear. 
This has been evident 
throughout history: 
from tulip mania in 
1636, through to the 
dotcom crash in 2000. 

This emotion causes 
investors to become 
too short-termist in 
their approach and 
to lose sight of the 
fundamentals, not least 
valuations. 

Sleep. “As finance professionals, 
we find it difficult to get people to 
think about their finances, their 
pension or their future.” 

Even when people do think about 
their finances, they are often put off by 
the associated form-filling and jargon. 

It is important to overcome the 
tendency to do nothing and ensure 
you utilise annual tax allowances, 
particularly for ISAs and pensions. 
Fortunately, the government has 
sought to address the sin of sloth 
across the working population by 
introducing auto-enrolment, which 
automatically signs eligible workers 
up to a workplace pension. 

2

3

https://www.janushenderson.com/ukpi/campaign/3
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In Coombs’ opinion, 
envy among investors 
tends to be driven by a 
fear of missing out.

“We’re all human and 
we all want to be the 
best, but what happens 
when your main aim 
is simply to beat the 
other investor or win 
an award? It’s crucial 
not to take your eye 
off your objective just 
because an unhealthy 
competitiveness has 
taken hold,” he explains.

Coombs says the last 
thing you want is to set 

When investors fall in love with 
certain stocks or sectors, they 
are in danger of experiencing 
“confirmation bias” – where they 
only see and hear things that prove 
them right. 

“The moment you develop an 
emotional attachment to a stock, it 
can be hard to let go. Love is blind, 
and you won’t be able to see obvious 
flaws,” Coombs explains. “Like an 
unhealthy relationship, you’ll make 
excuses for bad behaviour, just 
because you want it to succeed. 

“It becomes about you, your 

judgment – and no-one wants to be 
wrong about something they love so 
much. That’s why a dispassionate 
sell-discipline is so important when 
selecting a fund.”

Gluttony, or rather 
over-indulgence, 
can lead to excessive 
trading and herding 
behaviour into 
fashionable stocks and 
sectors, simply in the 
quest for short-term 
gains. It is crucial to 
stay focused on your 
objectives and risk 
profile, and make sure 
everything in your 
portfolio is appropriate.

Defined as feelings of anger and 
rage, this sin is evident in investors’ 
behavioural biases – unwittingly or 
not. For example, some investors may 

ENVY LUST

GLUTTONY

WRATH

your portfolio on the 
wrong course in pursuit 
of short-term gains.

Sriharan advises 
reconsidering a fund if 
it broadens its mandate 
or changes objective. 

“Many fixed income 

managers have pushed 
for wider mandates, 
often to include 
equities,” he adds, 
which can leave bond 
funds vulnerable in the 
face of an equity market 
sell-off.

be blinded by an irrational dislike 
of a specific company or sector. 
This means they could miss out on 
potential returns or experience a lack 
of diversification in their portfolio. 
For example, investors who chose to 
shun US growth companies, such as 
Amazon, have missed out on stellar 
returns in recent years. 

Wrath can also cause some investors 
to sell underperforming positions 
too soon. There is much to be said 
for staying focused and holding your 
nerve through market turbulence.

“Try not to look 
at valuations every 
day or week,” says 
Daniel Lockyer, chief 
investment officer at 
Hawksmoor. “How long 
are you saving for? If 

it is for a 10-year plan, 
don’t worry about what 
happens over the next 
month or year. Don’t 
overtrade – find good 
managers you trust and 
stick with them.”

4
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Alexa, how big 
can you get?

When Scottish Mortgage’s Tom Slater met Jeff Bezos in 
Seattle recently, the Amazon CEO explained how little 
he cared about daily market news. Better, he said, to 
spend his time “living in the future… a wonderful place”

T he Amazon Echo speaker 
and Alexa, its integrated 
voice-activated assistant, 
are already everywhere. 

Cursory analysis might suggest that 
the smart speaker market is therefore 
maturing and the fastest revenue 
growth phase is behind us. According 
to this view, Alexa will be another 
contributor to a slowing top line at 
Amazon over the coming years.

It is exactly this narrow kind of 
thinking that has led Wall Street to 
underestimate Amazon for the past 
two decades. We would not disagree 
that the smart speaker market is 
no longer of much interest. But far 
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more importantly, Amazon has 
laid the foundations of a new era of 
computing.

Alexa’s success has created an 
expectation that we ought to be 
able to speak to our devices. The 
monitor, the keyboard and the mouse 
are too cumbersome to fit with our 
mobile lifestyles and consumers are 
embracing their alternative. With 
28,000 Alexa-compatible smart home 
devices from more than 4,500 brands, 
Alexa is coming to your microwave, to 

your television, to your car, and even 
to your bicycle. ‘Ambient computing’ 
is becoming a reality.

The rise of this computing-on-the-
go, where devices work in concert 
with our everyday activities, has been 
predicted for decades. Voice as the 
primary computing interface could 

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

  [ BAILLIE GIFFORD ]

reduce friction in communicating, 
searching, and most important to 
Amazon, buying stuff.

Some readers may remember 
paging through a multi-volume 
encyclopaedia or even asking 

Voice as the primary 
computing interface 
could reduce friction in 
communicating, searching, 
and most important to 
Amazon, buying stuff
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income stream for the company. 
Product advertisers already realise 
the importance of being one of 
Alexa’s coveted answers.

Very few other companies have the 
infrastructure to create a product 
like Alexa. Amazon has over 100 
million Alexa-enabled devices 
in circulation which means it is 
collecting data faster than rivals. Its 
competitive edge is increasing. Data 
matters because of how inadequate 
Alexa currently is relative to our 
expectations. We want to interact 
with ‘her’ like a person, where as 
in reality ‘she’ is a four-year-old 
algorithm. Those managing the 
business see themselves as a four-
year-old start-up. The things they 
need to improve are predominantly 
engineering problems within their 
control. They need to improve 
their natural language processing 
and in ‘contextualised search’: the 
ability to give results based on user 

preferences and circumstances. 
According to results published in 
January, Alexa already boasts 80,000 
skills. Amazon needs to connect 
Alexa to more devices, and to strike 
more partnership deals. As the 
future-dwelling Mr Bezos knows, 
these priorities have nothing to do 
with current market vagaries.

Think of the potential: if this 
technology becomes our default 

someone more informed to fill in 
knowledge gaps. Search engines 
made this task less laborious, 
although initially they were far from 
reliable. We needed to choose the 
right keyword, then navigate pages 
of search results hoping that the 
information sought would surface. 
Voice computing, on the other 
hand, requires and demands a more 
straightforward approach – the 
correct answer first time.

As the pace of change in the 
computing era accelerates, we see new 
business models appearing, each with 
the ability to disrupt conventional 
methods. Voice has the potential to 
do that with search – whether seeking 
a piece of information or actively 
making a purchase.

Tough questions are asked of 
advertisers as the intersection of 
computing and human language 
continues. The ‘real estate’ available 
to them reduces in a voice-driven 
economy and naturally, what 
remains becomes more valuable. 
As Alexa improves and the product 
becomes more widespread, 
advertisers will increasingly shift 
their attention to voice over text 
search. We may be seeing this 
already. Growth in ad revenues from 
Amazon’s ecommerce business 
show this area becoming a lucrative 

Advertorial feature   [ BAILLIE GIFFORD ]

Very few other companies 
have the infrastructure 
to create a product like 
Alexa. Amazon has over 
100 million Alexa-enabled 
devices in circulation which 
means it is collecting data 
faster than rivals

The views expressed in this article should not be considered as advice or a 
recommendation to buy, sell or hold a particular investment. The article contains 
information and opinion on investments that does not constitute independent 
investment research, and is therefore not subject to the protections afforded to 
independent research.   

Some of the views expressed are not necessarily those of Baillie Gifford. 
Investment markets and conditions can change rapidly, therefore the views 
expressed should not be taken as statements of fact nor should reliance be placed 
on them when making investment decisions. Baillie Gifford & Co Limited is 
authorised and regulated by the Financial Conduct Authority. A Key Information 
Document is available at www.bailliegifford.com

Tom Slater
Tom graduated BSc in Computer Science with 
Mathematics from the University of Edinburgh 
in 2000. He joined Baillie Gifford the same 
year, and became a Partner in the firm in 2012. 
Tom was appointed Joint Manager of Scottish 
Mortgage Investment Trust in 2015 having 
served as Deputy Manager for the previous 
five years. Tom’s investment interest is focused 
on high growth companies both in listed 
equity markets and as an investor in private 
companies.

household assistant and the 
means by which we organise our 
households, then Amazon has just 
taken an important step closer to 
influencing the way we decide to 
spend our money. And crucially, 
it can monetise this role by selling 
shoes, not just advertising shoes. 
This is a business model edge that 
no others can match. No wonder Jeff 
was so excited. 
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Trick and cheat

A fter more than a decade 
of record low interest 
rates and continued 
uncertainty, people are 

desperate for ways to generate a 
meaningful return on their savings. 

But desperation is a poor bedfellow 
for sound investment and the 
fraudsters that prey on the unwary 
are making a killing.

Some of the scams are as old as 
the hills. Ponzi schemes made an 
infamous return with the fall from 
grace of Bernie Madoff in 2009. Boiler 
rooms targeting the unsuspecting 
with worthless shares or bonds are 
still operating, and successfully, too. 

So common is investment fraud, 
the FCA, along with Action Fraud 
and The Pensions Regulator, have 
dedicated websites to help prevent 
investors from becoming victims. 

16 / 17Your portfolio

Pádraig Floyd says that with scams evolving alongside technology, 
even the most sceptical investors are now at risk

According to data from Action 
Fraud, consumers lost £197m 
to investment scams in 2018, 
an average of £29,000 per victim 
– and that is just what was reported. 
In 85 per cent of cases, these scams 
involved shares and bonds, forex 
and cryptocurrencies. 

It’s getting better  
every day (for scammers)
The old-fashioned cold call remains a 
stalwart of the investment scam, but 
these crimes are increasingly moving 
online. Criminals use credible-
looking websites that make attractive 
promises, backed by impressive, but 
fake, credentials.

Others sell the concept of above-
average returns based on secure 
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assets, but in reality invest in high-
cost, high-risk investments or make 
the money disappear altogether. 

The internet means a world of 
information is at your finger-tips, but it 
also provides access to criminals intent 
on parting you from your money, says 
Sarah Coles, personal finance analyst 
at Hargreaves Lansdown.

“The golden rule is anything that 
looks too good to be true probably is 
– whether that’s an investment with 
incredible returns or an unbeatable 
bargain,” she adds.

Funny (digital) money
Cryptocurrency and forex scams are 
among the fastest growing areas of 
fraud. These often make use of fake 
celebrity endorsements on social 
media to attract attention. Once 
hooked, the victim is encouraged to 
invest and even recruit friends and 
family into the programme. 

Complaints about these scams 
have trebled in the last year to 1,800, 
according to Action Fraud. In total, 
reported losses add up to £27m, an 
average of £14,600 per victim.

Cryptocurrencies are a fruitful 
source of fraud because hardly any 
of the victims understand what they 
are investing in, but are seduced by 
stories of becoming rich on relatively 
small stakes and want a piece of the 
action. That those stories are fake, 

or the result of an investment that is 
unsuitable for them is irrelevant – they 
want to believe.

Don’t let them enjoy your retirement
Pensions has been a particularly rich 
seam for fraudsters. These scams cost 
the average victim £91,000, and many 
have lost in excess of £1m, according to 
data released by Action Fraud. 

Data on pension scams is sketchy 
as it can take years before they are 
uncovered. Action Fraud announced 
£33m was prevented from being 
siphoned off in the past year. However, 
an increasing number of scams are 
completely legal, but involve high 
costs, high risks and unsuitable 
investments, says Michelle Cracknell, 
an independent consultant and 
former chief executive of the Pensions 
Advisory Service. 

She adds many frauds rely on 
herding: when someone seeks to 

Your portfolio

Cryptocurrency and 
forex scams are among 
the fastest growing areas 
of fraud. These often 
make use of fake celebrity 
endorsements on social 
media to attract attention
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Seven golden rules to protect you from scams
Coles says that scams are growing ever more sophisticated – for example, it’s perfectly 
possible to receive an email from a company or individual you owe money to, yet when 
you pay, the money actually goes straight into the account of a fraudster. Here she reveals 
seven golden rules to protect you from scams.

1 Anything that looks 
too good to be true 

probably is – whether that’s 
an investment with 
incredible returns or an 
unbeatable bargain

2 Beware contact out of 
the blue. Any stranger 

offering an investment 
opportunity or unmissable 
deal should be avoided 
completely. If you want to 
make an investment, 
contact a reputable, 
regulated firm and talk 
through your options

3 Don’t believe anyone 
who calls claiming to 

be from the police, your 

bank, HMRC or any 
organisation you have 
dealings with – from your 
water company to your 
broadband provider. Take a 
message, hang up, find a 
phone number from the 
official website, and call 
them back from a different 
phone to confirm they are 
who they say they are

4 Never give anyone 
personal details or 

account numbers when 
they’ve called, texted or 
emailed you asking for them 

5 Never give anyone 
remote access to your 

computer as the result of a 

cold call or unsolicited 
message

6 If you are emailed 
account details to pay 

a bill you know is due, call 
the company (using the 
number from their website) 
to confirm the account 
number you should be 
paying money into. To be on 
the safe side, transfer a 
small sum first and then call 
to check it arrived

7 Pressure should ring 
alarm bells. If you’re 

made to feel you need to 
make a decision in a hurry, 
this should be a signal you 
are being scammed
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validate their decision – or is given 
incentives – they encourage friends 
and family to follow them.

Good old fashioned flim-flam is 
essential, says Cracknell, and financial 
services could learn a lot from the high 
level of customer service given by the 
fraudsters who keep up the pressure 
on victims and send couriers to collect 
paperwork. 

At the root of many pension scams is 
a distrust of pensions. “People do not 
see it as their money,” says Cracknell, 
“and often do not know where it is 
invested. Hence, the alternative of 
owning a hotel room in Cape Verde, 
which they expect to be able to see 
and touch, sounds attractive.” 

Once the fraud is discovered, a 
high proportion do not report it. 
The embarrassment factor is real, 
but the unfortunate investor will 
almost certainly have to pay tax and 
penalties on a pension pot they no 
longer have.

Buyer beware
Investors should not trust to luck 
and should instead rely on good 
governance and risk management. If 
an investment looks interesting, check 
if the business is FCA-regulated. But 
most importantly, trust your instincts. 

10 per cent a year, but if they don’t fit 
within your risk profile, should you 
be considering them? If in doubt, take 
advice from someone qualified – and 
adequately insured – to give it.

Investors looking for a fast buck 
would do well to consider the words of 
American vaudeville performer Will 
Rogers, who once said: “The quickest 

way to double your money is to 
fold it in half and put it in your 

back pocket.”

Your portfolio   [ SCAMS ]

If it looks too 
good to be true…
Even the watchdogs get it wrong. The 
collapse of London Capital & Finance 
earlier this year focused criticism upon 
the FCA for failing in its regulatory duties. 
After all, it had authorised the company’s 
bonds, which offered a seductive 6.5 per 
cent to 8 per cent yield. HMRC gave it 
tax-free ISA status – and then the money 
poured in. More than 11,000 investors 
invested £236m into the bonds before the 
company went bust.

The FCA is under fire, because little 
of the money was used to secure the 
investments. Instead, an eye-watering 
£58m was paid in commissions to the 
company that marketed the bonds 
– Brighton-based Surge Financial. The 
rest was invested in highly dubious and 
speculative property developments.

Administrators Smith & Williamson 
expect as little as 20 per cent of the 
money may be recovered.

The FCA remains in the firing line and 
could face further embarrassment if it is 
demonstrated the regulator should have 
had a firmer grasp of the investments 
being marketed.

“There is no such thing as a free 
lunch,” says Holly Mackay, chief 
executive of independent financial 
website Boring Money. 

“Current interest rates are 0.75 per 
cent. That’s what you get for no risk. 
If someone offers you ‘guaranteed’ 
returns of 10 per cent, ask yourself 
how? They’re not magicians and 
money doesn’t grow on trees.”

Legitimate investment 
opportunities can return 

Financial services could 
learn a lot from the high 
level of customer service 
given by the fraudsters who 
keep up the pressure on 
victims and send couriers 
to collect paperwork

£91,000 
– amount lost by 

average victim of a 
pension scam  

in 2017
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Quite the 
reserve 

Job Curtis says the City of London’s 
closed-ended structure allows it to 
increase its dividend payout even 
when times are tough 

T here is no question that we 
find ourselves in uncertain 
times. It is during periods 
of uncertainty that the 

investment trust structure has distinct 
merits. That’s because investment 
trusts, which are listed companies 
in their own right, can store future 
income away for a rainy day – a 
unique function of investment trusts 
called revenue reserves.

Revenue reserves are the means by 
which investment trusts can continue 
to grow their dividends even when 
dividends across the stock market are 
falling, typically during economic 
downturns. Investment trusts do 
not have to distribute all of their 
income in each financial year. They 
are allowed to hold back up to 15% of 
their annual income. For example, in 
a good year for investment income, 
an investment trust might hold back 
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Revenue reserves are the 
means by which investment 
trusts can continue to grow 
their dividends even when 
dividends across the stock 
market are falling, typically 
during economic downturns

5% of its income, while distributing 
the other 95% in dividends to its 
shareholders. The 5% that is held back 
will be added to the revenue reserve. 
Over the years, the revenue reserve 
can build up to a substantial sum if 
the investment trust is able to make 
further retentions.

In contrast, during an economic 
recession, there will be dividend cuts. 
If during these times an investment 
trust’s income from its portfolio 
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declines, it is still possible to grow its 
dividend by drawing down from the 
revenue reserve. Obviously, revenue 
reserves are finite and so using the 
revenue reserves to sustain dividend 
growth can only take place for a 
limited number of years. The revenue 
reserve of an investment trust is 
revealed each year in its annual 
report and accounts. The largest 
revenue reserves tend to be found 
in old investment trusts which have 
accumulated them over many years.

City of London’s  
use of revenue reserves
I have now managed City of London 
Investment Trust for more than 
27 years and we have grown our 
dividend in each of those years. We 

to cover the dividend per share, which 
grew by 3.2% to 8.33p. It was after 
three years of using revenue reserves, 
in the 12 months to 30th June 2005, 
that the dividend per share of 8.62p 
(up by 3.5%) was covered by earnings 
per share of 8.88p (up by 7.8%) and 
revenue reserves were once again 
added to.

In City of London’s portfolio, I 
aim to be invested in companies 
that can consistently grow their 
profits and dividends through the 
cycle. However, during economic 
downturns, there are bound to be 
companies that disappoint. Open 
Ended Investment Companies 
(OEICs) have to distribute 100% of 
their income each year and are not 
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permitted to have a revenue reserve. 
I would have not been able to achieve 
27 years of annual dividend increases 
if I had been managing an OEIC. 

City of London’s annual dividend 
stood at 4.56p in 1991, the year when 
I was appointed its Fund Manager. 
The quarterly dividend is now 4.75p 
and the investment trust’s Board 
of Directors has announced that it 
intends to pay an annual dividend of 
18.60p for the year to 30th June 2019.

Before investing in an investment 
trust referred to in this article, you 
should satisfy yourself as to its 
suitability and the risks involved, 
you may wish to consult a financial 
adviser. 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. Nothing 
in this article is intended to or should 
be construed as advice.  This article 
is not a recommendation to sell or 
purchase any investment. It does not 
form part of any contract for the sale 
or purchase of any investment. 
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have had to use revenue reserves in 
seven different years to increase the 
dividend. Our financial year ends on 
30th June and I can well remember 
how difficult it was for world equity 
markets over the 12 months to 30th 
June 2002. During those 12 months, 
City of London’s earnings per share 
(including all its investment income) 
fell by 11.0% to 7.48p and yet we were 
still able to increase the dividend per 
share by 5.9% to 7.94p. The difference 
between 7.94p and 7.48p, or 0.46p, 
was paid from the revenue reserve. 

The following year (to 30th June 
2003), earnings per share recovered by 
5.2% to 7.87p but it was still not enough 
to cover the dividend per share, which 
we increased by 1.6% to 8.07p using 
the revenue reserve. The next year (to 
30th June 2004), earnings per share 
grew by 4.7% to 8.24p but again failed 

Revenue reserves are finite 
and so using the revenue 
reserves to sustain dividend 
growth can only take place 
for a limited number of years

FE TRUSTNET
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Pushing 
the right 
buttons

Anthony Luzio finds that robo-
advice is not just for novice 
investors

T he law of unintended 
consequences has come 
to be used as a warning 
that an intervention in 

a complex system often creates 
undesirable outcomes – and nowhere 
is this more apparent than with the 
Retail Distribution Review. While 
aimed at improving the outcome 
for end investors by improving 
transparency, the major impact of 
regulations such as abolishing trail 
commission was the creation of the 
advice gap – meaning most financial 
advisers will not take on clients with 
a portfolio of less than £250,000.

One of the services that has sprung 
up to fill this gap is robo-advice. 
Simply put, this is an online service 
that asks a series of questions on 
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The major impact of 
regulations such as 
abolishing trail commission 
was the creation of the advice 
gap – meaning most financial 
advisers will not take on 
clients with a portfolio of less 
than £250,000
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TECHNOLOGY TRANSFORMS TRADITION.
Technology’s ability to transform business is at the heart of the Scottish Mortgage Investment Trust.

Our portfolio consists of around 80 of what we believe are the most exciting companies in the world today. Our vision is long term  
and we invest with no limits on geographical or sector exposure.

We like companies that can deploy innovative technologies that threaten industry incumbents and disrupt sectors as diverse as 
healthcare, energy, retail, automotive and advertising.

Several of these such as Amazon and Facebook have already created exceptional franchises and continue to fund significant 
growth from cash flow. Companies like this are playing the Scottish Mortgage tune.

Over the last five years the Scottish Mortgage Investment Trust has delivered a total return of 157.1% compared to 96.5% 
for the sector**.

Standardised past performance to 31 March**:

2015 2016 2017 2018 2019

Scottish Mortgage 29.6% -0.7% 40.9% 21.6% 16.5%

AIC Global Sector Average 17.8% -1.7% 36.7% 13.8% 10.6%

Past performance is not a guide to future returns.

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

For new technology that plays the right tune for your clients, call us on  
0800 027 0132 or visit us at www.scottishmortgageit.com

A Key Information Document is available by contacting us.

COSTS MAKE A REAL  
DIFFERENCE TO  
PERFORMANCE – OUR  
ONGOING CHARGES  
ARE JUST 0.37%*.

SCOTTISH MORTGAGE INVESTMENT TRUST

Long-term investment partners
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“Digital wealth management 
removes the time, 
experience and skill needed 
to manage an investment 
portfolio within your risk 
appetite for a future goal”

trustnet.com

– increase in assets of  
robo-advisers in 2018

Source: Boring Money

74%

subjects such as your attitude to 
risk and your time horizon, before 
creating a suitable portfolio of 
investments based on the answers. 

Something for everyone
It is not just for novices, either. Nutmeg, 
currently the largest player in the UK 
market with 70,000 investors and 
£1.7bn in assets under management, 
has a 60:40 split between experienced 
and inexperienced investors, with one-
third of client portfolios larger than 
£150,000.

Lisa Caplan, head of financial advice 
at Nutmeg, says a lot of people simply 
don’t want to manage their own 
portfolio, and this is a view echoed 
by Richard Flax, chief 
investment officer at 
Moneyfarm.

“Digital 
wealth 
management 
removes 
the time, 
experience 
and skill 

needed to manage an investment 
portfolio within your risk appetite for a 
future goal – it can often feel like a full-
time job,” he explains. 

“This is certainly something we see 
with our own customers, with many 
confident investors that are happy 
to pick their investments themselves 
preferring a service that manages the 
whole process for them.”

Emotional intelligence
While this may sound impersonal, 

this is not necessarily a 
disadvantage – investors 

are often warned about 
the dangers of allowing 
emotions to cloud their 
decision-making process and 
automatically placing them in 

a portfolio of low-cost trackers 
prevents them from falling for 

a story spun by an active manager 
whose performance doesn’t 

match their high charges, 
for example.

https://www.bailliegifford.com/en/uk/individual-investors/funds/scottish-mortgage-investment-trust/
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However, most UK robo-advisers 
have sprung up over the past decade 
– meaning they have yet to be tested 
by a major crash. This is important as, 
while it is easy to remain emotionless 
when the market is relatively benign, 
many financial advisers say they are 
at their busiest when headlines are 
screaming about billions being wiped 
off stock markets, when they have 
to field an endless stream of calls 
explaining to their clients why now is 
the worst possible time to sell out.

With no equivalent on robo-advisers, 
are their clients at risk of letting their 
emotions return at the exact time they 
need to remain objective?

If you can keep your head...
Caplan says that while this is a concern, 
Nutmeg has interventions in place – 
such as a pop-up when customers hit 
“sell” with a short message about the 
nature of volatility and markets, as well 
as links to longer blog posts. 

“We do the analysis in terms of what 
our customers do, because it’s been 
up and down this year, and I was 
surprised by how sensible they were 
in that there was very little reducing 
risk and withdrawals,” she adds.

Caplan’s colleague Kat Mann adds: 
“If you’re someone who checks in say 
monthly, and then you go to checking 
in two or three times a day – in a way, 

Most UK robo-advisers have 
sprung up over the past 
decade – meaning that they 
have yet to be tested by a 
major crash

the data gives a better insight than if it 
is a person talking to another person.
If Lisa is my financial adviser and she 
said ‘are you worried about it? Do you 
check regularly?’, I might lie. But the 
data doesn’t.”

This use of data is an important 
point. The tech stocks responsible 
for much of the growth in world 
markets over the past decade have 
built their business models around 
big data and the insights it gives 
them into user behaviour. Caplan 
says Nutmeg’s data scientists run 
algorithms and AI techniques to 
model different scenarios – for 

https://www.janushenderson.com/ukpi/campaign/3
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example, if a 35-year-old has 
£50,000, how should they invest 
that money? This is then compared 
against the portfolios put together by 
the investment team. 

“It’s an interesting process in terms 
of how people assess risk,” Caplan 
adds. “How did they answer the 
questions? And what does that mean 

“Maybe the next generation 
will be happy to interact 
with robo-advisers and  
may never need to meet 
another human”

  [ ROBO-ADVICE ]

in terms of their behaviour later?
“We measure people’s composure as 

well, so how do they feel about short-
term fluctuations? Does it make them 
feel sick and stop them sleeping? 
Then we compare it with what people 
actually do.”

With this data advantage and the 
insight into human behaviour, is it 
possible financial advice could be the 
latest industry at risk of disruption?

“Easy and quite lazy”
James Klempster, director of 
investment at MGIM, is sceptical. He 
accepts robo-advice has made advice 
accessible to everyone, which he says 
will be vital for tackling the problem of 
under-saving. However, he adds: “It’s 
easy and quite lazy to draw these kinds 
of generational differences. Maybe 
the next generation will be happy to 
interact with robo-advisers and may 
never need to meet another human.

“But humans like human 
interaction. If you need actual 
financial advice there is one place to 
go and that is a human being.”

Surprisingly enough, Caplan has 
some sympathy with this viewpoint. 

“I come from a wealth-adviser 
background and there will always be 
people whose affairs are complicated 
enough they need bespoke advice, 
and it’s worthwhile paying for it. 

“That wasn’t the bulk of the people I 
used to see – the bulk of those would 
be well-served by Nutmeg. But I think 
there’s room for everybody. And I 

think the traditional advisers do a 
good job of it.” 

Numerous studies have indicated that 
women make better investors than men 
and the data from Nutmeg certainly 
suggests there seems to be some 
difference in the investment approach 
taken by each gender.

Between the beginning of October 
last year and Boxing Day, when the 
market eventually rebounded, the MSCI 
World index fell by more than 15 per 
cent. Mann says that while 98.5 per 
cent of Nutmeg’s clients did “absolutely 
nothing” in this period, “men were 
four times more likely to either reduce 
their risk, withdraw or change their 
investments during this period”.

Casey Lord, head of product at 
Nutmeg, says this chimed with research 
from Warwick Business School which 
found that women investors typically 
trade less often than men. 

“Professor Neil Stewart, who led the 
research, said this shows women tend to 
invest to support long-term goals, rather 
than simply for the thrill of investing,” 
she adds. “As a result, they were more 
likely to achieve better returns.”

Caplan says women also appear to be 
drawn more to robo-advice than other 
types of investing – they make up 35 per 
cent of Nutmeg’s clients, compared with 
25 per cent in the industry as a whole. 

“I think part of it is to do with the fact 
we really are clear and transparent. We 
try not to have any jargon and I think this 
works for everybody.”

Battle of the sexes
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Source: FE Analytics

MANAGERS: Gary Robinson, Helen Xiong, Tom Slater & Kirsty Gibson / LAUNCHED: 
31/07/1997 / FUND SIZE: £2.2bn / OCF: 0.52%

FACT BOX

FE CROWN RATING

Baillie Gifford 
American

This fund has disproved the idea you can’t beat the US market – 
and has done so in spectacular fashion

C onventional wisdom suggests 
the S&P 500 is too efficient for 
active managers to outperform 

and that investors would be better off 
using a passive fund to access the US 
market. However, one fund bucking 
this trend is Baillie Gifford American, 
which has significantly beaten the 
index over the short, medium and long 
term – it has made 480.39 per cent 
over the past 10 years, for example, 
compared with gains of 343.36 per cent 
from its benchmark and 291.57 per 
cent from its IA North America sector.

Kirsty Gibson, a manager on the 
fund, attributed this outperformance 
to three main “pillars” – a long-term 
outlook, with a low portfolio turnover; 
a genuinely active approach, with 
concentrated positions in the team’s 
highest-conviction positions; and a 
stringent focus on growth.

“We are out-and-out growth investors, 
we run a high-growth portfolio,” she 
said. “We look for what we call the rare 

PERFORMANCE OF FUND VS SECTOR 
AND INDEX OVER 10YRS

exceptional growth companies and we 
aim to hold them long enough to gain 
the upside. We believe the opportunity 
to identify and invest in these great 
growth businesses is as strong as ever.”

This third pillar may be problematic 
for new investors at this stage of the 
cycle. The MSCI World Growth index 
has significantly outperformed its 
value counterpart over the past decade, 
but the value style of investing tends to 
win out over the long term and many 
analysts believe a reversion is due.

However, while Gibson accepts 
the sceptics’ argument that every 
generation believes it is special, 
she said we are currently seeing a 
convergence of forces that will lead to a 
prolonged period of disruption. 

“Some of these forces are well 
documented, such as internet data 
harvesting,” the manager explained, 
“but one that is less well known is 
the relationship between supply and 
demand. Growth happens when 

supply and demand meet. And the 
demand that supply is trying to meet is 
dynamic, it’s changing.”

While the fund is named on the FE 
Invest Approved List, the analyst team 
pointed out its strong gains come at a 
cost – an FE Risk Score of 200 means it 
has been twice as volatile as the FTSE 
100 over the past three years. 

“The fund’s benchmark-agnostic 
approach suggests that it may behave 
nothing like the S&P 500,” it said. 
“The fund would be most suited to a 
portfolio with a long-term investment 
horizon as well as one that can tolerate 
high volatility.”

The £2.2bn fund has ongoing charges 
of 0.52 per cent. 
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(291.57%)
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Source: FE Analytics

MANAGER: Tim Rees / LAUNCHED: 31/03/2009 / FUND SIZE: £111.5m / OCF: 0.84% 

FACT BOX

FE CROWN RATING

Insight Equity 
Income Booster

Manager Tim Rees says it is important that investors know exactly 
what is going on beneath the bonnet of their income funds

T he objective of funds in the 
IA UK Equity Income sector is 
to deliver a yield in excess of 

the FTSE All Share’s at the year-end 
and on a rolling three-year basis, but 
there are a number of ways they can 
achieve this.

While some will invest in the FTSE 
100, others may hunt further down 
the market cap scale, which can result 
in high levels of volatility. As a result, 
Tim Rees, who manages the £111.5m 
Insight Equity Income Booster fund, 
says it is vital that income investors 
know exactly what type of fund they 
are buying.

“There are funds in here which are 
effectively small-cap funds and they 
can have wildly strong, and at times 
rather weak performance,” he said. 
“So it’s not really [comparing] apples 
and apples, it’s more like apples and 
pears.”

The Insight Equity Income Booster 

PERFORMANCE OF FUND VS SECTOR AND INDEX SINCE LAUNCH

fund invests in a portfolio of 40 to 60 
dividend-paying stocks, using a call 
option overlay to deliver a target yield 
of 7.2 per cent. Premiums received 
from writing the option are used to 
boost the dividend income, which is 
paid out monthly.

Rees’s enhanced equity income 
strategy focuses on UK large-cap 
stocks, meaning it sits “somewhere 
between the FTSE 100 and the All 
Share”.

He added: “It’s a ‘steady Eddie’ fund 
for investors who don’t want to go into 
bonds where you only get about 1 to 
2 per cent [yield] and worry about the 
eroding features of inflation over the 
next 20 to 30 years.”

Given the call option overlay, Rees 
tends not to take big risks on special 
situation-type stocks “that would 
serve no purpose whatsoever” to the 
portfolio with the options holder 
benefiting from any growth upside.

Nevertheless, Rees said it is not 
a defensive or “cowardly” fund, as 
he is willing to take positions in 
unfashionable areas of the market. 
To give these time to play out, the 
manager has a low turnover and a 
“hold and learn discipline”, preferring 
to wait rather than act rashly.

Insight Equity Income Booster has 
made 161.72 per cent since launch in 
March 2009, compared with 185.68 
per cent from the FTSE All Share and 
180.66 per cent from the IA UK Equity 
Income sector.

It is yielding 7.8 per cent and has 
ongoing charges of 0.84 per cent. 
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Source: FE Analytics

MANAGER: Mark Barnett / LAUNCHED: 21/03/1996 / DISCOUNT/PREMIUM: -12.1% / OCF: 0.72%
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Perpetual Income 
and Growth 

With a discount in double digits, there could be a buying opportunity 
in the latest addition to the list of the AIC’s Dividend Heroes

M ark Barnett’s Perpetual 
Income and Growth 
Investment Trust was 

last month awarded the title of AIC 
Dividend Hero – those investment 
trusts that have increased their payout 
to investors for 20 consecutive years 
or more – joining the likes of City of 
London, Bankers and Alliance Trust.

FE Analytics shows that an initial 
investment of £10,000 in Perpetual 
Income and Growth 20 years ago would 
have generated £14,083 in dividend 
payments alone over this time. 

Barnett, an FE Alpha Manager, has 
headed up the trust since 1999, with 
Martin Walker appointed deputy in 
2016. It has made a total return of 
407.44 per cent over 20 years, putting 
it in the top quartile of the IT UK 
Equity Income sector and significantly 
outpacing the FTSE All Share’s 166.88 
per cent gain over the same period. 

PERFORMANCE OF TRUST VS SECTOR AND INDEX OVER 20YRS

“To my mind, this long-term success 
is a result of the trust’s core principles, 
namely the construction of a high 
conviction portfolio, an active approach 
to stock selection and the pursuit of 
businesses that can be bought and held 
for the long term,” said Barnett. 

The trust has fallen into the bottom 
quartile more recently, with a bias to 
domestically focused stocks causing 
it to underperform since the UK’s 
referendum on EU membership in 
2016. However, Barnett believes the 
UK economy is stronger than many 
analysts think and he expects the 
stocks in his portfolio to rebound 
strongly when Brexit is finally resolved.

The manager’s approach starts with 
a macro outlook, which he uses to 
identify changing trends in the market 
– this gives him some insight into how 
these will help or harm individual 
companies and industries.

Barnett focuses on large, cash-
generative stocks that he believes are 
undervalued by the market and have 
the potential to raise their dividend 
payments ahead of inflation. 

The trust was named in Winterflood’s 
model portfolio at the start of 2019, 
with the group’s analysts saying: 
“Perpetual Income and Growth has 

endured a difficult period... however, 
its longer-term performance record 
remains strong and we continue to rate 
its manager. 

“The fund’s discount has widened 
significantly over the last three years. 
With the shares having previously 
traded at a small premium, we believe 
it offers an attractive opportunity.”
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Wealth care

477.08% 

IT Biotechnology & Healthcare has delivered 
spectacular returns over the medium and long term. 
But, asks Adam Lewis, can it keep it up? 

W ith an average 
share price return 
of 477.08 per cent, 
IT Biotechnology & 

Healthcare ranks behind only IT 
Technology & Media in terms of the 
best performing sector over the past 
10 years.

This may go some way to explain why 
its assets have grown nearly three-fold 
in the past five years from £1.4bn at the 
end of April 2014 to £4.1bn today.

Annabel Brodie-Smith, 
communications director at the AIC, 
notes demand for the sector is also 
reflected in a premium rating of 6.6 
per cent, the fourth highest in the IT 
universe. 
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“Last year was a tougher year for 
biotech companies and there 
was some political 
pressure on 
drug prices 
in the US,” 
she says, “but 
the sector was 
still up 3.3 per 
cent in a difficult 
year for equities, with 
the average investment 
company down 3.4 per cent.”

Looking ahead
The obvious question after the stellar 
run that biotech has been on is – can it 
keep it up?

 Kirill Kul, chief investment officer 
of equities for EG Capital Advisors 
(EGCA), says the near-term outlook is 
uncertain. 

“The biotech industry currently faces 
many challenges, such as regulatory 
changes and pressure on drug pricing,” 

sector’s attractiveness and long-term 
outperformance prospects.

“Irrespective of certain political and 
cyclical headwinds, we believe in 
strong fundamental drivers of sector 

The long-term 
demographic tailwind 
behind healthcare- 
focused companies is 
clear, with much of the 
developed world getting 
older and fatter

he adds. “Indeed, the 
Nasdaq Biotechnology 

Index has been performing 
worse than the overall Nasdaq 

composite and even the S&P 500 over 
the last one and five years.”

 Despite this, Kul notes that specific 
asset classes which are aimed at 
changing the medical treatment 
paradigm, such as Advanced 
Therapies – including gene therapy, 
cell therapy and tissue engineering – 
are sentiment-agnostic and driven by 
specific clinical milestones. He adds 
that although biotech is a difficult and 
highly science-intensive investment 
field, he remains confident in the 

10-year return of IT Biotechnology  
and Healthcare sector
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growth,” he says. “The growing and 
ageing population, in conjunction 
with advancements in drug research/
diagnostics, has dramatically shifted 
unmet medical needs in the last 30 years 
towards non-communicable, chronic 
and genetically defined disorders.

“This automatically drives public 
demand for new therapeutics, 
reimbursement and sufficient funding 
of the industry, and has spurned a new 
wave of medical R&D advancements 
in advanced therapies in recent years.”

Pascal Dowling, a partner at 
Kepler Partners, says the long-
term demographic tailwind behind 
healthcare-focused companies is 
clear, with much of the developed 
world getting older and fatter and 
expectations of improved healthcare in 
the developing world increasing in line 
with living standards.

“Taking the UK as an example, 
UK public spending on health has 

Scottish Mortgage is another option 
– the trust holds gene sequencing 
company Illumina in its top-10 and has 
numerous smaller positions in biotech 
start-ups.

Kepler’s preferred focused play 
in this sector is the International 
Biotechnology Trust, managed by 
SV Life Sciences. Dowling notes the 
strength of the managers, particularly 
their practical experience in the 
industry – not just as investors – stands 
the trust in good stead. 

“In particular we think the team deals 
well with the inherent volatility of the 
sector – which is subject to significant 
swings in sentiment – via its strategy of 
mitigating risk by diversification across 
sub-sectors,” he says. Source: FE Analytics

PERFORMANCE OF SECTORS VS INDEX 

“This is through selecting 
therapeutic areas with defensive 
characteristics, avoiding large 
‘elephants’ accounting for any more 
than 10 per cent of the portfolio, and 
avoiding binary events by divesting 
stock as companies approach crucial 
trials, even if this means missing out 
on the last few yards of upside.”

Secular growth 
With concerns over global growth 
gathering pace, leading to increased 
market volatility in 2018, Winterflood 
Investment Trusts took the decision 
at the start of this year to broaden its 
exposure to the healthcare sector, 

In focus

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

IT Technology & Media 9.34 139.73 197.14 659.66

IT Biotechnology & Healthcare 4.23 43.69 102.68 477.08

IT Property Securities 2.48 48.71 84.13 364.08

MSCI AC World 4.21 49.82 71.6 213.86
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increased in real terms, and as a share 
of national income, from £12.8bn in 
1955 to 1956 to £143.7bn in 2015 to 
2016 (in 2017 to 2018 prices),” he adds. 
“Meanwhile, in countries like India 
and China, where a rapidly burgeoning 
middle class expects and demands far 
better health provision, the potential 
spend must be matched with a 
combined population numbering 
nearly three billion people.”

Thin on the ground 
Yet despite the outstanding returns 
generated by biotech over the medium  
and long term and the flood of money 
into the sector, the choice for investors 
remains limited, with just six focused 
trusts for investors to choose from. 

Dowling says that it is possible for 
investors to gain exposure through 
more general trusts: “Jupiter European 
Opportunities and the JP Morgan 
European Investment Trust have 
large exposures to major European 
healthcare companies.” 

https://www.trustnet.com/factsheets/t/be08/sct-mtg-it-plc
https://www2.trustnet.com/factsheets/factsheet.aspx?skipre=1&fundCode=ITJEO&univ=T
https://www2.trustnet.com/factsheets/factsheet.aspx?skipre=1&fundCode=ITJEO&univ=T
https://www.trustnet.com/factsheets/t/j219/jp-morgan-european-it-plc-income-shs-2.06155p
https://www.trustnet.com/factsheets/t/j219/jp-morgan-european-it-plc-income-shs-2.06155p


The top performer:
International 
Biotechnology Trust
This trust, headed up by 
SV Life Sciences’ Carl 
Harald Janson since 2013, 
is the best performer in 
its sector over five and 
10 years and should 
continue to benefit from 
growing global demand 
for healthcare. “Investors 
should not assume that 
volatility is not an issue, 
but the risk of drawdown is 
more than compensated by 

the potential upside, or it 
has been in the past,” says 
Dowling. “The maximum 
drawdown for the trust over 
the last 10 years is 36 per 
cent, which is a relative 
trifle compared with the 338 
per cent it has delivered 
over the same time period 
in NAV terms. Particularly 
for investors with long 
time horizons, we think 
the trust has clear appeal.” 
International Biotechnology 
Trust currently sits on a 1 per 
cent discount.

The discount play:
Polar Capital Global 
Healthcare Trust
The Polar Capital Global 
Healthcare Trust trades 
on the widest discount in 
the sector at 9.3 per cent 
(compared with the 21.6 
per cent premium from 
the Syncona Trust, for 
example). However, it is one 
of the weakest performers 
over three and five years, 
which is partly explained 
by its lower exposure 
to biotech and a higher 

exposure to more 
traditional large-cap 

pharma and healthcare 
names. In a recent note 
to investors, managers 
James Douglas, Daniel 
Mahony and Gareth Powell, 
said: “The temperamental, 
almost nervous nature 
of the market further 
underpins our view that 
large-cap healthcare 
companies should be a 
relatively attractive place 
to invest in the near to 
medium term.”

The Winterflood pick:
Worldwide Healthcare 
Trust
This trust’s founder and 
managing partner Sam 
Isaly left in December 
2017 after 20 years at the 
helm, following media 
allegations of improper 
behavior. However, Elliott 
says the experience 
of the team means his 
departure has had little 
effect on the way the trust 
is run. “OrbiMed Capital 
is a dedicated healthcare 

investment firm with 
approximately $12bn of 
AUM and a team of 84 
investment professionals, 
including MDs/PhDs and 
former CEOs/founders,” 
he says. “Since its IPO in 
1995 to the end of 2018, 
Worldwide Healthcare has 
generated an NAV total 
return of 2,767 per cent, 
representing 15.2 per cent 
per year, higher than the 
returns of any other UK 
investment company over 
the same period.” 
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PERFORMANCE OF TRUSTS VS SECTOR  “We are attracted to the 
secular growth offered 
by the healthcare sector 
with fundamentals such 
as regulation and scientific 
innovation remaining 
positive”

Source: FE Analytics
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which it still believes represents a 
secular growth opportunity.

Head of research Simon Elliott 
switched from the biotechnology 
focused Biotech Growth Trust 
into Worldwide Healthcare in its 
model portfolio, although the latter 
also has a significant allocation to 
biotechnology.

“We are attracted to the secular 
growth offered by the healthcare 
sector with fundamentals such as 
regulation and scientific innovation 
remaining positive,” says Elliott. 
“However, with recent market 
volatility and political rhetoric having 
negatively impacted sentiment 
towards the biotechnology sector and 

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

International Biotechnology Trust 7.58 51.3 144.8 521.77

The Biotech Growth Trust  -4.88 11.08 52.28 507.79

Worldwide Healthcare Trust  -0.87 47.67 105.24 476.7

Syncona 2.98 92.3 116.73 N/A

Polar Capital Global Healthcare Trust  3.48 23.52 49.33 N/A

BB Healthcare Trust 13.94 N/A N/A N/A

IT Biotechnology & Healthcare  4.23 43.69 102.68 477.08looking set to persist in the short term, 
we continue to prefer exposure to the 
broader healthcare sector through 
Worldwide Healthcare.”

Both Worldwide Healthcare and the 
Biotech Growth Trust are managed by 
OrbiMed Capital and given healthcare 
is a specialised area of the market, 
Elliott says it warrants a focused 
approach from a team of experts. 

Strength in depth
“The team at OrbiMed is well resourced 
and experienced and has delivered a 
strong long-term performance record 

for the Worldwide Healthcare 
Trust,” he says.

Looking forward, Brodie-Smith notes 
there is a high level of innovation 
in the sector, with the regulatory 
environment remaining supportive of 
new drug approvals and large biotech 
stocks trading below historic levels.   

https://www.trustnet.com/factsheets/t/qa30/international-biotechnology-trust
https://www.trustnet.com/factsheets/t/qa30/international-biotechnology-trust
https://www.trustnet.com/factsheets/t/k0p0/polar-capital-global-healthcare-trust-plc
https://www.trustnet.com/factsheets/t/k0p0/polar-capital-global-healthcare-trust-plc
https://www2.trustnet.com/Factsheets/Factsheet.aspx?fundCode=akfr0&univ=T&pageType=performance&skipre=1
https://www.trustnet.com/factsheets/t/fd95/wldwide-hlthcare-tst-plc
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HALL OF SHAME
The biggest scams in history 

trustnet.com

$242m 

– estimated losses of 
Bernie Madoff’s victims 
– compared with $20m 

(equivalent to $225m) from 
those of Charles Ponzi

– peak market cap of 
Enron in 2000. It filed 
for bankruptcy in 2001

– amount lost by Société Générale due 
to unauthorised trading of employee 
Jérôme Kerviel

– amount Banco Noroeste’s 
Nelson Sakaguchi invested in a 
Nigerian airport between 1995 
and 1998. The airport didn’t exist

– amount ING paid 
for Barings Bank, 
after employee Nick 
Leeson lost £827m 
in unauthorised 
trades. The bank 
was 232 years old 

 – Bernie Madoff’s age when he will be 
due for parole, in 2139

FE TRUSTNET

$18bn

$70bn

€4.9bn

2,000

201

– estimated number of people killed in 
riots in Albania in 1997, following the 
collapse of multiple Ponzi schemes

– proportion 
of Boston 

Police 
Department 

believed 
to have 

invested 
in “Ponzi 
notes” in 

1920

– proportion of 
Portugal’s 1922 
GDP made up 
of banknotes 

forged by Alves 
Dos Reis 

75%

0.88%
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Follow 
the leader 

John Blowers expects platform 
fees to fall in the long term – but in 
the short term they appear to be 
leaning towards the example set by 
the most expensive provider 

I ’m no economist, but I am very 
surprised about what has just 
happened with pricing in the 
platform market.

Interactive Investor (ii) recently 
announced a change in its pricing, 
which is set to increase costs to 
customers, however it has tried to 
spin it.

There is a genuine argument to say 
that ii’s pricing has always been a little 
too low, as it has used price as a key 
weapon in attracting new customers.

But with a series of acquisitions 
under its belt – and more planned 
– it seems confident enough to start 
testing the waters with a higher-
priced offering.

I always assumed the market 
leader, Hargreaves Lansdown (HL), 
would be the firm to crack first 
and reduce its pricing as it is by 
some margin the most reassuringly 
expensive player in the market.

FE TRUSTNET

In the back   [ PLATFORMS & PENSIONS ]

It has stubbornly stuck to its guns 
on pricing and its customers seem 
to have come to terms with the fact 
that the overall service justifies 
the premium over other platform 
providers. 

And they have got a point. HL 
is now an established and strong 
brand – an organisation you’d be 
happy to entrust your life savings to 
– and that’s worth a lot in the peace-
of-mind department.

Investment powerhouse
Since I first encountered HL back in 
the late 1980s, I have been amazed at 
its phenomenal growth, from small-
time fund broker to investment 
powerhouse. At the time of writing, 
it is the 38th largest company on 
the FTSE 100 with a market value of 
almost £11bn.

To put that into context, HL is 
more valuable than Whitbread, 
British Airways parent IAG 
and almost double the size of 
investment behemoth Standard 
Life Aberdeen.

The value of the HL business 
has been driven by the premium 

pricing that it has been charging 
and what is potentially worrying to 
private investors is the market seems 
to be moving towards its pricing 
levels, rather than, as anticipated, 
the other way around.

I like to look at HL and ii as the 
pricing “bookends” in the platform 
market. As both of their pricing 
models now have some complexity, 

Since I first encountered 
HL back in the late 1980s, 
I have been amazed at its 
phenomenal growth, from 
small-time fund broker to 
investment powerhouse
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the simplest way to look at it is HL 
charges 0.45 per cent per annum 
on the value of your portfolio up to 
£250,000, while ii now charges £9.99 
a month (as opposed to £22.50 per 
quarter) from 1 June.

If you’re reading this, you’re 
probably what I would call an advanced 
private investor and that puts you in 
the top 5 per cent of all functioning 
consumer investors in the UK.

“Little awareness”
For the remaining 95 per cent of 
platform users, there is probably 
little awareness of what these two 
pricing models actually mean 
in terms of cost, so I’ll use some 
examples to clarify.

There are many caveats to the table 
over the page – HL does not charge 
for buying and selling funds, whereas 
ii does (£7.99, but this does include 
one free trade a month). HL also has 
preferential charging on some of the 
most popular UK funds. There are other 
cost differences too, so do not rely on 
the featured table other than for general 
guidance.

However, the table does show the 
stark difference between percentage-
based charging and a fixed-price 
model and although ii has just hiked 
its charges, in reality it makes little 
difference to the long-term picture.

If you’re planning to hold a sizeable 

If you’re planning to hold a 
sizeable portfolio for a long 
period of time, make sure 
you are aware of the effects 
of percentage-based fees, as 
most platforms do charge in 
this way

In addition, don’t underestimate 
the value of good service. You’re 
entrusting potentially huge amounts 
of money with these platforms and 
if something goes awry, you need to 
know it will get sorted out fast and to 
your satisfaction.

But that isn’t the point of the article. 
We are trying to look to the future and 
guess what pricing trends will emerge.

We’re looking at a market that has 
grown rapidly, with many platforms 
available, but there is now a trend 
towards consolidation, meaning fewer 
players all seeking commercial scale. 
HL has proved that if you get beyond 
£50bn of client money, you’re going to 
be very successful.

No other platform is anywhere near 
this figure.

A one-horse race
Such is HL’s dominance, it has led 
a one-horse race, with the others 
mopping up the remaining market 
share, and you could justifiably say 
that no other platform has the scale 
to make itself economically viable.

ii has been working hard on 
acquisitions in the past 18 months, 
buying TD Direct Investing, Trustnet 
Direct and Telegraph Investor. It is also 
trying to digest Alliance Trust Savings 
(subject to approvals) and is strongly 
tipped to acquire The Share Centre.

This puts it in a firm second place, 
closing the gap on HL faster than any 
other player. 

portfolio for a long period of time, 
make sure you are aware of the effects 
of percentage-based fees, as most 
platforms do charge in this way.

Call me a cynic...
As examples, AJ Bell Youinvest (0.25 
per cent), Barclays Smart Investor (0.2 
per cent), Bestinvest (0.4 per cent), 
Charles Stanley Direct (0.35 per cent) 
and Fidelity (0.35 per cent) all charge 
a percentage-based fee, some pretty 
close to the levels charged by HL.

Call me a cynic, but researching 
these top-level charges has been 
a deeply confusing exercise as 
there are so many nuances in how 
firms levy fees for share dealing, 
funds, regular investing, SIPP 
administration and so on.  

If you are looking to switch on the 
basis of this article, please do take 
some time to conduct your own 
in-depth research, because your 
personal requirements may be best-
served by a platform that looks 
expensive on first view.

FE TRUSTNET
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Rise of the machines
Robo-advice hasn’t grown fast 
enough to concern the larger 
platforms and smaller players are 
struggling to offer a differentiated 
service to gain any traction.

The platform industry could 
consolidate into four or five major 
suppliers which may affect how these 
remaining players charge customers.

With fewer competitors, we may 
see charges rise, buoyed by the 
knowledge that HL has succeeded in 
growing fast, even though it has high 
fees. That would be bad for investors, 
but what we may see is that these 
remaining “super platforms” end up 
with increased buying power with 
fund managers and may be able  

to pass on lower fund costs. 
Fund managers have stuck to their 

pricing and all the cost reductions 
seen since the Retail Distribution 
Review banned fund commissions 
result from lower platform charges.

It would be a positive message if 
fund groups shared the pain of lower 
margins in active management, but 
don’t hold your breath.

What could make a difference is 
the emergence of a mega-brand, 
maybe Amazon or Google, entering 
the market. It isn’t prohibitively 
expensive to get the technology in 
place to build and run an investment 
platform. The main barrier to entry 
has been the cost of acquiring 
customers economically and a well-
known brand may be able to achieve 
this at scale.

Technological advances
Alternatively, technological 
advances and regulatory change 
mean that eventually you won’t 
need a platform at all. Rather like 
with open banking, where you can 
aggregate your holdings from several 
sources and view and control it 
from a single source, would it not be 
possible to buy funds directly from 
providers and manage them inside 
your online banking service?

In this instance, you may be able to 
avoid paying a platform fee at all and 
have a holistic view of your finances.

In a world where costs have 
decreased by disintermediating the 
supply chain, the financial services 
industry has remained resolutely 

intermediated.
I don’t think we’re far away 

from new players entering 
the fray to disrupt the 

platform market 
and this may 

well have a 

EFFECT OF CHARGES ON HL AND ii ACCOUNTS OVER 20YRS*
Portfolio size HL ii Difference Difference over 20 years

£10,000 £45 £120 -£75 -£1,500

£25,000 £113 £120 -£7 -£140

£50,000 £225 £120 £105 £2,100

£75,000 £338 £120 £218 £4,360

£100,000 £450 £120 £330 £6,600

£175,000 £788 £120 £668 £13,360

£250,000 £1,125 £120 £1,005 £20,100

£500,000 £1,750 £120 £1,630 £32,600
£1,000,000 £3,000 £120 £2,880 £57,600

Source: HL & ii *No assumptions made on growth in portfolio size

positive effect on end-costs for 
consumers. 

Finally, much responsibility rests 
on investors’ shoulders. In the earlier 
example, a £1m portfolio hosted with 
a more expensive provider could see 
nearly £60,000 wiped out in charges 
over 20 years. Was its service worth 
it? Don’t assume what appears to be 
a few percentage points in fees won’t 
make much difference, because 
it does. Especially over the longer 
term, which is the timescale you 
should be thinking of.

Caveat emptor. 

It would be a positive 
message if fund groups 
shared the pain of 
lower margins in active 
management
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The low esteem in which 
global investors hold the 
UK has thrown up decent 
opportunities for income 
seekers willing to ride out 
Brexit jittersSolid 

foundations 

Laith Khalaf, senior analyst at 
Hargreaves Lansdown, highlights 
three stocks with steady if 
unspectacular dividend yields 
that have the potential for growth   

P roducing a decent income 
from a stock portfolio is the 
holy grail for many investors. 

That applies in spades in today’s 
world where people have full control 
over their pension pots and yet loose 
monetary policy has pushed the yield 
on cash and government bonds below 
the rate of inflation. 

British Land, one of the 
UK’s biggest commer-
cial property landlords, 
has seen its share price 
fall by a third in the last 
three years on concerns 
over demand for retail 
and office space. The 
company has exposure to 
struggling retailers such 

as M&S and Debenhams, 
but it has a long list of 
more stable tenants such 
as Facebook, Tesco and 
the UK government. Its 
stock now trades at a 30 
per cent discount to the 
NAV of its property portfo-
lio, but with a prospective 
yield of almost 6 per cent, 
shareholders are being 
paid to wait for an im-
provement in sentiment.

Insurance isn’t the most 
exciting industry, but it 
can be a lucrative one, 
and Legal & General has 
carved out market-leading 
expertise in key areas. One 
of these is de-risking final 
salary schemes in the UK, 
a service it is now expand-
ing into the US, while 

pension auto-enrolment 
has also created a wave 
of new retirement savers 
at home, where L&G is 
one of the major players. 
Increased investment in 
low-cost passive funds is 
another growth market, 
where it stands toe-to-toe 
with American behemoths 
BlackRock and Vanguard. 
The cherry on top is a yield 
of more than 6 per cent.

On a typical day, 2.5 bil-
lion people use a Unile-
ver product, from Cor-
netto ice creams to Persil 
washing powder. That 
scale and the strength of its 
brands have made Unile-
ver a stock market darling. 
The share price has ben-
efited from rock-bottom 

interest rates, which have 
pushed bond investors 
into stocks offering reliable 
dividend growth. Unile-
ver’s market premium has 
fallen back in the last few 
years, and while not cheap, 
it is now more modestly 
priced. A yield of 3 per cent 
is below the market aver-
age, but its growth pros-
pects mean that, over time, 
it can play catch-up.

The low esteem in which global 
investors hold the UK has thrown 
up decent opportunities for income 
seekers willing to ride out Brexit jitters. 
The typical FTSE 100 stock now offers a 
yield above 4 per cent.

A high yield is not necessarily a 
kitemark for success, however, and as 
recent dividend cuts from Vodafone 
and Royal Mail have demonstrated, 
sometimes it is a sign of distress. 
The flip side is that lower-yielding 
stocks can be attractive income plays 
for patient investors because of the 
potential for dividend growth. 



FE TRUSTNET trustnet.com

  [ WHAT I BOUGHT LAST ]In the back 56 / 57

James Klempster is 
director of investments 
at MGIM (Momentum 
Global Investment 
Management)

We believe the lower-quality parts 
of the credit spectrum should be 
exploited by an expert team with a 
proven track record of credit selection 
– a view shared by the managers of 
the trust

part of this market. We 
consider it a leader in 
the asset class.  

TwentyFour was 
formed in 2008 by 
the seven founding 
partners and although 
today it is majority 
owned by Vontobel, it 
continues to be closely 
aligned with its clients’ 
interests. 

Mispriced securities 
This strategy 
predominantly offers 
exposure to UK and 
European mezzanine 
ABS via a listed closed-
ended trust. It seeks 
to exploit mispriced 
securities to deliver a 7 
to 10 per cent net return 

per annum, which 
comes with limited 
interest-rate risk due to 
the floating-rate nature 
of these securities.  

We believe the lower-
quality parts of the 
credit spectrum should 
be exploited by an expert 
team with a proven track 
record of credit selection 
– a view shared by the 
managers of the trust. 
They adopt an active, 
team-based approach to 
investing with a focus 
on detailed, bottom-up 
credit research. This 
attempts to identify 
undervalued securities 
that the managers are 
confident will not suffer 
impairment and will 

TwentyFour Income 

MGIM’s James Klempster says a closed-ended structure is vital for 
accessing a niche sector such as asset-backed securities

T he beauty of 
being a multi-
asset fund 

manager with a global 
reach is that you have an 
almost unencumbered 
choice of investments 
to buy. However, one of 
the biggest frustrations 
of discovering a great 
niche asset class is 
being unable to find a 
manager or a structure 
that allows us to access 
it in an appropriate way 
in our portfolios. 

This is often the case 
in less liquid markets 
and as a result we look 
for vehicles that are 
not left at the mercy 
of our fellow investors 
when times get tough. 

Investment trusts are a 
great example of this as 
their corporate structure 
provides them with a 
fixed pool of capital. 
The downside is their 
share price can deviate 
from fair value, so we 
have to be patient buyers 
and sellers to ensure 
that our clients are not 
penalised. Recently, we 
added to our holdings in 
the TwentyFour Income 
trust, a position we have 
held in some of our 
portfolios since launch.  

Ticking the boxes
TwentyFour Income 
ticks a number of the 
boxes we like to see 
in a holding. Firstly, 

it is run by a boutique 
fixed income manager. 
We don’t have a hard 
rule about preferring 
boutiques, but in illiquid 
asset classes it often 
makes sense, as the 
managers will not be 
under huge pressure 
to increase their AUM 
(even investment trusts 
can expand by issuing 
more shares).  

Secondly, TwentyFour 
is a specialist in its 
field. Asset-backed 
securities (ABS) are a 
core part of global fixed 
income markets and 
in the post-crisis years, 
the group has built a 
strong franchise in the 
more niche European 

deliver both income and 
capital appreciation. 
Furthermore, the trust 
offers diversification 
from our current fixed 
income holdings as it 
is lowly correlated over 
time to global high yield 
and equities. 



July preview

All dried out
The next issue of FE Trustnet Magazine will focus on liquidity, 

looking at why it causes problems and investigating which 
areas of the market could see similar problems to those recently 

experienced by Neil Woodford.

The sector focus will fall on multi-manager funds – with a 
growing number of investors wising up to the impact of high 

charges, do these vehicles still have a role to play?


