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O ur first edition 
after the 
summer break 

focuses on volatility. 
While, in theory, it is 
easy to dismiss this 
as a natural feature 
of stock markets, it 
is driven as much by 
human emotion as 
fundamentals and 
even the most level-
headed investor 
may find it hard to 
act objectively when 

their portfolio falls 
by 40 per cent. I ask 
whether long-term 
investors should 
throw caution to the 
wind, or keep half an 
eye on the downside, 
just in case. Staying 
on this subject, Cherry 
Reynard assesses 
whether traditional 
portfolio-protection 
strategies are of any 
use in the current 
environment, while 
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How I learned to stop 
worrying and love 
volatility

Should investors bother trying to suppress risk or would they be 
better off taking a gung-ho approach to maximise returns? 
Anthony Luzio finds out

M anaging volatility is a 
lucrative business. The 
IA Volatility Managed 
sector has grown from 

£19.3bn at launch in April 2017 to 
£34.6bn today, which when added 
to the £59.1bn in the IA Targeted 
Absolute Return sector and the £120bn 
in the IA’s three Mixed Investment 
sectors, makes up about £215bn in 
funds designed to offer some level of 
protection from the natural peaks and 
troughs of the stock market.

The rationale behind a lot of these 
funds is they help investors reach 
a certain “target”. Yet most of these 
funds work by obtaining growth from 
their equity exposure with the other 
assets hedging against a correction 
and offering little in the way of 
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returns. This leads to the obvious 
question – as long as you don’t need 
the money in the next 10 years or so, 
why not just put it all in a diversified 
portfolio of equities or a tracker and 
accept a higher level of volatility for 
what should in theory produce a 
higher level of return?

Charlie Morris, head of multi-asset at 
AHFM, says the obvious reason why 
you shouldn’t completely disregard 
volatility is so you can compound at a 
faster rate: “If you halve your money, 
you’ve got to double it to get it back. 
And so that is the big advantage in 
some kind of absolute return strategy.”

Yet over the long term, a portfolio 
of equities still tends to outperform 

“If you halve your money, 
you’ve got to double it to get 
it back. And so that is the 
big advantage in some kind 
of absolute return strategy”



MONKS HAS OVER £1.9BN
IN NET ASSETS UNDER
MANAGEMENT, WHILE ITS
ONGOING CHARGE IS A
MODEST 0.50%*.

THE MONKS INVESTMENT TRUST PLC

THE CENTRE OF 
YOUR PORTFOLIO.
Monks Investment Trust, we believe, could be a core investment for anyone seeking long term growth. 
It is managed according to Baillie Giff ord’s £39bn Global Alpha strategy. As a result, Monks takes a highly 
active approach to investment and its portfolio looks nothing like the index. The managers group their 
holdings into four diff erent growth categories. This allows for excellent diversifi cation and off ers the chance 
to unearth some of the more interesting companies listed on global stock markets. Over the last fi ve years 
the Monks Investment Trust has delivered a total return of 143.7% compared to 112.7% for the sector**.

Standardised past performance to 30 June**

2015 2016 2017 2018 2019

Monks Investment Trust 10.4% 3.2% 59.9% 22.1% 9.5%

AIC Global Sector Average 15.4% 5.6% 39.1% 20.6% 4.6%

Past performance is not a guide to future returns.
Please remember that changing stock market conditions and currency exchange rates will 
aff ect the value of the investment in the fund and any income from it. Investors may not get 
back the amount invested. If in doubt, please seek fi nancial advice.

If you’re looking for a fund to shine at the centre of your portfolio, 
call 0800 917 2112 or visit www.monksinvestmenttrust.co.uk

A Key Information Document is available by contacting us.

*Ongoing charges as at 30.04.19 calculated in accordance with AIC recommendations. Excludes transaction costs, costs of borrowing money to invest 
and the ongoing costs of any underlying investment funds within the Trust’s portfolio. Details of these costs can be found in the Key Information 
Document. **Source: Morningstar, share price, total return as at 30.06.19. All other data as at 30.06.19. Your call may be recorded for training or 
monitoring purposes. Issued and approved by Baillie Gifford & Co Limited, whose registered address is at Calton Square, 1 Greenside Row, Edinburgh, 
EH1 3AN, United Kingdom. Baillie Gifford & Co Limited is the authorised Alternative Investment Fund Manager and Company Secretary of the Company. Baillie Gifford & Co 
Limited is authorised and regulated by the Financial Conduct Authority (FCA). The investment trusts managed by Baillie Gifford & Co Limited are listed UK companies and 
are not authorised and regulated by the Financial Conduct Authority.

Long-term investment partners
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a lower risk strategy, even if invested 
at the worst possible moment. For 
example, if you invested at the peak 
of the global market before the 
financial crisis, even after a maximum 
drawdown of 40 per cent, you would 
have been back in the black in two 
and a half years. While the market was 
level with the IA Targeted Absolute 
Return sector over five years, over 10 it 
has more than quadrupled its gains.

Human error
While this is a great idea in theory, 
Graham Neilson, investment director 
at Fulcrum Asset Management, says in 
reality it ignores what is one of the major 
drivers of volatility: human emotion.

“If you think you are going to get one 
or two 10 to 20 per cent corrections 
every 12 to 18 months and your 
expected future returns more than 
cover that, then fine,” he explains.

“However, if you make your 
allocation based on strong historic 
returns and volatility is low, and 
you do that into the face of a large 
corporate or global deleveraging, or 
systemic risk issue, then you face two 
years of pretty significant losses.”

Neilson says investors may be able to 

“You have to look over the 
hill and prepare for the next 
cycle, which will be things 
that look a bit smelly at the 
moment”

Source: Fulcrum Asset Management
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Time

Po
rt

fo
lio

 v
al

ue

High volatility

Low volatility

Panic

https://www.bailliegifford.com/en/uk/individual-investors/funds/monks-investment-trust/
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overlook that volatility, but as time goes 
on, the behavioural tolerance for that 
loss gets tested to the maximum.

The investment director highlights a 
chart showing typical fluctuations of 
markets from a starting point of zero. 
He says that most investors will see the 
odd drop of 20 per cent, but will be able 
to ride that out, maybe even allocating 
more capital to take advantage of 
depressed prices. However, he points 
out that when the drop moves from 

20 per cent to 40 per cent, objectivity 
often goes out of the window.

“What tends to happen is you get 
forced sellers on the most extreme 
bad news,” he adds. “That is the point 
where panic sets in, risk gets cut 
and allocations come out, which is 
precisely the wrong thing to do, but it 
does happen.

“Even if you are on a flat line for  
the next two years or so and you 
gradually start building it up again, 

Source: FE Analytics

PERFORMANCE OF SECTOR IN LONGEST LOSING STREAK

IA Japan (-1.09%)

“What tends to happen is you get forced sellers on the most 
extreme bad news. That is the point where panic sets in, 
risk gets cut and allocations come out, which is precisely 
the wrong thing to do, but it does happen”
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60% PARKLIFE!
Despite the ‘death of the high street’, 
there’s plenty of life in retail parks.

The internet has transformed our shopping 
habits. Today, with almost anything deliverable 
to our doors, convenience is king. But providing 
that convenience requires much more than 
a warehouse and a fleet of delivery vans. 
Increasingly, shoppers are demanding an 
‘omnichannel’ experience. While they want to 
order from home or from the office, they often 
prefer to pick up those orders in store, so that, 
for example, they can try clothes on before 
taking them home. And they expect the same 
convenience in returning goods.

According to property agent Savills, by 2022, 
when the growth of online shopping is expected 
to level out, more than 80% of sales will still 
involve physical stores. But our changing habits 
mean that many of those stores will not be 
located in city centres. Meanwhile, retailers 
have to consider not only how best to balance 
their online and offline businesses, but also the 
costs of storage, distribution and returns. For 
shoppers and shop-owners alike, out-of-town 
retail parks provide a solution.

We’ve all seen the gloomy headlines about 
high-profile closures on the high street. But it’s 
important to realise that people aren’t shopping 
less in the online era. In fact, they’re shopping 
more than ever before – they’re just doing it 
differently. So, while the overall volume of retail 
sales has been steadily rising, the number of 
sales made at traditional department stores 
has been falling fast. And as sales at high-street 
stores and shopping centres decline, out-of-
town retail parks are emerging as winners. 

These retail parks offer retailers a wealth of 
attractions for owners and tenants alike. Their 
lease lengths tend to be good, and the flexibility 
of their units allows for easy upsizing and 

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 

The contents of this article 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.
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.
Whilst information contained in this article 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. 
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)

downsizing as business conditions changes. As 
a result, vacancy rates tend to be low. And retail 
parks are well placed to benefit from the shift to 
online shopping.

That’s because retail parks are perfectly 
placed to provide the joined-up, omnichannel 
experience that customers want. Out-of-town 
locations allow commuters to collect or drop 
off items on their way home. And attractive 
retail parks with cafés, restaurants and other 
diversions offer a full ‘experience’ for families at 
the weekend. 

From the retailer’s perspective, both ‘click 
and collect’ and returns bring customers off 
the internet and into the stores, where they 
can be tempted to make additional purchases. 
And out-of-town locations are ideal for ‘last-
mile’ delivery and the storage of goods bought 
online. So many retailers are taking advantage of 
retail parks’ strategic locations to maximise the 
efficiency of their deliveries.

It’s this combination of online and offline that 
makes retail parks such an attractive investment. 
We foresee a future in which the major chains 
have fewer stores on the high street and much 
better out-of-town representation in retail 
parks. ‘Bricks’ and ‘clicks’ will work together to 

deliver the consumer’s preferred experience – 
and retail parks will be pivotal in facilitating that. 

Not all retail parks are equal, however. At 
Ediston, our investment approach is highly 
selective. We avoid more than 60% of the retail-
park subsector because we’re only interested in 
parks that dominate their local area. Nor are we 
interested in ‘over-rented’ properties – where 
rents are too high and are will be difficult to 
sustain when leases expire. Instead, we favour 
parks with affordable rents and the potential for 
us to improve returns through intensive asset 
management. We aim to get under the skin of 
each property we own so that we can secure and 
improve the income streams for our investors.

Our conviction in the right retail parks is so 
strong that we intend to build one of our own at 
our site in Haddington, outside Edinburgh. We’ve 
had abundant interest from potential tenants, 
and we expect most of the units to be let well 
before construction starts. 

Retail isn’t dying – far from it. But it is 
evolving. We aim to harness that evolution on 
our investors’ behalf. As e-commerce evolves 
into omnichannel, we’re confident that the best 
retail parks have the locations, facilities and 
flexibility to prosper in the online age. ■

ADVERTISING FEATURE 

EDISTON PROPERTY INVESTMENT COMPANY

https://www.epic-reit.com
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you have lost a lot of time and returns 
by doing that.”

The lost decades
The real problem is market slumps 
can last a lot longer than 10 years. 
An article published earlier this year 
on FE Trustnet showed there are 11 
sectors in the IA universe that have 
seen periods of 10 years or longer 
where they were still in negative 
territory. IA Japan topped the list: 
investors who put their money into 
the sector at its peak at the end of 1989 
would still have been sitting on losses 

more than 24 years later.
Yet in most of these cases, the problem 

was less about volatility and more 
about investing in grossly overvalued 
assets. And with the traditional 
instrument for dampening volatility – 
bonds – looking the most overvalued of 
the lot, this has turned traditional risk-
management models on their head.

“A waste of capital”
David Coombs, head of multi-asset 
investments at Rathbones, uses some 
government bonds in his lower-risk 
portfolios as a hedge against short-
term headwinds. However, the only 
asset he holds in his most aggressive 
funds aside from equities is cash, “and 
that is waiting to go back into equities”.

“I am not invested in emerging 
market debt, high yield bonds, 
commercial property or investment 
grade bonds, because at the moment 
I don’t see any return for the risk I am 
taking,” he says.

“That fund should be fully invested 
at all times and usually is, but I 
am not because of where we are – 
markets are a bit toppy,” he adds. 
“But there is nowhere else.”

Coombs adds there is a chance 
equities may not be that “toppy” after 
all. While global P/E ratios look high, 
this is only one measure of value – for 
example, he says the reverse yield 
gap of around 3.5 per cent on UK 
equities and gilts would have been 

“an absolute bull signal to pile into 
equities” when he started investing.

“I don’t know where it ends. If this 
continues for the next two years, a lot 
of financial models will break. If rates 
are negative and central banks move 
away from limiting inflation to trying 
to generate inflation, then equity 
markets might look really cheap.”

Morris recently sold down long-
dated bonds in his AHFM Total 
Return fund, saying the long-term 
prospects for these assets are “crazy”. 
Instead, he is more optimistic about 
undervalued areas such as emerging 
markets and the UK in the long run.

“You have to look over the hill and 
prepare for the next cycle, which will 
be things that look a bit smelly at the 
moment,” he adds.

Such areas may represent a good bet 
in the long-term, but with the issues 
responsible for their undervaluation 
a long way from being resolved, you 
can be sure any realisation of this 
value will be accompanied by one 
thing: volatility. 

With the traditional instrument for dampening volatility 
– bonds – looking the most overvalued of the lot, this has 
turned traditional risk-management models on their head

The “real beauty” of equity markets
A willingness to accept 
volatility is one of the keys 
to the outperformance of 
the Edinburgh Worldwide IT, 
whose gains of 367.79 per 
cent over the past decade 
are almost double those 
of its IT Global Smaller 
Companies benchmark. The 
trust’s manager, Svetlana 
Viteva, who invests in 
immature growth companies 
that have the potential to 
become the winners of the 
future, says the “real beauty” 
of investing in equities is the 

highly asymmetrical return 
profile they offer.

“It is inevitable when you 
own a portfolio of immature 
companies that some of 
them fail, but just a handful 
of our top performers 
more than offset that,” she 
explains.

“It is about being long-term 
owners of the shares and 
investing for growth.”

The manager says this 
long-term approach, 
ignoring temporary 
setbacks, is vital for 

accessing companies that 
disrupt existing markets 
and change the established 
way of doing things. Such 
businesses are not built 
overnight, she adds.

“There is such a 
disconnect between 
the real world and how 
financial markets judge 
companies on their 
ability to deliver smooth 
operational performance 
quarter in and quarter out. 
Progress doesn’t happen in 
a linear fashion.”

  [ VOLATILITY ]
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Head in the cloud:  
Tom Slater on tomorrow’s opportunities

I n the eyes of Jeff Bezos, the 
likely impact of ‘the Cloud’ is 
still not fully understood. He 
sees it as a fundamental change 

in computing that will play out over 
decades.

Why does he think this? Because 
Information Technology (IT) is 
becoming a central and strategic 
activity for many businesses outside 
the traditional IT industry, and it 
facilitates many of the products and 
services mentioned previously in this 
series. The digital assistant Alexa, 
Amazon Prime Video, as well as other 
media names in the portfolio such as 
Netflix and Spotify all exist because 
of the Cloud. Advances in computing 
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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 ]

Following on from the previous article on his future-
gazing session in Seattle with Jeff Bezos, Tom Slater 
considers the fast-growing Cloud business Amazon 
Web Services
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its internal systems to cope with this 
growth which conveniently laid the 
foundations for what would eventually 
become AWS. 

Mr Bezos’s preference for spending 
most of his time “living in the future” 
has already been mentioned. AWS is a 
prime example of the benefits of such 

prescience. An ecommerce start-up 
like Amazon should not have been able 
to challenge the traditional IT giants 
at data storage, but on-premise storage 
giants like Oracle and SAP failed to 
find ways to adapt their business 
model to embrace Cloud. Amazon’s 
nimbleness, adaptability and future-
thinking has resulted in AWS, yet 
another exemplary Amazon business.

AWS now leads the global Cloud 
market with around 35 per cent share, 
more than its next four competitors, 
Microsoft, Google, IBM and Alibaba, 
combined. The business is only 10 per 
cent of Amazon’s sales but it accounts 
for over 50 per cent of operating income 
and is growing at a faster rate than the 
company as a whole. The transition 

power, twinned with development 
of faster telecommunication 
networks, foster new business 
models that were not possible as 
recently as a decade ago.

Going back to the early days 
of computing, large mainframe 
computers sat in enormous, 
room-sized metal cabinets, and 
anchored local networks with end 
user terminals. As Moore’s Law 
progressed, computers became 
cheaper and more powerful, but 
most importantly physically smaller. 
This heralded the era of personal 
computing, with machines appearing 
in enterprises, homes and ultimately 
pockets and palms.

With the advent of the Cloud, we are 
at another critical juncture, where 
computing workloads are moving 
away from the enterprise and the 
home, back to a centralised structure. 
This is a profound change that 
should be thought of as the digital 
transformation of an enterprise.

Amazon Web Services (AWS) is 
the current market leader in the 
Cloud computing market and 
although now a household name, 
it came from humble beginnings. 
In 2000, Amazon was still a young 
ecommerce company struggling to 
achieve scale. The company had to 
make substantial investments in 

Advertorial feature   [ BAILLIE GIFFORD ]

to the Cloud is still in its infancy, with 
recent market analysis suggesting the 
global Cloud market could rise six-
fold by 2025 to $1.25 trillion from over 
c.$200 billion at present. Broadly, there 
is scope for any of the tens of millions 
of enterprises around the world to 
leverage the benefits of Cloud, so the 
opportunity is suitably gigantic.  

In our meeting, Bezos got most 
enthusiastic about databases. He 
thinks that the advantages of a 
Cloud-based system are big enough 
for corporates to consider switching. 
At the very least it seems unlikely 
that any startup today would tie 
themselves to the legacy Oracle 

With the advent of the Cloud, 
we are at another critical 
juncture, where computing 
workloads are moving away 
from the enterprise and the 
home, back to a centralised 
structure
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Investments with exposure to overseas securities can be affected 
by changing stock market conditions and currency exchange rates. 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. 

A Key Information Document is available by visiting 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 worked in the Developed Asia and UK Equity teams before joining the 
Long Term Global Growth Team at the start of 2009. Tom became a Partner 
in the firm in 2012. Tom was appointed Joint Manager of Scottish Mortgage 
Investment Trust in January 2015 having served as Deputy Manager for the 
previous five years. In 2015 Tom was appointed Head of the US Equities 
Team and is a decision maker on Long Term Global Growth portfolios. Tom’s 
investment interest is focused on high growth companies both in listed 
equity markets and as an investor in private companies.

This is the third in a series of three articles.

ecosystems that many enterprises 
still use. Amazon’s Cloud database, 
Aurora, has been a long time in the 
making but in Bezos’ view, the long 
learning time only goes to show 
how vast the prospects are. Aurora 
provides the security and reliability 
of commercial databases at one-tenth 
the cost. The attractions are obvious.

As in many other facets of internet 
and technology, the Cloud world is 
increasingly polarised between US and 
Chinese spheres of influence. In fact, 
the very idea of Cloud infrastructure 
is different in the Chinese context. 
Alibaba’s Cloud business is doubling 
each year and focuses on providing 
basic tools to the small and medium-
sized business sector to which it has 
never previously had access. Chinese 
enterprises have historically built their 

own software whilst SMEs have used 
manual processes that exploit the 
abundance of cheap labour or used 
pirated productivity tools. All of this 
means that the business software sector 
has not yet established itself. Alibaba is 
changing this with affordable connected 
tools and is clearly channelling a big 
pool of pent-up demand.

No matter where a business is 
based, the attractions of the Cloud 
are apparent. The likely cost savings 
are appealing but the value from the 
business intelligence it creates is even 
more significant. With 5G networks 
soon to be rolled out globally, and 
the explosion in data continuing, 
enterprises are looking for insights 
that can benefit their decision-
making. This is where Artificial 
Intelligence (AI) comes into play as 
it excels when making predictions 
from large datasets and ultimately, 

the Cloud is how many companies are 
going to make use of AI.

Streaming companies such as Netflix 
and Spotify that host their platforms in 
the Cloud use AI tools to recommend 
films and songs that they hope are 
to our tastes. Amazon’s product 
recommendations on their website 
are generated using machine learning 
algorithms hosted on AWS.

There is potential that as these 

Advertorial feature

gradually improve, it may become more 
economical and profitable for Amazon 
to send products before the user has 
requested them. Their taking out a 
patent for ‘anticipatory shipping’ shows 
they are serious. This is only possible 
due to the Cloud, the intersection of 
deeper datasets and more powerful 
AI tools. Our holdings in Amazon, 
Alphabet and Alibaba should all benefit 
as this transition continues. 

  [ BAILLIE GIFFORD ]
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The new 
normal 

V olatility in markets fell 
to historically low levels 
in 2017, only to jump up 
again in 2018. In 2019, 

volatility has, so far, sat somewhere 
between the two.

Since the financial crisis, stock market 
volatility has been fairly low compared 
with the period leading up to it – so 
what should we class as “normal”?

“It’s no secret that markets have been 
through an unprecedented 
decade since the financial 
crisis, supported by extraordinary 
monetary policy, and asset prices 
have risen across the board,” says 
Rahul Srivatsa, portfolio manager and 
team leader, quantitative research at 
Fidelity International.

“The last decade has been a 
relatively sanguine period overall, 
particularly compared with the years 
between the dotcom bubble and the 
financial crisis.”

18 / 19Your portfolio

Ellie Duncan attempts to find 
out what is a “normal” level of 
volatility for markets 

How volatile is normal?
The question of “what is normal 
volatility?” was brought to the fore in 
2018. In the preceding year there had 
been just eight days in which the S&P 
500 had recorded intraday moves of 
1 per cent or more, with a maximum 
drawdown (in dollar terms) of 2.65 per 
cent. Yet in the following 12 months 
there were 64 days in which the market 
moved by 1 per cent or more, with the 
index recording a maximum drawdown 
of 19.49 per cent. This spike in volatility 
caused investors to panic, even though 
industry commentators pointed out the 
market was simply reverting to normal 
levels after an unusually benign 2017. 
But were they right?

For John Teahan, portfolio 
manager at RWC Partners, the 
answer is “no”, for the simple reason 
there isn’t a “normal” level of 
volatility. He pointed out that, put 
simply, volatility is the movement of 
financial markets in reaction to real 
or perceived risk.

“The last decade has been 
a relatively sanguine 
period overall, particularly 
compared with the years 
between the dotcom bubble 
and the financial crisis”
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“Insofar as investors are normally 
positive, reflecting a rising equity 
market over time, one could 
characterise the mood of investors 
as fluctuating between confidence 
and greed, punctuated by moments 
of fear,” he says. “This is reflected in 
volatility, where we have extended 
periods of subdued volatility.” 

Teahan adds that spikes in 
volatility represent crises in investor 
confidence, either driven by real or 
perceived increases in underlying risk.

Many investment models associate 
volatility with investment risk but this is 
something Ilan Chaitowitz, co-manager 
of the Nomura Global High Conviction 
strategy, takes a firm view against.

“We think there is a relationship 
between volatility and investment 
risk, but indirectly,” he says.

“Higher volatility of asset prices 
can drive behavioural biases, which 
can lead to mistakes – and that’s an 
investment risk. But in and of itself, 

whether the asset price fluctuates or 
not isn’t an investment risk.”

Fear gauge
The most commonly used measure 
in professional investment and 
economic circles is the CBOE Volatility 
index, or VIX, launched in 1993. This 
is a live-traded index that measures 
implied volatility in the prices of a set 
of put and call options on the S&P 500. 

“In other words, a measure of the 
market’s expectations for asset price 
movement,” explains Srivatsa. 

As it is solely a forward-looking 
outlook on the movement of the 
US’s 500 largest stocks, is it the most 
accurate reading of global financial 
volatility? Up to a point, says Srivatsa. 
He adds that, given it has a 30-day 
view, is quick to reflect change and is 

tradeable, the VIX can be a useful tool 
for investors. However, he points out 
it does not give the full picture.

“Beyond the fact that it is only linked 
to the S&P 500 – a large and important 
market, but still only one part of the 
global equity universe – it is also short 
term, based on options which expire 
in 30 days,” he explains. “Looking at 
longer-dated options will often present 
a more nuanced picture of market 
expectations, as will looking at other 
market dynamics such as option skew, 
which can highlight prevalent market 
sentiment or hedging demand.”

As a relatively blunt instrument, the 
VIX index is a better indicator of current 
market sentiment, according to Teahan. 

“However, if one was looking for an 
indication of risk, then equity volatility 
and the VIX are poor indicators,” he 

says. “A low VIX reading gives no 
insight into what underlying risks are 
building in the equity market – it does 
not reflect valuations, leverage or risks 
to earnings.”

Never had it so good
Such a prolonged period of low 
volatility means many investors may 
have forgotten what it is like to live 
through more erratic periods.

“In 2017 and early 2018, many 
measures of complacency were 
apparent,” says Teahan.

However, Srivatsa reminds investors 
that volatility works both ways.

“Over the long term, investors rely 
on volatility to generate returns,” he 
says. “So, it’s an essential ingredient 
for any investment strategy built on 
market exposure.”

Source: Janus Henderson/Bloomberg

Notes: Blue bars show the number of days in a year when the S&P 500 has moved up or down by more than 1%, 
pink bar shows 2018. 

NUMBER OF DAYS S&P 500 MOVED MORE THAN 1%
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“A low VIX reading gives 
no insight into underlying 
risks building in the equity 
market – it does not reflect 
valuations, leverage or risks 
to earnings”
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The old  
guard

Cherry Reynard finds out whether 
traditional strategies for protecting 
against volatility will be of any use 
in the current environment 

A fter a lengthy period of 
low volatility, investors 
have found themselves in 
a different environment 

over the past 12 months. As the global 
economy slows, lower returns and 
higher volatility may be the new 
reality. How should investors react?

Not just for corrections
Any kind of volatility “insurance” 
needs to balance cost and efficacy. 
Buying insurance after the event is 
pointless, while trying to time bouts 
of volatility is nearly impossible. As 
such, volatility protection needs to be 
held through the cycle. 

The first line of defence is usually 
cash. James Calder, research director 
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MONKS HAS OVER £1.9BN
IN NET ASSETS UNDER
MANAGEMENT, WHILE ITS
ONGOING CHARGE IS A
MODEST 0.50%*.

THE MONKS INVESTMENT TRUST PLC

THE CENTRE OF 
YOUR PORTFOLIO.
Monks Investment Trust, we believe, could be a core investment for anyone seeking long term growth. 
It is managed according to Baillie Giff ord’s £39bn Global Alpha strategy. As a result, Monks takes a highly 
active approach to investment and its portfolio looks nothing like the index. The managers group their 
holdings into four diff erent growth categories. This allows for excellent diversifi cation and off ers the chance 
to unearth some of the more interesting companies listed on global stock markets. Over the last fi ve years 
the Monks Investment Trust has delivered a total return of 143.7% compared to 112.7% for the sector**.

Standardised past performance to 30 June**

2015 2016 2017 2018 2019

Monks Investment Trust 10.4% 3.2% 59.9% 22.1% 9.5%

AIC Global Sector Average 15.4% 5.6% 39.1% 20.6% 4.6%

Past performance is not a guide to future returns.
Please remember that changing stock market conditions and currency exchange rates will 
aff ect the value of the investment in the fund and any income from it. Investors may not get 
back the amount invested. If in doubt, please seek fi nancial advice.

If you’re looking for a fund to shine at the centre of your portfolio, 
call 0800 917 2112 or visit www.monksinvestmenttrust.co.uk

A Key Information Document is available by contacting us.

*Ongoing charges as at 30.04.19 calculated in accordance with AIC recommendations. Excludes transaction costs, costs of borrowing money to invest 
and the ongoing costs of any underlying investment funds within the Trust’s portfolio. Details of these costs can be found in the Key Information 
Document. **Source: Morningstar, share price, total return as at 30.06.19. All other data as at 30.06.19. Your call may be recorded for training or 
monitoring purposes. Issued and approved by Baillie Gifford & Co Limited, whose registered address is at Calton Square, 1 Greenside Row, Edinburgh, 
EH1 3AN, United Kingdom. Baillie Gifford & Co Limited is the authorised Alternative Investment Fund Manager and Company Secretary of the Company. Baillie Gifford & Co 
Limited is authorised and regulated by the Financial Conduct Authority (FCA). The investment trusts managed by Baillie Gifford & Co Limited are listed UK companies and 
are not authorised and regulated by the Financial Conduct Authority.

Long-term investment partners
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“While we can buy these 
funds that consistently 
take advantage of 
volatility, they tend to 
bleed performance until it 
happens”

trustnet.com

at City Asset Management, says while 
cash has zero volatility, the problem 
is the return is going to be less than 
inflation, so capital will fall in real 
terms. “The real advantage is that 
when the bad event has happened, 
investors can move to buy assets that 
are attractively priced,” he adds.

The next best thing
After that, investors will almost 
certainly look to government bonds. 
Robert Love, head of research at 
Asset Intelligence Research, says 
developed-market government bonds 

remain one of the most effective 
diversifiers of equity market risk. 

“They are typically seen as ‘safe 
havens’ to which investors flock 
during times of trouble for either 
markets or economies,” he adds. 

Source: FE Analytics

PERFORMANCE OF FUND VS SECTOR AND INDEX

MSCI AC World 
(54.48%)

IA Targeted Absolute 
Return (4.94%)

ASI Global Absolute Return 
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PARKLIFE!
Despite the ‘death of the high street’, 
there’s plenty of life in retail parks.

The internet has transformed our shopping 
habits. Today, with almost anything deliverable 
to our doors, convenience is king. But providing 
that convenience requires much more than 
a warehouse and a fleet of delivery vans. 
Increasingly, shoppers are demanding an 
‘omnichannel’ experience. While they want to 
order from home or from the office, they often 
prefer to pick up those orders in store, so that, 
for example, they can try clothes on before 
taking them home. And they expect the same 
convenience in returning goods.

According to property agent Savills, by 2022, 
when the growth of online shopping is expected 
to level out, more than 80% of sales will still 
involve physical stores. But our changing habits 
mean that many of those stores will not be 
located in city centres. Meanwhile, retailers 
have to consider not only how best to balance 
their online and offline businesses, but also the 
costs of storage, distribution and returns. For 
shoppers and shop-owners alike, out-of-town 
retail parks provide a solution.

We’ve all seen the gloomy headlines about 
high-profile closures on the high street. But it’s 
important to realise that people aren’t shopping 
less in the online era. In fact, they’re shopping 
more than ever before – they’re just doing it 
differently. So, while the overall volume of retail 
sales has been steadily rising, the number of 
sales made at traditional department stores 
has been falling fast. And as sales at high-street 
stores and shopping centres decline, out-of-
town retail parks are emerging as winners. 

These retail parks offer retailers a wealth of 
attractions for owners and tenants alike. Their 
lease lengths tend to be good, and the flexibility 
of their units allows for easy upsizing and 

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 

The contents of this article 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.
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.
Whilst information contained in this article 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. 
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)

downsizing as business conditions changes. As 
a result, vacancy rates tend to be low. And retail 
parks are well placed to benefit from the shift to 
online shopping.

That’s because retail parks are perfectly 
placed to provide the joined-up, omnichannel 
experience that customers want. Out-of-town 
locations allow commuters to collect or drop 
off items on their way home. And attractive 
retail parks with cafés, restaurants and other 
diversions offer a full ‘experience’ for families at 
the weekend. 

From the retailer’s perspective, both ‘click 
and collect’ and returns bring customers off 
the internet and into the stores, where they 
can be tempted to make additional purchases. 
And out-of-town locations are ideal for ‘last-
mile’ delivery and the storage of goods bought 
online. So many retailers are taking advantage of 
retail parks’ strategic locations to maximise the 
efficiency of their deliveries.

It’s this combination of online and offline that 
makes retail parks such an attractive investment. 
We foresee a future in which the major chains 
have fewer stores on the high street and much 
better out-of-town representation in retail 
parks. ‘Bricks’ and ‘clicks’ will work together to 

deliver the consumer’s preferred experience – 
and retail parks will be pivotal in facilitating that. 

Not all retail parks are equal, however. At 
Ediston, our investment approach is highly 
selective. We avoid more than 60% of the retail-
park subsector because we’re only interested in 
parks that dominate their local area. Nor are we 
interested in ‘over-rented’ properties – where 
rents are too high and are will be difficult to 
sustain when leases expire. Instead, we favour 
parks with affordable rents and the potential for 
us to improve returns through intensive asset 
management. We aim to get under the skin of 
each property we own so that we can secure and 
improve the income streams for our investors.

Our conviction in the right retail parks is so 
strong that we intend to build one of our own at 
our site in Haddington, outside Edinburgh. We’ve 
had abundant interest from potential tenants, 
and we expect most of the units to be let well 
before construction starts. 

Retail isn’t dying – far from it. But it is 
evolving. We aim to harness that evolution on 
our investors’ behalf. As e-commerce evolves 
into omnichannel, we’re confident that the best 
retail parks have the locations, facilities and 
flexibility to prosper in the online age. ■

ADVERTISING FEATURE 

EDISTON PROPERTY INVESTMENT COMPANY
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The problem with these instruments 
at the moment is that with yields at 
all-time lows, they look likely to lose 
money in real terms in the long run, 
while a surprise increase in interest 
rates will also see their value fall 
in the short term as well. Equally, 
government bonds and equities can 
be correlated to different risks. 

Absolute power
Absolute return funds are another 
popular option. Love says that 
strategies relying on manager-derived 
alpha rather than market beta may be 
able to play a similar role in portfolio 
construction. Managers with a proven 
ability to short should be able to 
defend capital in volatile markets, 
and volatility may even help these 
managers generate alpha as it tends to 
result in more mispricing. 

Managers with a proven 
ability to short should 
be able to defend capital 
in volatile markets, and 
volatility may even help 
these managers generate 
alpha as it tends to result in 
more mispricing

https://www.epic-reit.com
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The problem is that some of 
these funds have allowed market 
exposure to drift higher to improve 
performance during the bull run. 
Investors need to look for a low beta 
score and high alpha. There is also no 
guarantee these funds can add value 
– arguably the most famous, the 
£7.8bn ASI Global Absolute Return 
Strategies fund, is still down from 
its 2015 peak, during which time the 
market has surged. 

Gold is more controversial. Calder 
says the yellow metal is “emotional” 
and the only value is gold itself. 

“It can be useful in a crash 
environment, particularly if people 
lose confidence in the financial 
system,” he explains.

Equally, it doesn’t necessarily 
provide a direct hedge against equity 
market volatility, but systemic failure.

However, gold has its supporters. 
Bill McQuaker, multi-asset portfolio 
manager at Fidelity International, 
believes it can act as a safe haven in 
times of market stress or as ballast 
to offset riskier positioning. He also 
believes now may be a good time to 
buy, given the state and direction of 
real rates, the weakening US dollar 
and overall risk sentiment.

VIX ETFs are a more complex 
option. They will track the CBOE VIX 
index, which is generated from the 

implied volatility on index options 
for the S&P 500. In theory, this is a 
near-perfect hedge for volatility – 
when volatility spikes, investors will 
see higher returns. 

However, it has its limitations. It 
only hedges volatility at an index 
level, and therefore isn’t always a 
great hedge for an actively managed 
portfolio. Equally, different markets 
show different levels of volatility, so 
S&P 500 volatility may not reflect 
volatility in the UK, for example, or 
emerging markets. 

Haemorrhaging money
There is another, bigger, 
problem, according to 
Calder. “While we 
can buy these funds 
that consistently take 
advantage of volatility, they 
tend to bleed performance 
until it happens. When 
it works, it is great and 
the returns can be 
quite substantial, but 

otherwise, it’s very expensive and, the 
trouble is, investors always need to 
buy before the event.” 

An accident waiting to happen
Minimum-volatility ETFs have 
a better record and have seen 
significant inflows in the year to date. 
These track “low volatility” indices, 
which put a higher weighting on 

companies whose shares have 
experienced the lowest-volatility. 

However, some managers regard 
them as an accident waiting to 

happen. After a long period where 
stable growth companies have 
been in favour, the lowest volatility 
companies now trade on the highest 
valuations. If the market turns, these 
companies and minimum-volatility 
ETFs could well be in trouble.

The final option is to simply do 
nothing. On a long-term view, even 
the savage crashes of ’87 and ’08 
have barely made a dent in the 
performance of the market. 

“Daily and monthly fluctuations 
in capital values are arguably less 
relevant when funds are inaccessible 
or unlikely to be needed for a long 
time,” says Love. “Investors may 
wish to benefit from such periods of 
almost ‘enforced inaction’ to benefit 
from the higher long-term return 
potential that many higher-volatility 
assets may offer.” 

“Daily and monthly 
fluctuations in capital 
values are arguably less 
relevant when funds are 
inaccessible or unlikely to 
be needed for a long time”

https://www.trustnet.com/factsheets/o/10en/standard-life-investments-global-absolute-return-strategies
https://www.trustnet.com/factsheets/o/10en/standard-life-investments-global-absolute-return-strategies
https://www.investopedia.com/terms/i/indexoption.asp
https://www.investopedia.com/terms/s/sp500.asp
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Source: FE Analytics

MANAGERS: Carlos Moreno & Thomas Brown / LAUNCHED: 14/12/2015 / FUND SIZE: 
£753m / OCF: 0.94%

FACT BOX

FE CROWN RATING

LF Miton European 
Opportunities

Carlos Moreno and Thomas Brown warn against focusing too 
heavily on short-term news-flow, saying this would make it almost 
impossible to gain an edge over their peers  

E quity investors are often 
reminded about the 
importance of taking a 

long-term approach, but the fund 
managers they entrust their money 
to don’t always follow this advice. For 
Carlos Moreno and Thomas Brown, 
managers of the LF Miton European 
Opportunities fund, focusing too 
heavily on what is happening to a 
company over the next quarter or so 
is why so many of their peers fail to 
pull away from the benchmark. 

“We tend to look into the far future 
because you can have a differentiated 
view then,” said Moreno. 

“If I had to guess what you’re going 
to do next week, the chances are all I 
need to do is work out what you are 
doing this week. In five years’ time 
there are much wider possibilities.”

And the manager said this longer-
term outlook is becoming ever 
more important with the pace of 
technological advances.

PERFORMANCE OF FUND VS SECTOR SINCE LAUNCH

“Any process that sounds 
computable, you’re trying to take a 
computer head on,” he added. “It’s 
a mistake. The short term is brutally 
efficient. Any obvious valuation 
anomaly will be jumped on.”

Another way Moreno and Brown 
differentiate themselves from their 
peers is by looking at the full universe 
of stocks rather than just the top half – 
and then visiting these companies in 
their own office, rather than waiting 
for them to come to London. 

“If you go and see them in their office, 
they’re a lot more relaxed, they’re a lot 
more expansive,” Brown added.

“This goes back to what Carlos was 
saying, thinking about not just the 
next quarter’s numbers, but the really 
difficult imponderable that we spend 
most of our time thinking about.

“Being willing to jump on an 
easyJet flight out of Gatwick is not 
high glamour, but super easy and 
super cheap.”

The managers do not take into 
account the macro picture when 
picking stocks, admitting they do not 
have any sort of edge in this regard. 
Instead they run the fund in what 
they call an “economically neutral” 
fashion. 

This involves building two equally 
sized baskets of stocks, one full of 

defensive names, the other full of 
cyclical ones, and attempting to 
outperform with their defensives 
relative to defensives and cyclicals 
relative to cyclicals. 

“This approach helps with individual 
stock selection as you separate out 
the ‘economic’ drivers from the 
‘business’,” they added. 

IA Europe ex  
UK (47.04%)

LF Miton European 
Opportunities (103.39%)
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Source: FE Analytics

MANAGER: Will Argent / LAUNCHED: 18/12/2017 / FUND SIZE: £25.3m / OCF: 0.8%

N/A

FACT BOX

FE CROWN RATING

VT Gravis Clean  
Energy Income

Despite this fund’s focus on renewable energy, its manager 
Will Argent insists it does not have a specific ESG strategy

R etirees who want some 
diversification in their 
income stream while tying 

it to a theme that looks set to grow 
exponentially over the coming years 
may wish to consider VT Gravis Clean 
Energy Income.

The fund is a diversified portfolio 
of global companies involved in the 
operation, funding, construction, 
generation and supply of clean energy.

Manager Will Argent insists it is not 
specifically an ESG-focused strategy, 
even though his process means a large 
proportion of shareholders have an 
ESG mindset and find it helps them 
meet their goals.

“We’re screening out energy 
companies that are exposed to fossil 
fuels, coal and nuclear,” explained 
Argent, although he admitted there 
are some exceptions – for example, 
companies that produce some 
natural gas.

PERFORMANCE OF FUND VS SECTOR SINCE LAUNCH

“If a company has a portfolio of 10 
per cent wind farms and 90 per cent 
natural gas, we won’t invest in it,” the 
manager said. “But switch that around 
to 90 per cent clean energy and 10 per 
cent natural gas, and it would qualify.”

He added: “Natural gas is far cleaner 
than coal and safer than nuclear, and 
is a transition fuel that is likely to be 
with us for a long time to come.

“Solar and wind are intermittent 
power generators that often need 
to be complemented and gas allows 
them to maintain the base load of 
power needed.”

Argent uses a quantitative and 
qualitative approach to selecting 
investments. The quantitative side 
involves looking at a company’s net 
asset value [NAV], which the manager 
said allows him to appraise its value 
and compare it with competitors.  

Top holdings include US firm 
Pattern Energy Group, which owns 

a number of onshore wind assets; 
Canada’s TransAlta Renewables, 
which owns more than 70 facilities 
in Canada, the US and Australia; and 
UK investment company John Laing 
Environmental Assets.

Argent said Gravis runs investment 
strategies that are “slow and steady, 
alongside low volatility”, adding: 
“We don’t really run high-growth 

strategies here, rather we’re looking 
for capital preservation.”

Yet despite the manager’s modesty, 
VT Gravis Clean Energy Income has 
got off to a flying start, making 27.76 
per cent since launch in December 
2017 against 12.87 per cent for the 
IA Global sector average. It has an 
ongoing charges figure (OCF) of 0.8 
per cent and is yielding 3.73 per cent. 

IA Global (12.87%) VT Gravis Clean Energy Income (27.76%)
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Source: FE Analytics

MANAGER: Alastair Mundy / LAUNCHED: 24/06/1926 / DISCOUNT/PREMIUM: -6.2% / OCF: 
0.47%

FACT BOX

FE CROWN RATING

Temple Bar

Manager Alastair Mundy’s value style has been out of favour for some 
time – but he says the reasons for this are cyclical, not structural 

A lthough Alastair Mundy’s 
value approach to investing 
has been out of favour for 

much of the post-global financial 
crisis period, his Temple Bar 
Investment Trust has still been able 
to comfortably outperform its peers 
over this time. However, the manager 
warns it will take something drastic 
for his style to become “sexy” again.

“For value to do particularly well, 
you really have to believe that the 
yield curve is going to change shape 
significantly and bond yields are 
going to rise,” he explained.

While the recent inversion of the 
yield curve has raised fears of a 
recession, Mundy said there are 
several developments that could be 
positive for value stocks – for example 
increased government expenditure 
and growing tolerance of inflation 
could help push yields higher. 

PERFORMANCE OF TRUST  
VS SECTOR AND INDEX UNDER MANAGER

“If you look at the yield curve, 
investors have regrettably given up 
on inflation ever moving higher in a 
significant way again, which we think is 
a little bit backward-looking,” he added. 
“Perhaps people aren’t necessarily 
focusing on why that has been cyclical 
rather than structural and, therefore, 
we wonder if investors have got a 
portfolio which is future-proof, or 
whether it’s actually history-proof.”

Mundy said that even if the reasons 
for value stocks being aggressively 
sold down are correct, he would argue 
“there are some babies that have been 
thrown out with the bathwater”.

He added that both value and 
growth have had their “periods in the 
sun” over the years and when either of 
them is doing well, that performance 
tends to get extrapolated.

“Unfortunately, that often means 
that when investors fall in love with 

any sort of investment style, they 
seem to take their eye off the ball in 
terms of the valuations they’ll pay.”

The manager added that there 
has been even less emphasis on 
valuations recently, which can 
often lead to “sub-optimal decision-
making”. And although he said this 

has been one of the most challenging 
periods for value managers in his 
career, he pointed out “there are two 
sides to every coin”.

“All value investors will feel rather 
beaten up at the moment, but at the 
same time rather excited about their 
opportunities,” Mundy finished. 
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Thinking positive

Negative yields on developed market government debt have led to 
a greater interest in emerging market bonds. However, Adam Lewis 
says the higher yields come at a price 

I n a world where $16trn of 
developed market bonds are now 
offering negative yields, it is little 
surprise that emerging market 

debt has captured the imagination of 
investors in recent years.

The emerging market debt universe 
has grown to $3trn over the past 
decade – with an average yield in dollar 
terms of 5 per cent, none of which is in 
negative territory, according to Jupiter. 

Yet while bonds in the sector offer 
better yields than their developed 
market counterparts, Victoria Hasler, 
director of research and consulting 
at Square Mile, cautions that higher 
returns seldom come for free. 

“The recent troubles in Argentina 
serve to highlight the potential 
dangers associated with investing 
in emerging market debt,” she says. 
“While we have lived through a strange 
period of strong returns in almost all 
markets over the last 10 years or so, it is 
easy to overlook the obvious: investing 
in emerging market debt does not 
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come without risks and political risks 
tend to be much more significant in 
many emerging markets.”

Depending on the particular bonds 
they are buying, Hasler adds investors 
also have to contend with interest 
rate risk, credit risk and currency 
risk, meaning they should tread 
with caution if they are substituting 
developed market bonds for emerging.

“The two are quite different asset 
classes and bring different risks and 
rewards,” she says. “Emerging market 
debt does have benefits and can look 
attractive on many levels. The yields 

trustnet.com

“Investing in emerging 
market debt does not come 
without risks and political 
risks tend to be much 
more significant in many 
emerging markets”
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do tend to be higher 
than on developed 
market bonds, 
which compensates 
investors for the risks 
they are taking on. 

“Additionally, the fact 
emerging economies are often 
at a slightly different part of the cycle 
to developed markets can lead to 
diversification in portfolios.”

Alejandro Arevalo, head of emerging 
market debt at Jupiter, notes that 
while emerging market debt is often 
thought of as an asset class for “the 
good times” when global growth is 
strong, it has been known to deliver 
strong performance during periods 
of stress, such as the global financial 
crisis in 2008.

“In 2008, emerging market hard 
currency debt recovered its losses 
within just nine months, compared 
with 19 months for the S&P 500,” he 

says. “Also, despite having a 10 per cent 
annualised return, similar to the S&P 
over the last 25 years, emerging market 
hard currency debt only had half the 
volatility.”

Contrary to popular market 
commentary, Arevalo adds this strong 
return and low volatility continued 
through both cutting and hiking cycles 
from the Federal Reserve, as well as 
periods of currency depreciation in 
emerging market countries.

A mixed bag
So what led the asset class to perform 
well? Arevalo points out the emerging 
market debt universe is a diverse one, 
comprising 83 countries covering 85 
per cent of the global population, with 
credit ratings from AAA to CCC and 
maturities up to 100 years.

“The $3trn emerging market debt 
universe allows diversification and 
enough opportunities at any point 
in the cycle,” he adds. “Each of the 
emerging market countries comes with 

In focus   [ SECTOR PROFILE ]

“Despite having a 10 
per cent annualised 
return, similar to the S&P 
over the last 25 years, 
emerging market hard 
currency debt only had 
half the volatility”

“In 2008, emerging 
market hard currency debt 
recovered its losses in just 
nine months, compared 
with 19 for the S&P 500”

– value of developed 

market bonds offering 

negative yields

$16trn
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PERFORMANCE OF INDICES OVER 15YRS

its unique set of opportunities and 
risks, hence it is easier to express any 
global macroeconomic view. 

“Ahead of a potentially volatile second 
half of the year for global macro, we 
think emerging market debt is an asset 
class which has the potential for good 
risk-adjusted returns.”

For Hasler, whether the potential 
rewards in the asset class outweigh the 
risks is a decision for the individual 
investor. She notes different parts of 
the sector – hard currency government 
bonds, local currency government 
bonds and corporate bonds – can 
perform well at different times.

“Investors must decide which parts of 
the asset class to buy, as well as which 
individual countries are attractive,” 
Hasler says. “One way to approach 
this is to outsource the asset allocation 
decision to the experts.”

“We like the asset 
class as it brings good 
diversification to our 
other fixed interest 
exposure and brings an 
attractive yield pick-up”

S&P 500 (394.13%) JPM GBI-EM Global Composite (234.79%)
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The long-termer:
Invesco Emerging 
Markets Bond
Invesco Emerging Markets 
Bond is the best performer 
in its sector over the past 
10 years, its gains of 161.04 
per cent more than double 
the 73.31 per cent made by 
the average fund. Managers 
Michael Hyman and Robert 
Turner can invest in both 
local and hard currency 
debt, across the spectrum 
from investment grade to 
high yield bonds. In a recent 

note to investors, they said 
that while funding conditions 
in emerging markets are 
not currently a concern, a 
renewed move higher in the 
US dollar or US rates “would 
require close monitoring”. 
“We are also mindful of 
increased tariff volatility, 
especially with China and the 
negative impact that would 
have on broader emerging 
markets given current supply 
chain logistics,” they added. 
The fund is yielding 5.57 per 
cent. 

The all-rounder: 
M&G Emerging Markets 
Bond
Hughes and Hasler picked 
out M&G Emerging Markets 
Bond, due to its flexible 
mandate. “We use M&G 
Emerging Markets Bond 
which gives us a blend of 
hard and local currency 
exposure and is managed 
by the hugely experienced 
Claudia Calich who is able to 
tap into the wide expertise 
that exists in the M&G team,” 
says Hughes. Hasler adds: 

“Calich is supported by 
specialist emerging market 
credit analyst, Charles de 
Quinsonas, and they take 
asset allocation decisions 
across the emerging bond 
markets. This approach 
makes sense for many 
investors, allowing them to 
access the full opportunity 
set of this market without 
having to constantly move 
their positions around.” The 
fund is yielding 5.76 per cent. 
It has made 135.63 per cent 
over the past decade. 

The income option: 
Ashmore Emerging 
Markets Short Duration
For investors who are 
specifically looking for 
income, Hasler says an 
interesting option is the 
Ashmore Emerging Markets 
Short Duration fund. Sitting 
in the offshore Fixed Interest 
Emerging Markets sector, 
Hasler describes the $6.3bn 
Luxembourg SICAV as a 
relatively straightforward 
fund which looks to buy 
short-dated emerging 

market bonds and hold them 
to maturity. “The bonds will 
be issued in hard currencies 
(largely US dollars) and pay 
attractive coupons, resulting 
in a relatively high income 
stream,” she says. “It is 
likely to carry considerable 
credit risk given that a large 
percentage of its holdings 
are usually in sub-investment 
grade corporate bonds.”  
The fund is yielding 7.23 per 
cent and has made 31.98 
per cent since launch in 
September 2014. 
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Name 1yr (%) 3yr (%) 5yr (%) 10yr (%)

Invesco Emerging Markets Bond 19.62 19.94 68.59 161.04

M&G Emerging Markets Bond 20.29 26.41 69.34 135.63

Ashmore Emerging Markets Short Duration -2.54 9.09 N/A N/A

IA Global Emerging Markets Bond 15.46 14.63 31.58 73.31

JPM GBI-EM Global Composite 20.06 20.2 30.07 73.03

Assets in the IA Emerging Markets 
Bond sector stand at £8.4bn today, with 
some 50 funds to choose from. This 
compares with £2.4bn and 25 funds at 
launch in December 2013.

Cautiously optimistic
So what do the fund buyers think? Ryan 
Hughes, head of active portfolios at AJ 
Bell Investments, says his allocation to 
emerging market debt has been broadly 
stable over the last 12 months, with 

weights ranging from 3 to 6 per cent 
depending on the portfolio.

“We like the asset class as it brings 
good diversification to our other 
fixed interest exposure and brings 
an attractive yield pick-up, although 
events in Argentina remind us all that 
this is not without risk.”

Adrian Lowcock, head of personal 
investing at Willis Owen, says that 
while his exposure to emerging market 
debt had been rising over the last 12 
months, he recently moved it back to a 
more neutral position.

“Emerging market debt asset classes, 
particularly local currencies, came 
out of the gate strong in the second 
quarter, driven by central bank stimuli 
and favourable monetary policy 
expectations,” he explains. “This 
provided investors with solid returns 
across emerging market debt, with local 
currency leading the way.”

While Lowcock remains positive on 
emerging market debt, he has become 
more cautious given further US interest 
rate cuts now look priced in.

“Emerging markets tend to do well in 
periods of falling rates, but risks exist,” 
he says. “These include the US-China 
trade war and Iranian tensions, along 
with currency volatility.” 

“Emerging market debt asset classes, particularly local 
currencies, came out of the gate strong in the second 
quarter, driven by central bank stimuli and favourable 
monetary policy expectations”

https://www.trustnet.com/factsheets/o/0yvs/mg-emerging-markets-bond-i-acc-gbp
https://www.trustnet.com/factsheets/o/0yvs/mg-emerging-markets-bond-i-acc-gbp
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Volatility:  
A double-edged sword 

But...

trustnet.comFE TRUSTNET

29.15%

175.02%

Sources: FE Analytics, JP Morgan

Someone who invested in the MSCI World index 
at its pre-financial crisis peak would have seen a 
maximum drawdown of 37.9% and would had to 
have waited 2 years and 5 months to get their 
money back

Someone who invested in the IA Targeted 
Absolute Return sector at its pre-financial crisis 
peak would have seen a maximum drawdown of 
7.89% and would had to have waited 1 year and 3 
months to get their money back

Return of IA 
Targeted Absolute 
Return sector 
since pre-financial 
crisis peak

Return of MSCI 
World index since 
pre-financial 
crisis peak

of the FTSE All 
Share’s 10 best 
days this century 
came during the 
financial crisis 

4 of the 5 best performers in the IA 
universe over 10 years are in the bottom 

quartile for suppressing volatility  

 – maximum 
drawdown of 
Marlborough Special 
Situations, the best-
performing fund in 
the IA universe over 
20 years. It has made 
1,895.93% over  
this time

49.58%

MFM Junior Gold, the fund with the worst score 
for suppressing volatility in the IA universe over 
10 years, also made the worst return, at -61.43% 

Investors in the IA 
Japan sector at its 

peak in December 1989 
would still have been in 
negative territory more 

than 24 years later

 11 – the number 
of sectors in the IA 

universe that have made 
a negative return for 

investors over a period of 
at least 10 years
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Say when…

John Blowers reveals how to work 
out the age at which you can 
afford to retire

I f ever there was a $64,000 
question, “when can I afford 
to retire?” is it. There are so 
many variables – some known 

and some unknown – that it makes 
creating a rule of thumb or a specific 
number nigh on impossible.

Yet we save into a pension every 
month in the expectation that at the 
age of 67 – give or take a few years 
– we will have saved enough to stop 
working. 

So let’s have a go at working out 
what we have saved will actually buy 
us. Apologies if this looks more like a 
maths lesson, but it’s a useful exercise 
to try at home, particularly if you are 
some way off retirement, as there are 
actions you can take now to improve 
your living conditions when you draw 
your pension.

Most people in the UK have no 
idea what their pension pot will 
actually deliver in terms of income 
in retirement. Worse still, many have 
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given little thought as to what they 
intend to do in retirement and what 
that lifestyle may cost. I believe this 
is the fundamental question that 
every person with a pension should 
be asking themselves: “What is my 
pension actually buying me and is it 
what I want?” 

Breath-taking ignorance
It seems ridiculous, because a pension 
is probably the biggest savings 
exercise anyone will carry out in their 
lifetime, yet the level of ignorance 
around the subject is breath-taking.

This is the fundamental 
question that every person 
with a pension should be 
asking themselves: “What is 
my pension actually buying 
me and is it what I want?” 
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The most common misconception 
is, “I’ve got a pension, so I’m alright”. 
This may be a hangover from the 
days of defined benefit pensions, 
where companies provided their 
workers with a sum typically 
equating to two-thirds of their final 
salary as income until death.

These have all but disappeared in 
the private sector now, having been 
replaced by defined contribution 
schemes. These sound similar, but are 
effectively just a big savings scheme, 
usually invested in the stock market, 
with a final value that will depend on 
its growth and the amount you put in. 

Having a pension confers no 
guarantee as to how much you will 

For most people, retiring 
is about squeezing every 
last drop from the money 
you’ve saved so you can 
maintain the lifestyle you 
are used to

To be able to choose when you retire 
requires some thought as to how to 
achieve your goals.

And there are options. You may 
choose to retire at 60 – a full seven 
years shy of the official retirement age 
(by 2028). You will be able to do this in 
one of two ways.

First, you may have saved like crazy 
into a pension over the years, sold 
your collection of wine and classic 
cars, downsized the mansion and sold 
that Verbier ski chalet. Money is the 
least of your worries, so you can pretty 
much carry on as is.

The good life
Or, you have a decent pension, let’s 
say £250,000, and you want to get 
in touch with mother nature. You’ve 
always had a hankering to go self-
sufficient, so it’s off to Wales to buy a 
sheep, goat, pig and some chickens. 

If you live like this, then you don’t 
need much of a pension, so you can 
eke out a living.

But for most people, retiring is 
about squeezing every last drop 
from the money you have saved so 
that you can maintain the lifestyle 
you are used to, even though you 
may spend a little less in retirement 
than you did as part of an active 
working family.

receive in retirement. Whatever you 
have amassed over your working life 
will have to be budgeted over the 
years until you die.

Making it last
Given the average UK pension at 
retirement is around £100,000 and 
the average life expectancy has 
stretched to about 89, retirees are 
expected to make that sum last for 22 
years – or £4,545 per annum.

Most people should qualify for the 
full state pension as well from the age 
of 67, which is £8,060 per annum on 
top of what you have saved.  

The average UK retiree is going to 
receive an income of £1,050 a month. 
That might be enough, but it’ll be a 
modest lifestyle for sure.

FE TRUSTNET

IMPACT OF EARLY RETIREMENT ON YOUR PENSION POT 

(£2,750 drawdown per month)

Age Retire at 62, 
money runs 

out at 75

Pension
pot (£)

£500,000

£640,000

Retire at 65, 
money runs 

out at 79

The last few years 
of your working 
life can have a 
big impact on the 
money you have 
in retirement

Retire at 67, 
money runs 

out at 84
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In reality, there are only a few 
variables you can control that 
influence how much you will receive 
in retirement:

• Your chosen or desired lifestyle 
(and associated costs)

• The value of your pension pot and 
how much more you can realistically 
add prior to retiring
• The age you retire at
• The value of other assets you can 

realise at retirement
• Your investment strategy in 

retirement

The first thing to do is think about 
what your lifestyle in retirement 
may look like and compare it to 
how you live now. Ask yourself if 
you are likely to change your habits 
and whether, with extra free time, 
you are going to spend more on 
travel, hobbies, shopping and so 
on. Be honest and try to cost up this 

made and work out a pot size at 
retirement. 

If you plan to retire early, consider 
two important points: you will lose 
any further contributions into your 
pension and you will be spending it 
earlier. Every year of early retirement 
will have a significant impact on your 
total pension pot. 

If you have other investments, such 
as a house, second home or other 
assets, try to value them and assess 
whether they are fit for purpose in 
retirement. You don’t have to have 
a fire sale to boost your 

Buying an annuity may 
secure your finances until 
you die, but the amount of 
income it will generate is 
often a lot less – and a lot 
less flexible – than living off 
your investment portfolio

lifestyle, so you have an idea of how 
much money you need to support 
it each month/year. Although you 
are likely to slow down in your later 
years, budget for being active for at 
least the first 10 years of retirement 
and putting something aside for 
healthcare costs in the latter years. 
And remember inflation!

Taking stock
Look at the pensions you have 
accrued over the years and add 
them together. Add in the monthly 
contributions that have still to be 

pension, but you may not need a 
large house or one convenient to your 
former place of work. 

Remember assets such as larger 
houses, cars and second homes all 
command significant running costs 
that may be unaffordable on a pension.

Finally – and most importantly – your 
investment strategy can make a big 
difference at and beyond retirement.

Buying an annuity may secure your 
finances until you die, but the amount 
of income it will generate is often a lot 
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less than living off your portfolio.
Your pension could well be the 

largest amount of money you have 
ever had and could grow significantly 
in retirement. This will allow you to 
live off the income generated by your 
investments and gradually spend 
your capital over time.

Going the distance
There are two schools of thought on 
how best to invest your pension in 
retirement.

First, you can invest in a low-risk, 
income-driven portfolio, which has 
the benefit of keeping your money 
away from stock-market fluctuations, 
but offers little in the way of upside.

This is a good strategy if you have a 
large retirement fund, but if you have 
less than £500,000, it is unlikely to 
generate enough growth to last.

Given life expectancy is increasing 
and we do not have the benefit of a 
defined benefit pension, we typically 
need to make less money last for longer.

If that’s the case, the only real 
choices are whether to save more into 

a pension before retirement, sell other 
assets (such as property) to boost its 
value, or take more risk with your 
investments at retirement.

Aiming high
Achieving annual returns of 8 per cent 
per annum in a higher risk portfolio 
as opposed to 2 per cent per annum 
in an income portfolio can make a 
dramatic difference.

A £300,000 pot at retirement 
invested in a portfolio growing at 2 
per cent net of charges (and assuming 
inflation of 2.5 per cent) would power 
an income of £1,750 a month and last 
until you are 80.

The same amount in a higher risk 
portfolio, growing at 8 per cent per 
annum, would last until the age of 89.

It is worth considering increased 
longevity provides you with a greater 
time horizon where you can take more 
risk. You may also decide that, by the 
time you reach your late 70s or early 
80s, you don’t want to take additional 
risk and buy an annuity. Your cash-
burn is likely to have decreased and 
you can use an annuity to “insure” 
against living for too long.

Size isn’t everything
In conclusion, ensuring you have 
enough money in retirement isn’t just 
about having a large pension pot. It 
is about defining how you are going 
to live in retirement, working out how 
much that is going to cost each year 
and then looking at how that can be 
funded until you are at least 90.

If you can go on the holidays you’d 
like, drive the cars you need, and run 
the house you want for £3,000 per 
month, then that’s what you’ll need in 
your retirement plan.

The more you have saved and the 
more you invest wisely going forward, 
the more you will have to run your 
lifestyle of choice. 

It seems ridiculous, because a pension is probably the 
biggest savings exercise anyone will carry out in their 
lifetime, yet the level of ignorance around the subject is 
breath-taking

ASSETS  LIABILITIES

Pension £400,000 Mortgage £75,000
Savings £100,000 Other debts £25,000
Current property £500,000 Smaller house purchase £300,000

£1,000,000  £400,000

Your pot at retirement (age 67): £600,000

WHICH STRATEGY FUNDS MY CHOSEN LIFESTYLE?
With my £600,000 in retirement I could buy an annuity or enter drawdown (assuming 
in both cases that none of the 25 per cent tax-free cash option is withdrawn).

Annuity income:
£26,507.56 per annum until death (£2,209 per month)

Source: Aviva annuity calculator, 28 August 2019

Drawdown:
Estimated drawdown income until age 90:
3% growth (inflation-linked at 2.5% pa): £27,000 (£2,250 per month) Lower risk
5% growth (inflation-linked at 2.5% pa): £33,600 (£2,800 per month) Medium risk
8% growth (inflation-linked at 2.5% pa): £44,400 (£3,700 per month) Higher risk

Figures do not include the state pension

YOUR RETIREMENT BALANCE SHEET
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Politics has become noisy 
and excitable but, when the 
dust settles, pragmatism 
will win out

The bigger 
picture

Paul Major of the BB Healthcare 
Trust says investors should ignore 
the short-term noise around 
healthcare and focus instead on 
the long-term themes powering 
the three stocks below

H ealthcare has been a 
challenging area for global 
investors during 2019: the 

sector has made about 12 per cent 
year-to-date versus 18 per cent for 
the wider MSCI Global index. It has 
been buffeted by myriad macro-
political factors, including populist 
policies from the White House and 

Our health is bound 
to our genes as we in-
herit differing disease 
risks. When we are sick, 
the body’s response is a 
product of switching vari-
ous genes on or off. Thus, 
genetic information could 
become the foundation of 
accurate diagnosis of risk 
for effective preventative 

care and intervention for 
acute care. It may be too 
early to pick the winners, 
so a “picks and shovels” 
approach could be the best 
bet. Illumina has been 
called the Microsoft Win-
dows of the genetic age 
in that it is an ubiquitous, 
scalable platform that can 
be adopted by the widest 
range of enterprises, mak-
ing it the gold standard. 

Apparently, the Demo-
crats are eradicating 
private health insurance 
in the US. Let’s skirt over 
practicalities such as the 
party winning control of all 
three branches of govern-
ment in 2020 and passing 
legislation that seems to 
be financially inadequate 
and yet will cost $3trn over 

10 years. In reality, private 
underwriters do a better job 
of managing health-insur-
ance risk than the state and 
the proposals do little to 
curb healthcare cost infla-
tion. The 2019 sell-off in US 
health insurance stocks is 
thus a compelling opportu-
nity. We think the cheapest 
and best-positioned from a 
competitive position on a 
multi-year view is Anthem.

The pharmaceutical 
sector has lagged wider 
healthcare in 2019, again 
due to politics – bashing 
drug companies is one 
of the few pastimes that 
unites Americans. Bristol-
Myers Squibb has under-
performed its peers as the 
market grapples with un-
certainties over its acquisi-

tion of Celgene, leaving it 
the cheapest of the large-
cap pharma stocks. The 
combination will be a veri-
table cash machine, able to 
pay down transaction debt 
in five years while buying 
back stock and investing in 
the business. We see a 30 
per cent discount to peers 
that deserves to close, with 
solid earnings growth fur-
ther compounding returns.

Democratic hopefuls in the US, as 
well as ambiguous economic data 
that has seen wild gyrations in 
investor risk appetite.

It is worth stepping back from 
the noise and looking at the bigger 
picture. Healthcare remains a secular 
demographic growth story beyond 
the machinations of the economy. 
Affordability issues are a growing 
challenge but these present investors 
with exciting prospects. Politics has 
become noisy and excitable but, 
when the dust settles, pragmatism 
will win out. 
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Nick Greenwood and Charlotte Cuthbertson 
work on the Miton Global Opportunities trust as 
manager and analyst, respectively 

Oakley is not alone in identifying  
that the fastest growth is now made 
in the run-up to an IPO and that 
flotation is often the endgame

“Corporate bad boy”
Oakley used to be 
on our “avoid” list 
after some corporate 
governance issues, 
particularly issuing 
stock at a discount, 
an anathema to 
investment trust 
investors. In the past 
few years, however, 
it has evolved from 
corporate bad boy 
to a much more 
professional operation. 
The board has made 
a commitment not 
to issue stock at a 
discount and the 
managers have been 
buying shares in order 
to align themselves 
with shareholders. 
Over time, such 
initiatives will lead to 

Oakley’s rehabilitation, 
but for now past 
indiscretions still weigh 
heavily on its valuation 
and its shares can be 
acquired on a real-
time discount in the 
region of 30 per cent. 
For now, the situation 
represents an arbitrage 
between perception and 
reality. Oakley shares 

Oakley Capital

Miton Global Opportunities’ Nick Greenwood and Charlotte 
Cuthbertson say this private equity trust has evolved from 
“corporate bad boy to a more professional operation”

T he investment 
trust universe 
has become a 

home for alternative 
asset classes such 
as property, forestry 
and infrastructure in 
recent years. As special 
situations investors, 
the opportunity here 
for us is that the 
methodology behind 
calculating net asset 
values of these trusts 
does not always keep 
up with the progress 
being made in the 
underlying portfolio. 
This is especially true 
with investments in 
fast-growing private 
companies and means 
the discount can 
be wider than the 
published figure. 

Life before listing
Oakley is not alone in 
identifying that the 
fastest growth is now 
made in the run-up to 
an IPO and that flotation 
is often the endgame. In 
previous generations, 
companies would 
float to raise capital to 
expand the business. 
Today, the growth of 
alternative finance 
means that promoters 
have a wide range of 
access to capital which 
allows them to keep 
their companies private 
for longer. This is a 
key reason behind the 
steady reduction in 
the number of listed 
companies.

We had been reducing 
our exposure to 

generalist private equity 
trusts even though these 
have proved to be highly 
successful investments 
for us. While the sector 
has been successful in 
raising money, we are 
less confident that it 
will be able to invest 
it profitably at this 
point in the cycle given 
the vast sums of dry 
powder looking for a 
home. Trusts such as 
Oakley, which focus on 
a concentrated portfolio 
of smaller companies, 
are better placed to 
avoid costly auctions 
through their networks. 
In August, it backed the 
founder of German gift-
card operation Seven 
Miles with development 
capital.

have been particularly 
weak recently as 
Woodford IM’s sale of 
its significant stake in 
the company means 
that all potential 
backers have had ample 
opportunity to buy 
in. This represents a 
great opportunity for 
patient investors such 
as ourselves. 




