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T his issue 
of Trustnet 
Magazine 

focuses on the 
“megatrends” that 
look set to drive 
growth in markets 
over the coming years. 
The cover story sees 
Cherry Reynard look 
at how these themes 
are shaping fund 
managers’ strategies, 

directing them towards 
the winners of the 
future and away from 
the sectors being 
disrupted. One theme  
many fund managers 
are hanging their hat 
on is a focus on ESG 
(environmental, social 
and governance) issues 
– as Rebecca Jones 
explains, this is more 
down to the growing 
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realisation it lowers risk 
and raises returns than 
any moral awakening 
in the City. In the final 
article on the subject, I 
find out how to separate 
long-term megatrends 
from fads that can blow 
up in your face.

This month’s sector 
focus falls on IA Sterling 
High Yield, which Adam 
Lewis says has a risk 

profile that has more in 
common with equities 
than bonds.

In our regular 
columns, John Blowers 
looks at how being 
made redundant in 
your 50s can affect 
your retirement plans, 
Invesco Perpetual UK 
Smaller Companies IT’s 
Jonathan Brown and 
Robin West name three 

stocks that are “masters 
of their own destiny” 
and Stonehage Fleming’s 
Peter McLean reveals 
which fund he is using 
to take advantage of low 
valuations in the UK.

Enjoy reading,

Anthony Luzio
Editor
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Megatrends

I n a generally lacklustre 
economic environment, there 
are still opportunities to harness 
astonishing growth: for example, 

by 2030, McKinsey predicts 70 per 
cent of companies will have adopted at 
least one type of artificial intelligence 
technology, worth around $13trn 
to the global economy. Elsewhere, 
renewables, complemented by 
nuclear, will provide more than half of 
global electricity by 2035; their share of 
the overall energy mix will rise from 19 
per cent today to 34 per cent in 2050. 

These are significant trends attracting 
significant amounts of capital and, 
as such, should be fertile hunting 
grounds for investors. With this in 
mind, numerous asset managers 
are prioritising the identification of 
“megatrends” – those compelling 
economic forces that are reshaping 
the world – as a tool to find companies 
with a strategic advantage.
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Cherry Reynard looks at the 
themes set to drive growth in 
markets over the coming decades 

  [ MEGATRENDS ]

Numerous asset managers are prioritising the 
identification of “megatrends” – those compelling 
economic forces that are reshaping the world – as a tool to 
find companies with a strategic advantage

https://www.mckinsey.com/featured-insights/artificial-intelligence/notes-from-the-ai-frontier-applications-and-value-of-deep-learning
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This focus on themes also comes at a time when, in 
a globalised world, managing a portfolio based on 
geographical allocation looks increasingly anachronistic

Source: McKinsey Energy Insights Global Energy Perspective, January 2019

GLOBAL PRIMARY ENERGY DEMAND  
(MILLION TERAJOULES)

This focus on themes also comes 
at a time when, in a globalised 
world, managing a portfolio based 
on geographical allocation looks 
increasingly anachronistic. The fate of 
BP or Vodafone is no more dependent 
on the fortunes of the UK than L’Oréal is 
on France or Samsung on South Korea. 
Investing by what a company does, 
rather than where it is, seems more 
intuitive. 

Asset managers taking this approach 
need to invest considerable resources 
into identifying such megatrends and 
ensuring they will endure. Pictet, for 
example, works with the Copenhagen 
Institute for Futures Studies (CIFS) 
to identify megatrends and monitor 
their evolution. Stephen Freedman, 
senior product specialist of thematic 
equities at Pictet, says megatrends 
are distinct from shorter term 

SCOTTISH MORTGAGE INVESTMENT TRUST

*Source: Morningstar, share price, total return as at 30.09.19. **Ongoing charges as at 31.03.19 calculated in accordance with AIC recommendations.  
Details of other costs can be found in the Key Information Document. 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.

WANTED. DREAMERS, VISIONARIES  
AND REVOLUTIONARIES.
Visionary entrepreneurs offer opportunities for great wealth creation. The Scottish Mortgage Investment Trust  
actively seeks them out.
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.
Our track record as long-term, supportive shareholders makes us attractive to a new breed of capital-light businesses.  
And our committed approach means we can enjoy a better quality of dialogue with management teams at transformational  
organisations. Over the last five years the Scottish Mortgage Investment Trust has delivered a total return of 124.7%  
compared to 101.9% for the sector*. And Scottish Mortgage is low-cost with an ongoing charges figure of just 0.37%**.
Standardised past performance to 30 September*

2015 2016 2017 2018 2019

Scottish Mortgage 4.2% 37.0% 30.3% 29.0% -6.4%

AIC Global Sector Average 4.3% 29.0% 26.2% 19.2% -0.2%

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 a farsighted approach call 0800 917 2112  
or visit us at www.scottishmortgageit.com
A Key Information Document is available by contacting us.

SCOTTISH MORTGAGE 
ENTERED THE  
FTSE 100 INDEX IN 
MARCH 2017.

Long-term investment partners
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https://www.bailliegifford.com/en/uk/individual-investors/funds/scottish-mortgage-investment-trust/
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phenomena such as fads or crazes: 
“They are broad, far-reaching, lasting, 
global and are beyond influencing for 
individual actors.”

Superficially, these megatrends 
won’t look very different from group to 
group. It is the nature of a megatrend 
that it is significant and powerful 
and therefore widely identifiable. For 
Vafa Ahmadi, head of global thematic 
equities at CPR Asset Management, 
there are four main megatrends today: 
demographic and social changes, 
environmental challenges, 
technological revolutions and 
economic shifts. 

These megatrends 
are not in 

There are four main megatrends today: demographic and 
social changes, environmental challenges, technological 
revolutions and economic shifts

themselves investable, but they 
can help investors focus in on key 
areas of growth: “The reliance on 
the megatrends framework allows 
investors to identify the most 
relevant structural growth drivers 
when taking a view of a decade 
or longer,” Freedman adds. “This 
ultimately allows us to identify 
companies with above-average 

$13trn
 – predicted value of artificial 

intelligence to the global 
economy in 2030

Cover story

https://www.janushenderson.com/en-gb/investor/article/investment-trusts-who-we-are-1530/


trustnet.comTRUSTNET

10 / 11

growth potential. In turn, this enables 
us to capitalise on financial-market 
anomalies such as the tendency 
towards short-termism and the 
tendency to under-appreciate true 
structural growth shifts. During phases 
of market volatility, having a long-term 

electric-car charging, for example. 
When investing thematically, most 
companies will insist that a certain 
percentage of revenues are derived 
from a theme. This also means the 
theme has to be investable. “The space 
conquest theme is really trendy but 
is lacking information and data in 
order to benefit from an economic 
perspective,” Ahmadi adds. 

Many companies are picking up on 
this approach. BlackRock, for example, 
recently launched a Circular Economy 
fund, which invests in those companies 
supporting a new economic model, 
away from consumption, single-use 
and disposal, and towards a system 
whereby natural resources are recycled 
and re-used. It is part of a suite of funds 
targeting different “impact” areas. 

Ahmadi believes megatrends 
and sustainable development 
are natural bedfellows. For Neil 
Goddin, co-manager of the Kames 
Global Sustainable Equity fund, if 

Ahmadi can home in on investment 
opportunities: “Education, for 
example, is a trend with powerful, 
structural drivers at play. Favourable 
demographics, such as population 
growth and middle-class expansion 
in emerging countries, plus profound 
changes in the labour market – caused 
by technological innovations and 
privatisation dynamics that aim to 
help fill the public funding 
drought – are making 
this trend an 
attractive 

opportunity 
for investors seeking 

huge growth potential.” 
Demographics are also 

transforming healthcare. There is big 
money to be made in the treatment of 
“lifestyle” conditions such as diabetes. 
In Japan, meanwhile, robots are being 
developed to look after its ageing 
population. Companies solving big 
problems have vast markets. 

The unsullied 
There are difficulties in obtaining 
“pure” exposure to a theme. 
Companies can often be part of 
both the problem and the solution: 
BP is now the biggest name in 

In Japan, meanwhile,  
robots are being developed 
to look after its ageing 
population. Companies 
solving big problems have 
vast markets

  [ MEGATRENDS]

thesis serves as a North Star and allows 
us to cut through the noise.”

For Ahmadi, demographic and social 
changes encompass themes such as 
the ageing population, urbanisation 
and smart cities, or changing lifestyles; 
while environmental challenges cover 
global warming, shortages of resources 
and clean-water scarcity. Technology 
revolutions are myriad: from the 
development of cognitive computing 
(“Watsonisation”), to increased 

access to data (“Googlisation”) 
and the potential offered by 
an increasingly connected, 
collaborative and transparent 
world (“Twitterisation”).

From these themes, 

Cover story
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The second point is that there will 
be times when disruption takes 
far longer than people expect. 
Consumers can be slow to change 
their tastes. Value managers would 
argue that companies often see 
their share prices move lower 
disproportionately to the actual 
rate of decline. However, from an 
investment point of view, it means 
buying into companies that are 
failing, but are simply doing so more 
slowly than most people think, which 
doesn’t have an enormous appeal. 

Ahmadi says: “Even though you 
won’t see outperformance every day 
or even every month, a secular trend 
should hold over various market 
cycles. It also brings diversification of 
risk, deviating from traditional 
benchmarks and indices.”

Performance is difficult to judge. 
Many thematic funds are still stuck 
in sectors that make comparisons 
difficult. However, there is no doubt 
that companies with exposure to 
the world’s most compelling and 
enduring themes will be riding a 
tailwind over the longer term.  

a company is working to improve 
people’s lives, it will always have 
a ready market. For a company to 
be part of a long-term structural 
trend, by default it has to be 
sustainable. As investors question 
the ESG credentials of the businesses 
they hold, there is little space for 
companies that take a short-term 
view on these issues. 

Fashion victims 
The argument against this type of 
investing is that it can be faddish. 
Markets can get over-excited by a 
certain theme and push prices higher, 
only to decide it’s not as exciting as 
it initially appeared. As an example, 
the ROBO Global Robotics and 
Automation Index ETF more than 
doubled between 2016 and 2018, but 
has been volatile since then, losing 
around a third of its value at one point. 
Active managers will argue that they 
can be more sensitive to valuations 
and manage this risk more effectively, 
but cannot avoid the problem entirely. 

There is also a question mark over whether legacy 
companies should even try to pivot their business. Tesla 
has a huge advantage over BMW because the latter must 
change its entire culture and mode of operation to adopt 
electric cars

As well as guiding investors towards the 
best performers of the future, examining 
megatrends can also help them to avoid 
pitfalls – those companies being disrupted 
and falling into structural decline. 

This is important at a time when long-
established, incumbent industries can find 
their business savaged by little more than 
a new app. Goddin says the low interest-
rate environment has made it easier to back 
good ideas and innovate: “Technology is 
moving faster. That is the easy observation 
about disruption. However, the real reason 
we’re seeing disruption is low interest rates. 
Companies can borrow money and progress 
faster. Money is free so companies can 
innovate away.”

Most incumbents, he adds, won’t bounce 
back. There are exceptions, such as Danish 
renewables company Orsted, which used 
to be a major oil & gas supplier before 
successfully moving into renewables with 
help from the Norwegian government: 
“However, most incumbents end up like 
Blockbuster. The problem is cultural,” the 
manager says. 

Goddin believes there is also a question 
mark over whether legacy companies should 
even try to pivot their business. Tesla has a 
huge advantage over, say, BMW, because 
the latter must change its entire culture and 
mode of operation to adopt electric cars. “It 
is easier for a juice company to be healthy 
than a company that makes burgers to do 
great salad,” he says.

Pitfalls

  [ MEGATRENDS]Cover story
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The Imperatives  
of Growth Investing

T his is not an easy article 
to write. It comes with an 
apology to any readers who 
think it is too dogmatic. But 

the investment industry has turned 
in on itself in a fateful way for our 
economies and societies. We need to 
rediscover a sense of purpose beyond 
competing with each other for assets, 
immediate returns and via Byzantine 
metrics that rarely make any sense 
other than to consummate insiders. If 
this sounds arrogant then so be it. It’s 
too important an issue to be ignored. 

What’s the point of capital markets? 
There are surely two fundamental 
components behind any satisfactory 
answer. The core objective, even the 

14 / 15Advertorial feature
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James Anderson, joint manager of Scottish Mortgage Investment 
Trust, talks about why we need to embrace risk and volatility to 
achieve long-term rewards

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.

genius, of equity capital is to utilise 
the savings of society to provide the 
necessary risk capital in order to both 
drive economic progress and deliver 
returns to savers. This is in one sense 
the canonical description of stock 
exchanges as the enablers of industrial 
achievement best remembered in 
railway and railroad epics of the 19th 
century in Britain and the Americas. 
It’s also not too far away in substance, 
if not form, from the Chinese economic 
transformation of the last decades. The 
remarkable savings of the population 

were transmuted into world-leading 
industries, if without adequate reward. 

But the ideal of productive 
investment is long gone in most 
equity markets of today. This is 
especially true of developed markets 
and above all in Britain. Companies 
pay out far more money in dividends 
and share buybacks than they receive 
for new issues or to provide new risk 
capital. Indeed it’s worse than that. 
In aggregate, companies invest less 
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The hidden issues are more warping. 
They are both practical and theoretical. 
They combine to deadly effect. 
The reality is that to stay rewarded 
and regarded in the profession a 
fund manager cannot afford to 
underperform indices for long. So the 
principal task for the individual and 
the fund management company is to 
preserve their job and the firm’s assets 
by not underperforming the index. Big, 
safe cash-rich companies are built for 
this task. The ideologues of academic 
portfolio theory and their avid followers 
in the strange trade union that is the 
Chartered Financial Analyst (CFA) 
qualification then turn this into 
intellectual conformity by defining risk 
as volatility around an index measured 
over short-time historic horizons. 

But it’s clear that if a company is 
trying to build a great business for the 
future in a complex and uncertain 
world then it almost always needs to 
take large risks and endure extreme 
volatility of results and share price. 
The possibility of failure is inevitable, 
necessary and far from shameful. 
This is not just what economic 
progress requires but what produces 
stock market returns. I apologise for 
sounding like a broken record to some 
of you but the record is that stock 
market returns are dominated by 
the identification and compounding 
of a very small number of great 
companies. In the US since 1926 half 

of their cash flow than they spend 
on dividends. When new capital is 
urgently required it rarely appears 
from British institutional investors. 
When banks desperately needed 
more money it was taxpayers who 
found the necessary billions. When 
ARM required heavy investment it 
was taken over by Japan’s SoftBank. 

Why is this so? Is it what retail 
investors want or require? For sure, 
income has its uses and certainly 
companies can be tempted to over-
invest in a declining future. But the 
critical problem is far less misjudged 
capital expenditure by individual 
companies than the risk and loss 
aversion of those who determine 
the overall framework for capital 
allocation. That is fund managers. 
The intermediation of the savings 
system by trained professionals is 
a recent phenomenon. At earliest 
it dates from after 1945 and its 
dominance from only the 1980s. 
But inserting the industry between 
savers and companies changes far 
more than we are accustomed to 
think or commentators are willing 
to examine. The only acknowledged 
impact is that of fees. There was 
once a famous book entitled Where 
are the Customers’ Yachts? These 
days yachts are but minor trinkets to 
billionaire hedge fund managers. 

Advertorial feature   [ BAILLIE GIFFORD ]

even a slight chance of attaining a 
rarefied level of success. That’s true 
at each stage of their evolution. We 
should only give up once this chance 
dissolves. We must ask ourselves if 
our presence makes or has made any 
difference. 

There are some companies in our 
portfolio that might not have existed 
without our backing. Two examples 
are the digital advertising platform 
You & Mr Jones, which now seems to 
be finding its path, and Recursion, a 

The principal task for the 
individual and the fund 
management company is 
to preserve their job and 
the firm’s assets by not 
underperforming the index

the added return from equities has 
come from just 90 companies. 

So what must we do? We have to 
pursue everything we can to help 
companies that we believe have 
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Investments with exposure to overseas securities can be affected by 
changing stock market conditions and currency exchange rates. Scottish 
Mortgage Investment Trust has a significant exposure to unlisted 
investments. The trust’s risk could be increased as these assets may be more 
difficult to buy or sell, so changes in their prices may be greater.

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 (FCA). The trust is listed on the London Stock Exchange 
and is not authorised or regulated by the FCA. A Key Information Document 
is available by visiting www.bailliegifford.com 

candidate to eventually revolutionise 
drug discovery, which because of its 
youth has struggled to gain initial 
financing. 

In other instances support at 
moments of difficulty is vital. This 
can translate into relationships and 
insights that are transformational. 
We’ve experienced this with 
companies that are now giants far 
beyond our imagining but are still 
happy to communicate with us. This 
applies to Alibaba, to 

Tencent and to Amazon. It applies 
to Illumina, which we defended 
from takeover and angst in difficult 
moments, and through which we 
have gained access to a world of 
genomic innovation. It applies to 
Zipline, which prefers us as a partner 
to SoftBank. It applies to Spotify in 
its attempts to demonstrate that a 
European company can dominate an 
online industry. 

I’d like to make a few comments 
about such relationships. The 

objective is to be involved with 
people who are far more 

perceptive, far more knowledgeable 
and far better at seeing the future 
and building a business than us. We 
want to be learning not preaching. 
We have absolutely no belief that we 
could run any of our companies. At 
times we can help in communicating 
with capital markets and governance 
matters. Tesla provides an example 
of this on both sides – we may be 
able to assist but the notion that we 
can, or should, tell Mr Musk how to 
reinvent the world is laughable. 

Advertorial feature

What we do provide is patient 
support in search of extraordinary 
opportunity, the understanding 
bad times will always happen and 
empathy in dealing with fate. This 
often involves accepting that there 
will be years of struggle before 
instant success. That’s bad for 
our monthly volatility relative to 
indices but we believe it’s powerful 
for long-term shareholders and 
might even assist in reviving 
economic progress. 

  [ BAILLIE GIFFORD ]

What we do provide is patient support in search of 
extraordinary opportunity, the understanding bad times 
will always happen and empathy in dealing with fate

http://www.bailliegifford.com
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The greater good 

O ver the past half-decade, 
numerous studies have 
emerged showing that 
funds, indices and 

companies that pay attention to and 
take positive action on environmental, 
social and governance (ESG) factors 
outperform those that don’t.

Reports from Morgan Stanley and 
Morningstar show sustainable funds 
consistently match and often beat the 
returns of main market competitors; 
other studies from MSCI and 
BlackRock indicate ESG indices also 
have an edge. Meanwhile, academic 
papers from Oxford University and 
Harvard conclude companies that 
pay attention to ESG are rewarded by 
stronger and less volatile share prices. 
The evidence is becoming undeniable.

“There is now a huge body of 
evidence that shows how ESG 
outperforms,” says Edward Lees, 
fund manager at BNP Paribas. “The 

20 / 21Your portfolio
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The evidence in favour of ESG investing as a driver of 
returns is now irrefutable, says Rebecca Jones. Here 
she explains why 

‘E’ part in particular is now giving a 
clear alpha signal, particularly since 
2009. Meta studies increasingly 
show 3 to 5 per cent outperformance 
as areas like solar have got more 
competitive.”

Future-proofing
While the performance benefits are 
clear, this rush to sustainability is 
now being driven predominantly 
by risk management. When NEST 
announced its intention to divest 
from tobacco in August, it claimed 

While the performance 
benefits are clear, this rush 
to sustainability is now 
being driven predominantly 
by risk management

  [ SUSTAINABILITY]
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IPCC (Intergovernmental Panel on 
Climate Change) report in October 
2018 – which stated we have until 
2030 to curb carbon emissions or 
face climate disaster – governments 
and regulators around the globe have 
been taking action.

the decision was less about morals, 
and more about good financial 
sense – data from FE Analytics 
shows the MSCI World/Tobacco 
index is down by 20 per cent over 
the past two years, while the broader 
index is up 30 per cent.

This underperformance follows 
decades of anti-tobacco measures 
in developed countries as well 
as a hugely successful lobbying 
campaign called Tobacco Free 
Portfolios, led by Australian lung 
cancer specialist Dr Bronwyn King.

Similar pressure is now also being 
directed at the fossil fuel industry. 
Since the publication of the UN’s 

Old fossils 
In the finance world, new anti-
carbon measures such as the Bank of 
England-led Taskforce for Climate 
Related Financial Disclosures (TCFD) 
are being adopted and even imposed 
on both companies and investors.

As governments clamour to introduce 
net-zero emissions and electric vehicle 
targets, coal has become the most 
expensive source of energy, while solar 
has become the cheapest. The writing, it 
would seem, is on the wall for fossil fuel.

Julien Halfon, head of pensions 
solutions at BNP, says: “We don’t 
know exactly how much we are 

As governments clamour 
to introduce net-zero 
emissions and electric 
vehicle targets, coal has 
become the most expensive 
source of energy, while solar 
has become the cheapest

Source: FE Analytics

PERFORMANCE OF INDICES OVER 2YRS

MSCI World/Tobacco (-21.79%) MSCI World (30.74%)
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looking at in stranded assets, but as 
regulation gets tighter, costs could be 
high. Closing coal mines in Australia 
could cost $20bn, for example.” 

The manager says the picture will 
become clearer over the next two 
years, particularly when carbon 
pricing is widely introduced. To 
achieve the globally agreed 2-degree 
limit on temperature increases, the 
IMF says carbon must be priced 
at around $75 a tonne. Canada is 
currently the closest at $15 a tonne, 
which will rise to $38 by 2022.

“At some point a price is going to 
be put on carbon and the [fossil fuel] 
sector is going to be hammered,” says 
Damien Lardoux, head of impact 
investing at EQ Investors. “It’s a bit like 
Woodford: when things go bad, they go 
bad very quickly. Do you think you’re 
going to be able to act quickly enough? 
Even the smartest fund managers 
struggle in these situations.”

Left at the station
Despite the evidence to the contrary, 
many investors still believe that ESG 

definition for this type of 
investing.

However, all of these matters are 
being addressed, and fast. 

Ulrik Fugmann, a colleague of Lees, 
concludes: “For those still stuck in 
their old ways, I’d say the train has 
already left the station. When we talk 
to investors – be they institutional, 
private wealth managers or banks 
– there is a huge push for ESG: it’s 
a natural evolution. You can sit in a 
corner and say, ‘I think this is wrong’, 
but I think you’re going to end up 
getting run over.” 

increases risk and limits returns. Lees 
says this has a lot to do with an “old 
school” investment doctrine.

“There is an ongoing tension between 
the old and new school of thinking,” he 
explains. “Reducing your investment 
universe traditionally increased risk, 
reduced choice and limited your 
return potential.” 

Historic underperformance in areas 
such as solar when the technology 
was new and expensive is also a factor, 
while Halfon says other problems 
include a lack of reliable data and 
a firm “taxonomy”, or standard 

Despite the evidence to the 
contrary, many investors 
still believe that ESG 
increases risk and limits 
returns

  [ SUSTAINABILITY]Your portfolio

As the body of performance data 
has grown, so too have assets. The 
Global Sustainable Investment Alliance 
reports $30trn now sits in sustainable 
investments, up 43 per cent since 2016. 
This has been driven predominantly 
by European institutions, while major 
investors in Canada and Australia are 
quickly catching up.

“The industry is changing fast,” says 
Halfon. “Many investors – especially 
large institutional investors like pension 
funds – have already taken their first, 
second and even third  
steps into this space. They are more 
aligned to reshuffle their portfolios 
towards ESG.”

This year, BNP Paribas applied its ESG 
criteria across its entire core mutual 
fund range. Fellow fund manager 
Amundi also plans to invest entirely 
with an ESG lens by 2021, while 
BlackRock has launched more than 10 
ESG-focused funds in 2019 alone.

In the pensions space, the Church 
of England’s fund is one of many that 
is successfully pressuring fossil-fuel 
majors to reduce emissions, while 
the UK’s biggest mastertrust, NEST, 
announced this year it is divesting out 
of tobacco. This follows AXA’s decision 
to quit the sector in 2016. 

Voting with 
their feet
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Why caution on 
Hong Kong is paying 
dividends

F or anyone with an interest 
in the Asian growth story, 
the scenes in Hong Kong 
are very worrying. While 

no one could have foreseen the scale 
and intensity of the demonstrations 
we have seen this year, there were 
reasons to be wary about exposure to 
Hong Kong.

The Henderson Far East Income Ltd. 
(HFEL) portfolio is not overly exposed 
to Hong Kong (~8% of the portfolio, 
as at 30/09/19) because we have been 
cautious on Hong Kong for some 
time. In our view, wealth inequality 
in Hong Kong has been a problem for 
years, so we have been mindful of any 
exposure to the city. We don’t own any 
of the high-yielding sectors in Hong 
Kong, such as property companies, 
banks and utilities, which have 
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Prudent investors will have been cautious on Hong Kong for some time, 
says Henderson Far East Income Fund Manager Mike Kerley, with Asia’s 
income growth coming from elsewhere

historically been portfolio staples for 
income investors in Asia.

Trouble brewing
The demonstrations may be in the 
name of democracy, but underlying 
this is a deeply fractured society. The 
gap between the haves and have-
nots is wider in Hong Kong than in 
any other developed economy. Using 
the most widely accepted measure 

Wealth inequality in Hong 
Kong has been a problem 
for years, so we have been 
mindful of any exposure to 
the city
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Asia out in front
The situation across the rest 
of Asia is largely unchanged; 
the way to access the region’s 
exponential economic growth is 
through domestic companies that 
are aggressively targeting local 
and global market share. These 
companies are generally found 
elsewhere than Hong Kong, which 
is typically home to more mature 

of income inequality, the Gini 
coefficient, Hong Kong rates among 
the 10 most unequal societies in 
the world, keeping company with 
third-world countries like Lesotho, 
Guatemala, Haiti and Namibia 
(source: IMF). 

Hong Kong’s Beijing-backed 
leader, Carrie Lam, identified wealth 
disparity as a key concern after her 
appointment in 2017. The city was 
deemed the most expensive in which 
to buy a home in 2019 (source, CBRE, 
2019), which Lam has acknowledged 
with plans to provide affordable 
housing for first-time buyers in 
her annual policy statement. 
The administration believes that 
addressing the property crisis will 
soothe the unrest. That remains to be 
seen, but it would certainly be a step 
in the right direction.

Advertorial feature   [ JANUS HENDERSON ]

For income seekers, Asia is a no 
brainer. Global growth is slowing, 
but Asian economies are still out 
in front in terms of GDP growth 
forecasts, according to latest IMF 
figures. Asian governments have 
more flexibility to manipulate 
their domestic economies than 
their Western counterparts, while 
dividend growth has been stronger 
in Asia than anywhere else in the 
world.

HFEL’s proprietary research, the 
Asia Pacific (ex. Japan) Dividend 
Index 2019, found that since 2009 
total dividend payouts in Asia-
Pacific (ex. Japan) grew 221% 
compared to 119% in the rest of 
the world. The Trust has been well 
placed to profit from this; trading on 
a 6% yield this year – the highest of 
any equity investment trust – and 
that’s down to our focus on cash-
generative, domestic companies 
with strong dividend growth 
prospects. 

companies with well-established 
businesses.

That is reflected in the HFEL 
portfolio, which has more exposure 
to Taiwan (~14%), Singapore (~12%), 
South Korea (~9%) and Thailand 
(~9%) than it does to Hong Kong, 
with Indonesia (~5%) not far 
behind. Mainland China (~21%) and 
Australia (~16%) represent the two 
largest geographical exposures for 
the Trust. 

The past performance of an investment is not a reliable guide to its future performance. For UK investors only. For 
promotional purposes. The value of investments, and the income from them, can go down as well as up, and you 
may not get back the amount you invested. Nothing in this communication is intended to be or should be construed 
as advice. Before investing in any investment referred to in this communication, you should satisfy yourself as to its 
suitability and the risks involved. Nothing in this communication is a recommendation or solicitation to buy, hold or 
sell any investment. Tax assumptions and reliefs depend upon an investor’s particular circumstances and may change 
if those circumstances or the law change. Issued in the UK by Janus Henderson Investors. Janus Henderson Investors 
is the name under which investment products and services are provided by Janus Capital International Limited (reg 
no. 3594615), Henderson Global Investors Limited (reg. no. 906355), Henderson Investment Funds Limited (reg. no. 
2678531), AlphaGen Capital Limited (reg. no. 962757), Henderson Equity Partners Limited (reg. no.2606646), (each 
registered in England and Wales at 201 Bishopsgate, London EC2M 3AE and regulated by the Financial Conduct 
Authority) and Henderson Management S.A. (reg no. B22848 at 2 Rue de Bitbourg, L-1273, Luxembourg and regulated 
by the Commission de Surveillance du Secteur Financier). Janus Henderson, Janus, Henderson and Knowledge. 
Shared are trademarks of Janus Henderson Group plc or one of its subsidiaries. © Janus Henderson Group plc.

Glossary
IMF (International Monetary Fund): The IMF 
is an international organisation that aims to 
promote global economic growth and financial 
stability, encourage international trade and 
reduce poverty.

Yield: The level of income on a security, 
typically expressed as a percentage rate.

The administration 
believes that addressing the 
property crisis will soothe 
the unrest. That remains 
to be seen, but it would 
certainly be a step in the 
right direction
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Bubble trouble

Anthony Luzio finds out how to separate long-term megatrends 
from fads that can blow up in your face

A s a fund manager, Scott 
Spencer of BMO is used 
to his friends and family 
asking him about the 

world of investment. Every once 
in a while, however, they manage 
to teach him something about 
the subject, which was the case in 
December 2017. Following a 20-
fold increase in the value of Bitcoin 
over the preceding 12 months, 
accompanied by a similar surge in 
press coverage, he received a phone 
call from his mother-in-law asking 
him “if this was the sort of thing she 
should be getting involved with”.

This told Spencer one thing: “She 
called the top of the market,” he says. 
And was it? “She was out by four days.”

Fads and bubbles are almost as old 
as stock markets themselves. While 
the trajectory of Bitcoin may remind 
readers of the dotcom bubble, this 
followed a similar pattern of boom 
and bust seen as far back as 1637 with 
Tulipmania in the Netherlands when 
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some of these flowers were sold for 
more than the annual salary of a 
skilled worker.

Losing when you win
Mike Fox, head of UK sustainable 
investment, says one phrase that 
helps him to separate a fad from a 
megatrend is “a solution looking 
for a problem”, pointing out a lot 
of new technology is invented 
without a purpose. 

While the trajectory of 
Bitcoin may remind readers 
of the dotcom bubble, 
this followed a similar 
pattern of boom and bust 
seen as far back as 1637 
with Tulipmania in the 
Netherlands
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Yet one of the issues with this 
statement is that the products and 
developments underpinning a fad or a 
bubble may end up doing everything 
they claim to, and more – yet still 
prove to be ruinous investments.

For example, the internet did end 
up changing the world over the past 
two decades, which was the theory 
behind the dotcom bubble. Yet you 
would only have made money from 
this theme had you had the foresight 
to invest in Amazon and a handful of 

others – and these gains would only 
have been realised if you were brave 
enough to hold on as the market 
crashed, with Jeff Bezos’s firm losing 
more than 90 per cent of its value in 
the early 2000s.

Stephen Bailey, manager of the 
Liontrust Macro Equity Income 
fund, says bubbles are driven more 
by emotion than the investment 
case, which is why it is important to 
take a step back and look at things 
objectively. For example, he points 

Source:  Gartner, Sarasin & Partners

GARTNER’S HYPE CYCLE

The products and developments underpinning a fad or a 
bubble may end up doing everything they claim to, and 
more – yet still prove to be ruinous investments
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SCOTTISH MORTGAGE INVESTMENT TRUST

*Source: Morningstar, share price, total return as at 30.09.19. **Ongoing charges as at 31.03.19 calculated in accordance with AIC recommendations.  
Details of other costs can be found in the Key Information Document. 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.

WANTED. DREAMERS, VISIONARIES  
AND REVOLUTIONARIES.
Visionary entrepreneurs offer opportunities for great wealth creation. The Scottish Mortgage Investment Trust  
actively seeks them out.
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.
Our track record as long-term, supportive shareholders makes us attractive to a new breed of capital-light businesses.  
And our committed approach means we can enjoy a better quality of dialogue with management teams at transformational  
organisations. Over the last five years the Scottish Mortgage Investment Trust has delivered a total return of 124.7%  
compared to 101.9% for the sector*. And Scottish Mortgage is low-cost with an ongoing charges figure of just 0.37%**.
Standardised past performance to 30 September*

2015 2016 2017 2018 2019

Scottish Mortgage 4.2% 37.0% 30.3% 29.0% -6.4%

AIC Global Sector Average 4.3% 29.0% 26.2% 19.2% -0.2%

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 a farsighted approach call 0800 917 2112  
or visit us at www.scottishmortgageit.com
A Key Information Document is available by contacting us.

SCOTTISH MORTGAGE 
ENTERED THE  
FTSE 100 INDEX IN 
MARCH 2017.

Long-term investment partners

https://www.trustnet.com/factsheets/o/gmgy/liontrust-macro-equity-income
https://www.bailliegifford.com/en/uk/individual-investors/funds/scottish-mortgage-investment-trust/
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out that amid the rush to buy into the 
latest IPO, it is often possible to find 
similar listed companies on far more 
attractive valuations.

“It is all about fundamentals, you’ve 
got to do your own research: study the 
balance sheet and dig deeply into it. 
When it comes to this fear of missing 
out, I think a lot of investors are 
wearing blinkers.”

“You’ve got to do your own research: study the balance 
sheet and dig deeply into it. When it comes to this fear of 
missing out, I think a lot of investors are wearing blinkers”

Baby with the bathwater
While Bailey’s value discipline allows 
him to avoid any bubbles, it would 
also have seen him miss out on most 
of the FAANG stocks (had they been 
in his investable universe) that have 
driven much of the performance in 
world markets over the past decade. 
So how do growth investors align 
themselves with megatrends instead 
of fads?

https://www.janushenderson.com/en-gb/investor/article/investment-trusts-who-we-are-1530/


3D printing promised to revolutionise everything from 
complex manufacturing to home building. Revenue growth 
peaked in 2014 and the industry has failed to grow since
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Jeremy Thomas, head of global 
equities at Sarasin & Partners, says 
you cannot rush into a theme just 
because it looks like a good idea 
and there is strong momentum 

behind the early adopters. While 
it may not be possible to value 
such companies using traditional 
measures such as price-to-book 
or even price-to-earnings ratios, 
this does not mean you cannot 
analyse them at all.

“Within these mega themes we 
find attractive sub-themes that 
benefit from the long-term trends 

and where we can analyse and 
quantify the scale and growth rate of 

an addressable market to a reasonable 
level of confidence,” he says.
“We construct an investment 

universe of companies from niche 
industries where participants 
can enjoy a period of competitive 
advantage leading to sustained 
returns above the cost of capital.

“Although we prefer growing 
companies, we are not looking to 
buy high-growth companies where 
this growth rate is not predictable, 
cannot be sustained or is more than 

discounted in the valuation. Our 
definition of a quality company is  
one that is conservatively financed 
with a sustainable competitive 
advantage and has the ability to 
earn a CFROI [cash flow return on 
investment] above the cost of capital 
for a prolonged period.”

This is a view echoed by Ferdi van 
Heerden, chief executive officer 
of Momentum Global Investment 
Management: “If you cannot value an 
opportunity in terms of some assets 
or utility, be very careful. It is evident 
that you should focus on the product 
(‘what utility does the consumer 
derive from it?’) and expectations 
for its uptake (‘is it realistic that 
everyone in the world is going to 
use this product, which is what the 
price of the investment appears to be 
discounting?’).”

Robo flops
Fahad Hassan, manager of the AHFM 
US Enhanced Equity fund, says the 
list of recent fads includes drones, 3D 
printers and consumer robots.

For example, 3D printing promised 
to revolutionise everything from 
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https://www.trustnet.com/factsheets/b/mrax/ahfm-us-enhanced-equity-i-acc-usd
https://www.trustnet.com/factsheets/b/mrax/ahfm-us-enhanced-equity-i-acc-usd
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For van Heerden, the 
fate of Bitcoin looked 
fairly predictable from 
the start. He points out 
cryptocurrencies do 
not have any tangible or 
intangible value, meaning 
their only worth comes as a 
medium of exchange.

“When exchanging real 
goods and services for 
money, you want to ensure 
this money will be worth 
something when you come 
to use it,” he explains.

“With the pounds in your 
pocket, there is an authority 

that has a commitment 
to ensuring they are still 
worth something in five, 10 
or 20 years. Proponents of 
cryptocurrencies say their 
price will stabilise as they 
are more widely adopted, 
but we have not yet seen 
any evidence of this so far.”

He also points out a 
conventional currency’s 
importance to economic 
growth means governments, 
central banks and other 
organisations have a vested 
interest in controlling 
its price and supply – 

something which is again 
sorely missing from 
cryptocurrencies.

“The structures that 
support fiat currencies 
– a lender of last resort, 
monetary policy tools, 
inflation targeting – may 
seem complicated and 
(by virtue of the fact that 
only technocrats really 
understand them) somewhat 
undemocratic, but in reality 
they are vital and support 
a voucher system that has 
been exceptionally stable 
over the last three decades.”

  [ FADS ]

complex manufacturing to home 
building. Yet the stocks followed the 
usual pattern of consumer adoption, 
M&A and bust as the addressable 
demand was quickly saturated. 
Revenue growth peaked in 2014 and 
the industry has failed to grow since.

“The consumer market is hard to 
crack and anyone wanting to do so 
needs deep pockets,” says Hassan. 
“The ‘Catch-22’ is the big addressable 
markets are all consumer-centric. Ask 
IBM or Cisco how hard it is to grow 
when you have an IT procurement 
manager squeezing you for price.

boom can pale into insignificance 
compared with the value created by 
the new technology. This cannot be 
applied to individual companies, as it 
is often a “winner takes all” scenario 
and many of them go bust when the 
initial bubble deflates.

Van Heerden says guarding against 
a sense of urgency when making an 
investment helps him avoid being 
drawn into the boom stage.

“The stock market periodically 
throws up opportunities to buy great 
companies at reasonable prices, 
which is by far a better investment 
approach, in a far better-regulated 
environment,” he adds.

Hassan finishes on a note of caution 
from his experience with “the most 
innovative industry I ever came across” 
– network equipment companies, which 
he says increase the throughput of their 
products by 10-fold every few years.

“Despite this feat of engineering, 
the industry fails to meet its cost of 
capital,” he warns. “Innovation is just 
supply. When looking for the best 
technology themes and investments, 
we need to look for moats first and 
foremost. A scalable business model 
comes second and the size of the 
addressable market third. It is not 
easy to identify early-stage growth, 
but it can be done.”

Tales from the crypto

“So, if you are planning to take on 
Apple, Coca-Cola or McDonald’s, you 
better have a real reason for being.  
A few additional features just 
won’t cut it. Even if they do, the 
competition moves quickly and has 
brand on its side.”

Patience is a virtue
Thomas says a distinctive feature of 
his process is the consideration of a 
company’s life-cycle. He points to 
Gartner’s Hype Cycle, which shows 
the initial excitement about a new 
technology, resulting in the familiar 
pattern of boom and bust. Yet over 
the long term, the height of the 
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Source: FE Analytics

MANAGER: Tiffany Hsiao / LAUNCHED: 29/02/2012 / FUND SIZE: $65M / OCF: 1.5%
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Matthews China 
Small Companies

Manager Tiffany Hsiao says the trade war with the US has actually 
benefited her fund by driving Chinese businesses and investors to 
look domestically for opportunities

T he US’s trade war with China 
has been cited as one of the 
major headwinds for markets 

over the past 18 months. Yet while 
Matthews China Small Companies 
would initially appear to be at 
the centre of the storm, manager 
Tiffany Hsiao said the tariffs that US 
President Donald Trump has slapped 
on Chinese imports have actually 
acted as a tailwind for her fund.

The reason, according to Hsiao, 
is that the impact on trade routes 
has driven more Chinese firms and 
investors to look domestically for 
opportunities – a development that 
even took her by surprise. 

“If we met three years ago, before 
Trump was elected, I would have said 
noise is noise, it has no real impact on 
how our companies grow over time,” 
she explained, before pointing out the 
growth of domestically focused small 
caps has accelerated since the advent 
of the trade war.

PERFORMANCE OF FUND VS SECTOR AND INDEX 
UNDER MANAGER

“In the past, I thought it would take 
10 years for one-third of my portfolio 
to really do its job,” she added. “It’s 
now taking three to five years. Every 
time we have a tweet about the 
geopolitical tension, these companies 
do better.”

However, data from FE Analytics 
shows Matthews China Small 
Companies is up just 7.48 per cent 
since the start of 2018, while the MSCI 
China Small Cap index is down 14.12 
per cent. 

Hsiao takes a bottom-up approach 
to stock selection which involves 
building a complete profile of a 
business and the people within it.

“We’ve got to verify that these 
businesses are structured and 
sustainable, that the cash flows are 
really there,” she said. “So we have 
to go out and make sure that the 
management team is trustworthy.

“We go to the extent of really 
understanding every single 

member of your family. We go to 
the hometown to interview people. 
I personally interview ex-bosses 
and [former] co-workers. I want a 
360-degree profile of this person. 
What are their strengths and 
weaknesses? Do they panic in times 
of stress?” Hsiao said that a third of 
the portfolio is focused on “China’s 
next global champions,” with the 

remaining two-thirds invested in 
“steady compounders”.

Matthews China Small Companies 
has made 52.53 per cent since Hsiao 
took charge in June 2015, compared 
with gains of 32.24 per cent from the 
IA China/Greater China sector and 
losses of 21.25 per cent from its MSCI 
China Small Cap benchmark. It has an 
ongoing charges figure of 1.5 per cent. 

MSCI China Small 
Cap (-21.25%)

IA China/Greater 
China (32.24%)

Matthews China Small 
Companies (52.53%)
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Source: FE Analytics

MANAGERS: Henry Boucher & Jeneiv Shah / LAUNCHED: 31/03/2008 / FUND SIZE: £410.8m  
/ OCF: 0.98%
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FE CROWN RATING

Sarasin Food 
& Agriculture 
Opportunities

Managers Henry Boucher and Jeneiv Shah say it is remarkable how 
many investors ignore the food chain, given it is the biggest employer 
on the planet

W hile many investors may 
believe the best growth 
opportunities over the 

coming decades will be found in 
artificial intelligence or another 
revolutionary area of the tech sector, 
Jeneiv Shah and Henry Boucher 
think the reality could be far simpler. 

The managers of the £410.8m Sarasin 
Food & Agriculture Opportunities fund 
believe the food chain has few rivals 
as an under-appreciated investment 
opportunity given it underpins life on 
earth as we know it.  

“It’s a really fascinating part of the 
investment world that isn’t focused on 
by many other people,” said Boucher. 
“The food chain is a vast market and 
most people think of it as a sort of tiny 
niche of the stock market when it is in 
fact the world’s biggest employer, by far.

“If you take the number of people 
involved in growing, retailing and 
processing food every day, it’s 

PERFORMANCE OF FUND VS INDEX OVER 10YRS

an enormous industry. And it’s 
completely global.”

Boucher said opportunities 
frequently arise due to the impact of 
changes in the political environment, 
currencies, weather, climate change, 
fashion, diet and demographics.

The managers look across the 
entire food chain “from field to fork”, 
considering not just current food trends 
but how they may evolve in the future.

“We’ve got two or three big drivers 
behind that: the number of people 
on the planet, going from 7.5 billion 
today to over 9 billion in the next 
couple of decades, rising wealth, and 
people moving into cities,” said Shah.

“That whole food economy is 
growing in size and we want to 
capture that growth.”

Given the thematic nature of 
the strategy, the managers target 
companies that are also more focused 
on the long term. 

Three sub-themes underpin the 
demographic drivers of the fund: 
dietary change, food away from home 
and technology & efficiency.

“We’re about to move into the 
2020s,” added Boucher. “Will it be a 
remarkably different decade? I don’t 
know. The thing we see is that the 

opportunities in some industries 
are slowing down, but in the food 
industry we’ve got a huge range.”

Sarasin Food & Agriculture 
Opportunities has made 143.32 per 
cent over the past 10 years, compared 
with gains of 215.07 per cent from the 
MSCI World index. 

Sarasin Food & Agriculture 
Opportunities (143.32%)

MSCI World 
(215.07%)
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Source: FE Analytics

MANAGER: Ron Tabbouche / LAUNCHED: 01/08/1988 / PREMIUM/DISCOUNT: +11% 
 / OCF: 0.68%
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RIT Capital Partners

This trust has a history of protecting capital – but this has 
not come at the expense of shareholder returns 

F ew investment trusts have 
the pedigree of RIT Capital 
Partners when it comes to 

downside protection. Listed on the 
London Stock Exchange on 1 August 
1988 by Lord Rothschild, who stepped 
down as chairman earlier this year, 
its approach revolves around “a 
relentless determination” to deliver 
long-term capital growth while 
preserving shareholders’ capital. 

FE Analytics data shows it has 
achieved both of these aims: over the 
past 20 years, it has posted the fourth 
lowest maximum drawdown (31.53 
per cent) and annualised volatility 
score (13.83 per cent) in the entire 
investment trust universe. 

It has made a total return of 619.58 
per cent over this time, compared 
with 187.69 per cent from the IT 
Flexible Investment sector, and has 
outperformed by a decent margin over 
the past one, three, five and 10 years.

PERFORMANCE OF TRUST VS SECTOR OVER 20YRS

RIT Capital Partners has a multi-
asset approach and owns four types 
of investments: listed equities, private 
investments, absolute return & credit, 
and real assets. The portfolio has 
an equity bias, but the managers 
currently have a cautious outlook 
on markets and have recently been 
dialling back risk.

The most recent factsheet shows the 
trust has 32 per cent of assets in long 
quoted equities and another 11 per 
cent in hedged quoted equities, which 
is at the lower end of its five-year 
range. It also has 28 per cent in private 
investments (through a combination 
of direct holdings and funds) while 
one-quarter of the portfolio is in the 
absolute return & credit bucket.

When buying equities, the trust 
prefers companies with strong 
balance sheets, low valuations and 
growth rates that are likely to exceed 
GDP. Outside of equities, it looks for 

uncorrelated strategies that are not 
dependent on economic growth.

Earlier this year, Lord Rothschild 
said: “The last decade has seen a 
confluence of factors which have 
benefited companies’ earnings to  
an unprecedented extent. These 
positive factors are, however, 

unlikely to be sustained. Against this 
backdrop, we are seeking to invest 
in situations that either give us a 
degree of protection in potentially 
deteriorating conditions or in areas 
where structural growth rates are 
sufficiently high for valuations to hold 
their own or indeed prosper.”

RIT Capital Partners (619.58%) IT Flexible Investment (187.69%)
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A wolf in 
sheep’s 
clothing? 

I n a world in which interest 
rates are falling, some $16trn 
of government bonds offer 
negative yields and the UK has 

only narrowly avoided a recession, 
the hunt for income remains as 
difficult as at any point over the past 
10 years.

With gilts yielding about 1 per 
cent, depending on maturity, and 
investment grade bonds offering little 
more, income investors continue to 
be forced up the risk curve. However, 
one area they may wish to consider 
instead of equities is high yield.

“While yields across all parts of 
the fixed income market have fallen 
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Income-starved investors may be 
tempted by the high yield sector, 
but Adam Lewis warns its risk 
profile has more in common with 
equities than bonds 

  [ SECTOR PROFILE ]

With gilts yielding about 1 per 
cent, depending on maturity, 
and investment grade bonds 
offering little more, income 
investors continue to be forced 
up the risk curve



trustnet.comTRUSTNET

48 / 49
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PERFORMANCE OF SECTOR VS INDEX IN FINANCIAL CRISIS

IA Sterling High Yield (9.44%) FTSE All Share (-8.82%)
substantially over the last couple of 
decades, there are still some relatively 
attractive yields available in high yield 
bonds,” says Victoria Hasler, director, 
research and consulting, Square Mile 
Investment Consulting & Research. 

The flipside is that as one of the 
riskier parts of the fixed income 
market, high yield debt tends to do 
worse during a recession. For this 
reason, Ben Yearsley, investment 
consultant at Fairview Investing, 
believes high yield has more 
in common with equities than 
other fixed income assets such as 
government bonds.

“High yield bonds are issued by 
companies that are maybe riskier, 
younger or simply more cyclical in 
their fortunes than investment grade 
companies,” he says. “Because of 
this riskier nature, the asset class is 
more attuned to the economic cycle 
and less concerned with interest rate 
movements or indeed government 
bond yields.”

The flipside is that as one 
of the riskier parts of the 
fixed income market, high 
yield debt tends to do worse 
during a recession

Recessions are important, 
with the severity having an 
exponential effect on the 
asset class
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As a result, Yearsley says recessions 
are important, with the 
severity having an exponential 

effect on the asset class.  
“If the recession is a deep one, high 

yield would suffer as defaults would 
rise, while if it is mild, the extra yield 
on offer should compensate investors 
for the marginally increased defaults,” 
he argues. 

“It is worth remembering that even in 
default, investors are not guaranteed 
to lose 100 per cent of the money 
invested into an individual high yield 
bond,” he adds. “Default rates do 
not typically predict a recession, but 
they do obviously spike during one as 
riskier companies are more likely to go 
bust during this time.”

Hasler says that there are other 
crucial differences that separate 
equities from high yield. For 
example, they provide access to 
private companies that don’t issue 
equities, thus opening up new 
investment possibilities. It is also 
worth remembering that despite 
the higher risk, these are still fixed 
income assets.  
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“The value of a bond is based on the 
present value of the income payments 
(coupons),” Hasler adds. “Those 
companies that remain creditworthy 
and able to keep paying their coupons 
throughout a recession often prove to 
be good longer-term investments for 
those who can hold through the dips.

“It is also worth noting that, on an 
income basis, while equities can 
and do offer attractive strategies, 
the income paid by bonds is more 
consistent and reliable and therefore 
of a different quality.”

Getting late
So where are we now? For Yearsley, 
the answer is simple: late cycle. “The 
economic boom has been ongoing for 
almost a decade; however, to prolong 
it, central banks in both developed 
and developing countries are cutting 
interest rates to stimulate economic 
growth,” he says. “If we don’t fall into 
a recession though, the extra yield 
on offer should mean that high yield 
continues to perform well.”

When the music stops
Chris Rush, senior investment analyst 
at IBOSS, is less convinced. The group 
currently has no direct exposure to 
high yield in any of its portfolios, 
noting that liquidity could quickly 
become a problem for investors.

“Investors have learnt 
to rely on central bank 
intervention as being 
largely positive for all risk 
assets over the past decade”

Looking outside of the UK, Hasler 
says that with a large chunk of 
European government debt now 
trading on negative yields, it is not 
surprising that sub-investment grade 
bond yields are low in absolute terms. 
US high yield is more attractive, 
however, while there are some 
interesting opportunities within 
emerging market high yield bonds. 

“The latter is a result of the fact 
companies domiciled in emerging 
markets often carry lower credit ratings 
than their fundamental quality would 
suggest,” she says. “This is because 
they get marked down owing to 
political and other risks associated with 
operating in an emerging economy.”

“While we have exposure to high 
yield through our corporate or 
strategic bond managers, it has been 
several years since we allocated 
directly to the IA Sterling High Yield 
sector,” says Rush.  

“Our primary concern is not they 
could fail to produce strong returns 
relative to other fixed income sectors, 
rather that high yield bonds can fail 
to produce strong returns in certain 
situations where markets move to 
being ‘risk off’ across all asset classes.”

Rush argues that investors have 
learnt to rely on central bank 
intervention as being largely positive 
for all risk assets over the past decade. 
Consequently, he notes bonds and 
equities have traded on the same 
central bank-oriented news flow.

“It is relatively easy to find funds 
that perform well in periods 
where central-bank intervention 
is ‘working’, but increasingly 

PERFORMANCE OF FUNDS VS SECTOR

Source: FE Analytics

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

Royal London Sterling  
Extra Yield Bond 5.29 25.42 40.88 173.13

Baillie Gifford Strategic Bond 9.35 19.05 30.78 117.58

Schroder High Yield Opportunities 2.96 13.97 32.95 81.92

IA Sterling High Yield 5.86 13.2 21.22 74.6
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The high yielder:
Schroder High Yield 
Opportunities
Schroder High Yield 
Opportunities tops the yield 
charts with a payout of 6.5 
per cent. The £542m fund, 
managed by Daniel Pearson, 
uses Schroders’ global fixed 
income team to analyse 
countries and sectors that 
are often ignored. Pearson 

recently said riskier parts of 
the financial markets “still 
don’t seem to fully reflect 
economic reality”. As a 
result, he is continuing to 
seek “the pockets of value 
where systemic or top-down 
factors may have led to 
mispricing”. The fund is the 
fourth-best performer in the 
sector over five years with 
gains of 32.95 per cent.

The strategic option:
Baillie Gifford Strategic 
Bond
For investors who want 
some exposure to high yield 
but don’t feel comfortable 
buying a fund entirely 
devoted to the sector, Rush 
recommends Baillie Gifford 
Strategic Bond. The fund, 
managed by Torcail Stewart 
and Lesley Dunn, currently 

has a 30 per cent weighting 
to the asset class. “It has 
generated first-quartile 
returns over one, three, 
five and 10 years and has 
successfully outperformed 
the IA Sterling High Yield 
sector over the same 
periods,” says Rush. Baillie 
Gifford Strategic Bond has 
made 30.78 per cent over 
the past five years. 

The unrated choice:
Royal London Sterling 
Extra Yield Bond
Yearsley’s high yield fund 
of choice also sits in the 
IA Sterling Strategic Bond 
sector: Royal London Sterling 
Extra Yield Bond. “We like 
the manager [Eric Holt] 
and the process,” he says. 
“It can invest in areas that 
most managers won’t go 

near: bonds that are unrated, 
namely those where the 
company does not pay the 
large rating agencies to get 
itself graded. This is fairly 
unique in the sector.” The 
fund currently yields 5.51 
per cent, which is the third 
highest figure in its peer 
group. It is the second-best 
performer over five years, 
with gains of 40.88 per cent.
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difficult to find assets that offer real 
diversification,” Rush says. 

“Our point is that in an 
environment where assets have 
become correlated, it seems a bizarre 
move to introduce one that is widely 
known to correlate heavily with 
equities in a falling market.”

For managers of strategic bond 
funds, which can invest across the 

fixed income spectrum, Rush notes 
the argument is different. This is 
because high yield is often the only 
equity-like risk asset available. 

“However, for multi-asset managers 
such as ourselves, it is already easy 
to introduce equity risk/beta into 
a portfolio without doubling down 
in the fixed income allocation as 
well,” he argues. “Fixed income 
has traditionally been used as the 
defensive backbone of multi-asset 

portfolios. The issue now is many of 
these assets look expensive relative 
to history and suffer from significant 
asymmetric risks to the downside.”

With these “safe haven” assets 
looking expensive, Rush says taking 
additional credit, liquidity and 
default risk through an explicit 
allocation to the high yield sector is 
something IBOSS wishes to avoid.

“Though the temptation to eke out 
some extra return through higher 
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yielding funds remains, we believe 
that fixed income should act as the 
ballast for a multi-asset portfolio,”  
he concludes. 

“The spread of many high yield 
bonds over the so-called risk-free rate 
of the 10-year Treasury still seems 
unappealing to us. With this as the 
backdrop, we continue to hold short-
dated investment grade corporates, 
longer-dated high credit-quality 
sovereigns and cash.”

https://www.trustnet.com/factsheets/o/g15n/schroder-high-yield-opportunities
https://www.trustnet.com/factsheets/o/g15n/schroder-high-yield-opportunities
https://www.trustnet.com/factsheets/o/be87/baillie-gifford-strategic-bond-b-acc
https://www.trustnet.com/factsheets/o/be87/baillie-gifford-strategic-bond-b-acc
https://www.trustnet.com/factsheets/o/rp65/royal-london-sterling-extra-yield-bond
https://www.trustnet.com/factsheets/o/rp65/royal-london-sterling-extra-yield-bond
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Green-backed:
Opportunities in the environment
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Source: Pictet Asset Management, *McKinsey
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9 million
Less than 1% of water 

on earth is available and 
accessible for human use

– increase in China’s 
investment in the 

environment since the 
early 2000s

– expected value of environmental products 
industry by 2020

– increase in number 
of patents filed for 

environmental products 
in China over 10 years

– number of people 
killed by pollution 

in 2015. This was 3x 
more than AIDS, 
tuberculosis and 

malaria combined – expected shortfall in 
fresh-water supply  

by 2030 

– fall in production costs 
of wind power in the US 

over the past decade, 
making it cheaper than 

any other form of energy 

– expected share of 
global electricity 

provided by 
renewables (including 

nuclear) by 2035*

– expected annual sales 
growth of environmental 

products companies. 
This is more than 2 

percentage points above 
the average company in 
the MSCI World index

The cost of producing 
utility-scale solar power 

has declined by more 
than 60% over the  

same period
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Derailed! 

T his month, we’re going to 
explore the issues many 
working people face later 
in their lives when their 

carefully wrought retirement plans 
are thrown out of the window when 
their career ends prematurely – and 
involuntarily. 

Most of us who are still working 
plan to carry on until we can stop – 
typically at the age of 67.

But many employees are unlikely 
to last that long in businesses that 
need to encourage their bright young 
things to move up the career ladder.

To do this, many companies 
need to move their older and more 
“comfortable” staff out of the 
business, which can blow your 
retirement plan out of the 
water.

The bitter pill of being let 
go early is often sweetened 
by a chunk of redundancy 
cash, but this is not always the case 
and it is unlikely to be enough for 
you to carry on making pension 

56 / 57In the back
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John Blowers considers the impact 
on your retirement plan if you lose 
your job in your 50s

  [ PLATFORMS & PENSIONS ]

Often, older professionals can 
step off the career treadmill into 
the sometimes-lucrative world of 
consultancy and non-executive 
directorships, but this depends on 
your experience and this type of work 
can be fickle at best.

Looking around me, few of my 
friends and acquaintances look like 
they are going to stay the course 
and stick with their current career 
until they are 67. This, then, poses a 
significant question. 

Looking around me, 
few of my friends and 
acquaintances look like they 
are going to stay the course 
and stick with their current 
career until they are 67

payments until retirement, while 
covering living costs. 

If you’re lucky, you may find gainful 
employment at a salary similar to 
what you earned in your previous 
post, but it is often tricky to find 
opportunities like that when you hit 
your mid to late 50s.

And there’s a worrying pattern. 
Many companies seem to be in the 
habit of shedding workers in their 
late 50s or early 60s on the basis 
that a redundancy package will tide 
them over until they retire. But as the 
government pushes the retirement 
age for the state pension further into 
the distance (if you’re in your 40s now, 
you’ll have to wait until age 68 to retire), 

there is little sign of employers 
doing the same.  

If your plan depends on making 
contributions until your chosen 
retirement date and assumes you 
will continue drawing a salary for 
that period, what happens if you just 
don’t make it that far?

I thought I would run through a 
hypothetical scenario to look at the 
implications of a retirement savings 
plan that is derailed in your late 50s 
or early 60s.

I also wanted to pose the question: 
should you build in a contingency for 
your actual retirement rather than 
your planned retirement?

Finally, I will look at what you 
should do if you have left it late to 
really start throwing money into your 
pension and you find yourself short 
of your target if your career hits the 
buffers early. 
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more pressing matters and only as 
retirement started to get closer did 
we feel the pressure to start piling in. 

A significant number of my friends 
and peers have found they have 
“fallen off the corporate ladder” 
earlier than expected and although 
most seem to be doing well, there is 
a sense that their plans have had to 
change and their living standards in 
retirement will look very different to 
what they originally thought. 

Let me introduce you to Sally, 
aged 58, who is a successful 

If your plan depends on making contributions until your 
chosen retirement date and assumes you will continue 
drawing a salary for that period, what happens if you just 
don’t make it that far?

IMPACT OF RETIRING EARLY ON £250K PENSION POT  
(£3K A MONTH DRAWDOWN)

Upper rate 8%

Upper rate 8%

Middle rate 6%

Middle rate 6%

Lower rate 4%

Lower rate 4%

The implications 
We all dream of retiring early – if we’ve 
planned for it – and in this new pension 
world, where we only receive what we 
have saved (as opposed to a final salary 
scheme), getting laid off represents 
something of a double-whammy. 

Not only do you stop receiving an 
income, but you also lose your ability 
to meaningfully contribute to your 
pension plan.

Worse still, many of us have avoided 
maximising pension contributions 
because we needed the money for 
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IMPACT OF REDUCING DRAWDOWN TO £1,250 A MONTH  
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advertising agency account director, 
has a pension of £250,000 and 
recently ramped up her monthly 
contributions to £1,000 in order to 
get closer to her £450,000 target pot 
by the time she retires at 67.

She worked out this would give 
her a monthly income in retirement 
of around £3,000 per month to 
supplement the state pension, giving 
her a decent lifestyle once she hangs 
up her boots (or whatever advertising 
people hang up when they retire).

Taking the middle growth level of 6 
per cent per annum, Sally’s pension 
pot will have grown from its current 
level of £250,000 to a more attractive 
sum of £416,297 at retirement.

That would achieve an income in 
retirement of £3,000 (on top of the 
state pension) until the age of 88. 
Pretty good.

However, Sally’s advertising 
agency has been having a tough time 
recently and she has just been made 

substantially 
less each month, 
she could stretch out her 
pot for much longer.

If she planned to draw 
down just £1,250 
per month, at 6 
per cent growth 
per annum, it 
would last until 
around the 
age of 84. She 
would also receive the state 
pension from the age of 67 to 
provide a further £620 of income per 
month (dependent on her National 
Insurance payment record). 

In reality, we’re a little less passive 
than we paint in Sally’s scenario.

The chances are that Sally will find 
some kind of work or other income, 
be able to liberate cash by relocating 
to more modest accommodation and 
so on, but the point is an early end to 
your career and pension-contribution 
plan can have a powerful negative 
impact on the outcomes you were 
saving for.

There are so many variables 
involved in the retirement 
planning process – and life 
in general – that it’s difficult 
to offer a single “one size fits 
all” solution
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redundant 
at 58, with little 
chance of finding work in a 
contracting industry, especially as 
she is viewed as “old school”.

Suddenly, Sally’s retirement plan 
has been turned upside down. Not 
only does she have nine years until 
she officially retires, she has no 
income and around 32 years of her 
life to fund with a pension pot of just 
£250,000. 

If she chose to retire now and draw 
down her planned £3,000 a month, 
she’d be out of cash by the time she 
officially retired, leaving her to fend 
for herself on the state pension alone.

What to do?
If Sally left her £250,000 invested 
in her pension and drew down 

In the back

What can I do about it?
There are so many variables 
involved in the retirement planning 
process – and life in general – that 
it’s difficult to offer a single “one size 
fits all” solution.

If you have a final salary/defined 
benefits scheme, check your benefits 
are intact as part of your severance 
and work out when you can start 
accessing your pension. In most cases, 
you should be fine and needn’t worry.

67
– age at which £250k pension 
pot is likely to run out if you 
retire at 58 and draw £3k a 

month
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However, if you have a defined 
contribution pension, it may be 
worth rethinking your “master 
retirement plan” to take into account 
the potential for having reduced 
pension-contribution power from 
your late 50s onwards.

Having a Plan B will help you feel 
more comfortable should your later-
life career suffer a wobble, but will be 
of little comfort if you have left it late 
to boost your pension to acceptable 
levels in your 50s.

Your plan should model your cash 
flows should your income stop at age 

sounds counterintuitive, the time 
horizon investors have in their late 
50s is still classed as long term; that 
is to say more than 20 years. Sitting 
on a low-risk/low-return portfolio 
barely outpacing inflation is not 
going to help the situation.

I’m not suggesting moving 
everything into a super-risky 
portfolio, but current thinking is that 
there is more room, given increased 
longevity, to take more risk into 
retirement, particularly if you need 
to make your money last longer.

If you’re reading this article and in 
your 40s – or even younger – then 
you should do everything in your 
power to put as much money into 
your pension as possible.

As you move closer to retirement, 
the options you have to control your 
destiny reduce further. Although you 
may benefit from a windfall such as an 
inheritance in later life, don’t bank on 
it as the spiralling costs of long-term 
care can destroy a legacy in months.

In summary, always have a realistic 
retirement plan and now more than 

ever, have a Plan B.  

that will be sustainable in retirement 
and where you’ll derive income from 
before your planned retirement date.

It may mean that you have to come 
to terms with a slightly more modest 
retirement, but having a plan will 
dramatically reduce your level of 
worry if you know that it’s not the 
end of the world.

Obviously, the best solution if you 
do lose your job earlier than planned 
is to secure a replacement income.

It may not be as significant as 
the salary you may have benefited 
from, but the replacement income 
will reduce your cash burn and/or 
allow you to continue your planned 
pension contributions until your 
target retirement date.

You may also want to consider the 
risk levels you’re taking within your 
pension investments. If you need to 

make a smaller amount of money 
last longer, you may want to 

consider taking more 
risk. Although 

this 

The best solution if you do lose your job earlier than 
planned is to secure a replacement income.
It may not be as significant as the salary you may have 
benefited from, but the replacement income will reduce 
your cash burn
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58, 62 or 64 (if you’re in your early 
50s now) and consider the effects of 
not being able to top up your pension 
until your planned retirement date.

You should also assess your 
other assets (such as your primary 
residence or any second home) to see 
if you can liquidate these and find 
more modest accommodation, using 
any proceeds to boost your pension. 
Take your time. There’s no need to 
conduct a fire sale, as you’re just re-
engineering a long-term plan and do 
not need to discount your assets in a 
big hurry.

You may also need to be more 
realistic about the drawdown level 

In the back
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Our focus is on finding 
quality businesses with 
the potential to become 
significantly larger in the 
medium term

In their 
hands

Invesco Perpetual UK Smaller 
Companies Investment Trust’s 
Jonathan Brown and Robin West 
pick three stocks that are “masters 
of their own destiny”

T here is plenty of uncertainty 
to navigate in the modern 
world. But in an environment 

where political events continue 
to push the boundaries of what is 
“unprecedented”, we prefer to focus on 
company fundamentals.

As long-term active stockpickers, our 
focus is on finding quality businesses 
with the potential to become 
significantly larger in the medium 

Future is a publish-
ing house with titles 
spanning genres such 
as technology, music and 
gaming & entertainment. 
A new management 
team has brought a fresh 
strategy to transition the 
business away from tradi-
tional print and towards 

a digital model. This evo-
lution has significantly 
increased margins by 
generating new revenue 
streams via online adver-
tising and e-commerce, 
capitalising on the struc-
tural shift towards online 
media. The company 
also has a proven record 
of making strategic and 
earnings-accretive acqui-
sitions.

 
4imprint is the leading 
supplier of promotional 
products in the highly 
fragmented US market. It 
benefits from a large cus-
tomer database as well as a 
strong market position and 
supplier network. The com-
pany has transitioned from 
a catalogue to an internet-

driven model, delivering 
organic growth of the busi-
ness through existing and 
new customers. Most of 
4imprint’s competition is 
focused on corporate pro-
grammes, meaning it has a 
strong competitive position 
and benefits from surpris-
ingly high barriers to entry. 
The scale of the US mar-
ket means there is further 
room to take market share.

RWS is a language servic-
es business with world-
leading positions in 
translating patents and sci-
entific and technical texts. 
The company is based in 
the UK, but operates from 
30 locations worldwide, of-
fering translation services 
in more than 150 languag-
es. Its specialist knowledge 

and the requirement for 
precision in this industry 
have built a barrier to en-
try, allowing the business 
to generate strong margins. 
Management has an excel-
lent record of growing the 
business, organically and 
via strategic acquisitions, 
while globalisation and 
increasing international 
trade underpin demand for 
its services.

term. We like companies that operate 
in growing niches and have plenty of 
self-help potential; companies that can 
take market share from competitors 
and generate cash that can be used to 
fund expansion. 

We favour stocks with “self-help” 
characteristics that let them grow 
independently of the economy. This 
can include the restructuring of 
underperforming businesses, pursuing 
a strategy of acquisitions, or market 
share gains led by innovation. These 
characteristics allow companies to 
flourish, even against a volatile and 
uncertain macroeconomic picture.  
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As long-term investors with a 
suitable tolerance for volatility, we 
believe the UK market represents 
a fertile stockpicking ground for 
talented and disciplined active 
managers

companies considered 
to be undervalued, 
based on their assets or 
anticipated cash flows. 
There is clear evidence 
of stockpicking skill in 
the decisions made by 
Dixon over the course of 
his career.

Economic lifeblood 
We also consider 
his strategy to be 
conducive to the 
prevailing environment 
in the UK. The portfolio 
is tilted towards 
domestically oriented 
companies with 
strong earnings and 
revenue growth that 
are trading at attractive 
multiples. Bellway 
– a top overweight 

position – is a case in 
point. As a major FTSE 
250-listed homebuilder, 
the company is 
inherently linked to 
the lifeblood of the UK 
economy – the housing 
market. Despite the 
prevailing uncertainties, 
Bellway issued a trading 
update in August saying 
it expects revenues 
to rise by more than 
8 per cent this year to 
£3.2bn. The company 
notes that completions 
are at record levels 
and customer 
confidence has been 
resilient. Nevertheless, 
the share price continues 
to trade at 7.9x next 
year’s estimated 
earnings, which is about 

Man GLG 
Undervalued Assets

Stonehage Fleming’s Peter McLean is using this fund to take 
advantage of the low valuations in the UK market 

T he UK market has 
lagged behind 
other developed 

markets in recent years, 
particularly when taking 
the sharp depreciation in 
sterling into account. 

For UK investors, it 
has paid to “go global” 
over the past decade, 
allowing them to enjoy 
better returns from US 
companies denominated 
in an ever-strengthening 
dollar. This in itself is  
not a sign the tide is 
about to turn. However, 
we have identified a 
number of variables 
that support a positive 
outlook for the UK.  

Pure valuation 
measures are a good 
starting point. Looking 

at the price multiple 
of various financial 
metrics, we see a 
consistent message – 
the UK market trades 
at historical lows, 
particularly when 
compared with the 
US. Furthermore, the 
value of sterling remains 
close to its trough of 
June 2016, and appears 
cheap on typical 
measures of purchasing 
power. This comes as 
no surprise, as investors 
hate the kind of 
uncertainty that Brexit 
represents.  

In the price
The risk of a 
deterioration in 
conditions should not 

be ignored. However, 
our analysis considers 
what is already in the 
price – whether investors 
are over-discounting 
solid businesses with 
a high probability of 
weathering the storm. As 
long-term investors with 
a suitable tolerance for 
volatility, we believe the 
UK market represents 
a fertile stockpicking 
ground for talented 
and disciplined active 
managers. 

Against this backdrop, 
we believe Henry Dixon’s 
Undervalued Assets fund 
at Man GLG is well placed 
to access mis-priced 
UK companies. His 
approach is contrarian by 
nature, and focuses on 

a 40 per cent discount 
to the UK market and a 
55 per cent discount to 
the global market. The 
fund is a recent addition 
to our multi-asset 
portfolios and represents 
a core holding for the UK 
market. 

https://www.trustnet.com/factsheets/o/jwhq/man-glg-undervalued-assets



