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I t is rare we publish 
a story on FE 
Trustnet that 

doesn’t attract the ire 
of at least one user in 
the comments section, 
but what is rarer still 
is their comment 
receives a satisfactory 
response. To counter 
this, we asked our 
readers to send us 
a list of complaints, 

which we put to a 
panel of industry 
representatives. See this 
month’s cover story for 
their responses.

One theme dominated 
this list – charges. 
With fees remaining 
high, Daniel Lanyon 
investigates whether 
the industry should 
be trusted to offer 
value for money. It is 
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not just retail investors 
who have something to 
complain about, though, 
with Hannah Smith 
asking the experts which 
lessons continually fall 
on deaf ears.
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“outcome-driven” 
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three stocks that should 
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Finally, we hear the 
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about, as John Blowers 
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A bone 
to pick 

Anthony Luzio asks a panel 
of industry representatives 
to respond to our readers’ 
complaints about the asset 
management world

W hile every investor is 
likely to have a long 
catalogue of gripes 
about the asset-

management industry, it would be 
rare to find a massive amount of 
variance between each list – mainly 
due to the fact that no matter 
how often the same few questions 
are asked, they rarely receive a 
satisfactory answer. 

In an attempt to put this to bed, we 
asked our readers to submit their 
main complaints about the asset-
management world, which we put 
before representatives from the 
industry. 

Here are their responses.
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Long-term investment partners

SCOTTISH MORTGAGE INVESTMENT TRUST

THE MAINSTAY 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 £36bn 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 118.2% compared to 96.5% for the sector**.

Standardised past performance to 31 March**

2015 2016 2017 2018 2019

Monks Investment Trust 10.6% -3.2% 53.9% 20.3% 10.0%

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

Past performance is not a guide to future returns.
Please remember that changing stock market conditions and currency exchange rates 
will 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 pursuing growth why not get on board? 
Call 0800 917 2112 or visit www.monksinvestmenttrust.co.uk

A Key Information Document is available by contacting us.

MONKS HAS OVER £1.7BN
IN NET ASSETS UNDER
MANAGEMENT, WHILE ITS
ONGOING CHARGE IS A
MODEST 0.52%*.

THE MONKS INVESTMENT TRUST

*Ongoing charges as at 30.04.18. **Source: Morningstar, share price, total return as at 31.03.19. All other data as at 31.03.19. 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.
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Why do the experts quoted on FE Trustnet focus almost 
entirely on active funds?

Adrian Lowcock, head 
of personal investing 
at Willis Owen, accepts 
passive funds offer an 
“excellent, low-cost 
way to get exposure to 
the market”. However, 
he says there are many 
reasons why he places 
a greater emphasis on 
their active counterparts. 

“Firstly, active funds 
aim to beat an index 
and many investors 
aspire to do the same,” 
he explains. “Secondly, 
active managers offer 
exposure to different 
investment styles which 
perform at different 
times and help achieve 

personal objectives. 
“Thirdly, because active 

managers don’t own 
the whole market, they 
can mitigate the risk of 
investing by avoiding 
poorly run companies 
and protecting capital 
when markets fall.”

Lowcock adds that 
active funds help the 
market in general, as 
their managers allocate 
capital to companies that 
are expected to perform 
well, removing it from 
those that aren’t.

“Efficient allocation of 
capital drives the market 
higher by supporting 
only businesses that 
deserve it and allowing 
poor ones to fail,” he 
continues. “This is often 
overlooked as the sum of 
all active management is 
basically the index. This 
means there must be an 
equal number of active 
managers (by AUM) 
who outperform and 
underperform. If they 
all did well, the market 
would be higher.”

Ben Yearsley, director 
at Shore Financial 
Planning, says that while 
there are some markets 
where passives are hard 
to beat, in others such as 
those focused on fixed 
income, avoiding the 
downside is much more 
important than picking 
the winners.

“Therefore, you need 
an active approach in my 
view,” he adds.

https://www.bailliegifford.com/en/uk/individual-investors/funds/monks-investment-trust/
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Why should I have to pay a performance fee when I 
already pay ongoing charges?

This is a regular 
complaint from our 
readers, who believe 
it to be among the 
most blatant examples 
of a “money-for-
nothing” culture in 
asset management. 
However, there appears 
to be a reasonable 
justification for the 
use of performance 
fees: representatives 
from Polar Capital and 
JOHCM say it aligns the 
interests of investors 
with fund managers, 
as it means the latter 
are motivated more by 
performance than asset-
gathering – both groups 
say many of their funds 
are capacity-constrained, 
closing to new business 
before their size hampers 
their agility. 

James de Sausmarez, 
Janus Henderson’s head 
of investment trusts, 
says while his business 
utilises performance 

fees, they should only 
be used when they have 
certain characteristics: 
“A lower base 
management fee than 
similar funds without 
a performance fee; a 
performance hurdle 
before a performance fee 
can be paid; a reasonable 
cap on total fees earned 
in any one financial 
year; and a relative high 
watermark such that any 
underperformance has 
to be made up before a 
future performance fee 
can be paid.”

However, Dan 
Brocklebank, head of 
Orbis Investments in the 
UK, has a different take: 
“Ideally you wouldn’t! 
In a perfect world, 
you would only pay in 
proportion to the results 
delivered by the manager 
over your horizon. 

“But this is unknowable 
in advance and firms 
need to keep the lights 
on in the meantime. 
That’s why most fee 
structures combine 
fixed and performance-
related portions,” he 
adds, although he 
points out Orbis has no 
ongoing charges, just 
a performance-related 
component. 

https://www.janushenderson.com/ukpi/campaign/3
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This is an issue FE 
Trustnet Magazine 
columnist John 
Blowers had plenty of 
experience of during his 
time as head of Trustnet 
Direct. He says switching 
investments from one 
platform to another used 
to be a nightmare – and 
still can be, in some cases.

“When you instruct a 
provider or platform to 
move your investment 
funds, there are two 
routes that could be 
taken,” he explains. 

“In rare occasions, 
funds would be sold 
and then the cash sent 
to the new platform 
where the fund holdings 
were rebought. This was 
extremely unpopular as 
you were victim to losing 
some potential growth 
and, by selling, you could 
crystallise a potential 
capital gains tax-bill.”

The most common way 
to move investments now 

Why is there such a “black hole” when it comes to 
transferring investments between platforms?  

Why do funds of funds charge so much?

Mark Soonaye, head of the 
multi-manager team at Octopus 
Investments, says that while funds of 
funds are often compared unfavourably 
with traditional funds when it comes 
to costs, they fulfil a different need and 
provide additional benefits. 

“The typical way for an investor to 
construct a portfolio is to pick a number 
of funds from across various asset 
classes and geographies,” he explains. 

“They will then need to monitor these 
funds, buying and selling as required. 
This fund selection and ongoing 
management takes time and skill. 
A fund of funds does this job for the 
investor, saving them time, ensuring 
the portfolio is well-constructed and 
giving the investor a better chance of 
achieving their objectives. Naturally, 
there is an additional fee for this which 
is included in the OCF.”

John Chatfeild-Roberts, head of 
strategy on Jupiter’s independent 
funds team, adds that multi-manager 
portfolios can access underlying funds 
not otherwise available to the retail 
market and can negotiate wholesale 
discounts on behalf of their clients.

“In the hands of an expert team, 
these structural advantages can add 
significant value to investors, while 

is an “in specie transfer”, 
where the funds remain 
invested but the holdings 
are re-registered from one 
platform to another with 
the asset manager. 

This used to involve the 
new platform sending a 
letter to the old one with 
a signature of authority 
from the customer, 
before each holding 
was re-registered with 
each underlying asset 
manager. Often this was 
done by post or email.

“During this period, the 
investor effectively lost 

control of their portfolio 
until the last holding 
had transferred into the 
new platform,” Blowers 
continues.

“Almost all platforms 
and asset managers now 
use electronic transfer 
technology, meaning the 
process now takes days, 
rather than weeks. 

“However, some firms 
still do not. If you have 
one holding from a 
provider that doesn’t 
use the new transfer 
technology, it can stall 
the whole process.”

saving time and stress,” he says.
Chatfeild-Roberts accepts there 

are many successful independent 
investors who are happy to carry out 
their own research and are confident 
in their ability to manage their own 
portfolio, and says he would not expect 
to be the first port of call for someone 
in this category.

“We would, however, stress that all 
investments do come with the risk 
of loss of capital and an awareness of 
this should always form a part of the 
decision process,” he adds. 
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Blowers says the price 
differences often seen 
on platforms between 
buying and selling shares 
and funds is a product of 
the differing underlying 
costs of executing trades. 

Real-time share-trades 
carry a notable cost to 
the platform, which 
affects the pricing 
of shares, ETFs and 
investment trusts.

“However,” he adds, 
“I suspect that, because 
consumers are used to 
paying these dealing 
costs, the platforms have 
maintained this pricing, 
even though the real cost 
to them has fallen.

“Dependent on the 
platform technology, 
funds don’t usually 
have an underlying 
transaction fee (or a de 
minimus cost), which 
is why most platforms 
don’t charge for fund 
dealing (plus they don’t 
want to discourage you 

Why do platforms charge for dealing and holding funds, 
trusts and ETFs on such a different basis?

Why is there such a discrepancy between ongoing 
charges quoted on factsheets and those on the KID?

This question was posed after 
one reader looked at the KID 
(Key Information Document) of one 
investment trust and was surprised to 
see total charges of more than 4 per 
cent a year – rather than the 0.68 per 
cent OCF quoted on its factsheet.

However, the AIC’s communications 
director Annabel Brodie-Smith says 
this figure simply sums up one of the 
many short-comings of the KID.

“The KID includes the cost of gearing 
and for many companies this is a 
key area of difference with the OCF,” 
she explains. “The OCF and the KID 
cost disclosure are based on two very 
different methodologies which show 
very different outcomes.” 

Brodie-Smith notes the OCF is 
calculated based on expenses levied 
by a trust over the last financial year. It 
includes the costs investors can expect 
to reoccur each year, so includes the 
investment management charge, and 
those incurred running the company, 
for example directors’ fees, auditors’ 
fees and administrative expenses. 

On the other hand, she says every 
investment company KID has a 
standardised cost disclosure which 
projects the impact of costs over the 

next one, three and five years.
“The ‘other ongoing charges’ or 

‘composition of costs’ section of the 
KID shows the projected costs of the 
investment company managing its 
investments and the costs of running 
the company,” she continues. “But 
it also includes portfolio transaction 
costs and the costs of gearing and 
stock lending, so they will typically be 
higher than the ongoing charge.

“However, unlike other costs, gearing 
has the potential to increase a client’s 
long-term returns.”

from buying more).
“Hargreaves Lansdown 

is the only platform that 
has secured additional 
discounts on a small 
range of popular funds. 
This goes some way to 
counter its very high 
platform charge of 0.45 
per cent per annum.”

However, Blowers says 
there may be a simpler 
answer to this question.

“Pricing is all about 
making the service look 

cheap to the customer, 
but making as much 
money as possible as 
they can get away with.

“So the short answer 
is that many platforms 
try to bamboozle clients 
with complex pricing 
that they probably don’t 
understand.

“The more complex 
the pricing, the less 
likely clients really grasp 
what they’ll be charged 
annually,” he finishes.
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Monks – global 
growth from different 
perspectives

Charles Plowden, Malcolm MacColl and Spencer Adair, co-managers of 
Monks Investment Trust, tell James Budden about the four categories 
of stocks they use to build their portfolio

M onks sets out to be 
a core global growth 
investment and acts 
as a cornerstone 

to a private investor’s portfolio. 
The managers seek to create a 
differentiated, actively managed 
portfolio containing a diversified 
range of growth stocks. Recognising 
that growth comes in many shapes 
and sizes, they have identified four 
sub-categories of growth that they 
believe will generate sustainable 
growth and lead to the trust’s 
outperformance over the long term.

When analysing businesses, the 
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managers focus on their underlying 
growth attributes and do not allow 
themselves to be distracted by 
the traditional habit of labelling 
companies by sector or domicile. 
For them, it makes no sense to think 
that the location of a company’s 
headquarters matters in this 
globalised world, or that all financial 
or technology stocks share common 
business characteristics. 

Monks categorises its investments 
into four growth categories: Growth 
Stalwarts, Rapid Growth, Cyclical 
Growth and Latent Growth. The team 
has a clear view of the inefficiencies 
they are exploiting within each 
growth category and the reasons 
why they expect investments to 
outperform. The use of these four 
designations also encourages 

diversity across the portfolio and 
provides a means of monitoring 
the operational performance of the 
investments. 

1. Growth Stalwarts 
These companies have durable 
franchises. We expect stalwarts to 

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

  [ BAILLIE GIFFORD ]

deliver robust profitability in most 
macroeconomic environments. 
Within this area, the managers are 
often drawn to businesses where 
the competitive advantages include 
dominant local scale, customer 

It makes no sense to think that the location of a 
company’s headquarters matters in this globalised world, 
or that all financial or technology stocks share common 
business characteristics
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2. Rapid Growth 
Most frequently, these are earlier 
stage businesses where the market 
opportunity is vast. We expect 
investments in this area to deliver high 
levels of revenue growth (at double 
digit per annum rates), and profit 
growth of 15 to 25 per cent per annum 
on a five-year view. Commonly, these 
are companies which are innovative, 
some attacking existing industry profit 
pools and some creating new markets 
for themselves.

3. Cyclical Growth 
Companies in this category will have 
material secular growth prospects, but 
will also be subject to the influence of 
macroeconomic or capital cycles, and 
sometimes both. Here the managers 
look for businesses which are 
adaptable, with management teams 
trusted to allocate capital skilfully. 
Typically, we expect the earnings of 
these businesses to increase 10 to 15 
per cent per annum over the course of 
a complete cycle. 

4. Latent Growth 
These are firms with often 
unspectacular recent operational 
records. The market expects them 
to either shrink or produce very 
low growth. However, analysis has 
identified a company-specific catalyst 
or series of catalysts, which will 
allow above average earnings and 
cash flow growth to re-emerge. The 
Monks managers expect to make 
money in these stocks as the market’s 
expectations for earnings growth 
are upgraded and higher valuation 
multiples are attached to the profit 
stream. 

By way of illustration three current 
holdings are listed below.

Schibsted (rapid growth), owns 
a series of marketplace business 
around the world, though its 
heritage is in Scandinavia. Originally 
a print media business, this 
ambitious company has undergone 
a remarkable transformation with 

loyalty and strong brands. Stalwarts 
are expected to produce earnings 
and cash flow per share growth of 
around 10 per cent per annum over 
the long run. These are the types 
of long-duration businesses where 
the market fails to appreciate the 
benefits of compounding, as they 
may appear unexciting relative 
to more rapid or cyclical growth 
companies. 

Advertorial feature   [ BAILLIE GIFFORD ]

Analysis has identified a 
company-specific catalyst 
or series of catalysts, which 
will allow above average 
earnings and cash flow 
growth to re-emerge
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IMPORTANT INFORMATION

• Investments with exposure to overseas securities can be affected by changing 
stock market conditions and exchange rates. 

• If you are unsure whether an investment is right for you, please contact an 
authorised intermediary for advice. A Key Information Document is available by 
visiting www.bailliegifford.com. 

• This article does not constitute, and is not subject to the protections afforded 
to, independent research. Baillie Gifford and its staff may have dealt in the 
investments concerned. The views expressed are not statements of fact and 
should not be considered as advice or a recommendation to buy, sell or hold a 
particular investment. 

• All information is sourced from Baillie Gifford & Co and is current unless 
otherwise stated. This is a financial promotion from Baillie Gifford & Co Limited. 

Advertorial feature   [ BAILLIE GIFFORD ]

James Budden 
Director of Marketing and 
Distribution 
Baillie Gifford 
 
James graduated with an MA in 
Classics from the University of 

Cambridge in 1987. He joined 
Baillie Gifford in 2008 having 
worked at Witan Investment 
Trust and Henderson Global 
Investors. James is a Director of 
Marketing and Distribution in the 
Clients Department.

the cash flows from its newspaper 
business being reinvested into 
new growth areas. One of the 
company’s most important assets 
is now online classifieds platforms 
with leading market shares in more 
than 20 countries across the world. 
Backed by the Schibsted family 
trust, management’s long-sighted, 
committed and entrepreneurial 
approach to investment has allowed 
the company to scale successfully 
in these areas. We think the market 
underappreciates the value of these 
new growth assets and that a planned 
spin-out of the classifieds operations 
will shine a light on their value. 

Chegg (rapid growth) is another 
company which has successfully 
pivoted to an online model. 
Previously a low-growth university 
textbook provider, the company has 
transformed itself into the leading 
online education platform in the 
US. Chegg aims to offer its services 

at a low cost, with its most popular 
services including online textbooks 
and bespoke tutoring services. The 
company is currently entrenching 
its position and it serves more than 
40 million students every year. Most 
recently, revenues have been growing 
at nearly 40 per cent per annum, and 
we see significant growth potential 
from the company’s core offering 
alone. However, we also believe 
that Chegg could use this strong 
foundation as a platform to greatly 
broaden its services and act as a real 
long-term disruptor within a largely 
inert global education system. 

Pernod Ricard (stalwart) offers a 
rare opportunity to invest in a branded 
consumer goods business delivering 
accelerating organic growth. The 
ambition and drive of Alexandre 
Ricard, grandson of founder Paul, 
looks set to leverage Pernod’s attractive 
portfolio of brands in some exciting 
and high-growth Asian markets. The 
company enjoys over 40 per cent of the 
international spirits market in China 
and over 45 per cent of the premium 
spirits market in India. Asia currently 
accounts for around 40 per cent of the 
company’s revenues, and we expect 
demographics and the emergence of 
middle class consumers to drive this 
materially higher in the future. When 
we couple the Asia growth opportunity 
with a commitment to deliver increased 

One of the company’s most 
important assets is now 
online classifieds platforms 
with leading market shares 
in more than 20 countries 
across the world

The company enjoys over 40 per cent of the international 
spirits market in China and over 45 per cent of the 
premium spirits market in India

operating leverage, we see the potential 
for enduring value creation. 

In summary, Monks offers a diverse 
and measured take on global growth. 
The managers like a flat portfolio with 
around 100 stocks sized according 

to enthusiasm. They invest with an 
eye to valuation levels. It is a trust 
that can sit comfortably at the centre 
of anyone’s portfolio and also offers 
value for money with an ongoing 
charge of 0.52 per cent.

http://www.bailliegifford.com
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On deaf ears

I nvestors can be quick to 
complain when returns don’t 
meet their expectations, but 
is that because they aren’t 

listening to what the professionals 
are telling them? Here, numerous 
financial experts reveal which 
investment lessons always seem to 
fall on deaf ears – no matter how 
often they repeat them.

Believing “all that glisters is gold”
Novice investors can be easily 
seduced by the promise of high 
annual returns, without thinking 
about how they are generated and the 
potential risks, says Chris Douglas, 
managing director of Douglas White. 

“It’s usually people with less 
experience who aren’t getting great 
returns from cash, they see things 
advertised on Facebook or elsewhere 
with a headline such as ‘guaranteed 8 
per cent return’ and it implies there’s 
very little risk,” he adds. “And, because 
they’ve got less experience, they deem 
it to be true.” 
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Novice 
investors 
can be easily 
seduced by the 
promise of high 
annual returns, without 
thinking about how they 
are generated and the 
potential risks

Your portfolio

Underestimating risk
It’s common for retail investors 
to underestimate the risk they are 
taking, says Scott Gallacher, director 
at Rowley Turton. They also mistake 
risk-driven returns for 
great returns. For 
example, a bank 
had sold one 
of his clients 
a portfolio 
which had 
delivered 

strong returns, but its risk-rated 
returns were poor compared with 
similar portfolios. 

“The client was a bit more cautious 
so he should have had a lower-risk and 

potentially lower-return portfolio,” 
says Gallacher. “He took 

some convincing, but 
the first wobbles in the 

market persuaded him 
to switch.”

A selection of financial advisers tell Hannah Smith which mistakes 
they see investors make again and again – no matter how many times 
they are warned

He says a conversation about risk 
and reward usually demonstrates to 
investors that “if something looks too 
good to be true, it probably is”.
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Trying to time the market 
Carl Roberts, managing director of 
RTS Financial Planning, says retail 
investors typically avoid investing 
when they see headlines about 
slowing economies or billions being 
wiped off stock markets. 

“They say, ‘why would I want to 
invest now? I’m going to wait for 
things to look more comfortable’, 
and obviously the professionals all 
know that now is exactly the right 
time to buy.” 

He says it also works the other way: 
when markets have had a good run, 
investors want to buy in, without 
realising that the biggest opportunity 
has passed. “Clients still come and 
say: ‘I’ve heard the FTSE has reached 
a record high, I want to invest more 
money now.’ It happens time and time 
again. It’s a classic case of trying to 
time the market at the wrong time.

“People need to understand they 
should go against the crowd and, if 
the market crashes, then it is a better 
time to put your money in than it was 
previously.”

Failing to review investments
Investors often build a portfolio 
without a clear strategy and fail to 
review it. With funds, this means 
benchmarking against similar 
products, says Adam Rutter, financial 
consultant at Wesleyan. 

“When people select their own 
investments, they will usually pick 
funds with no specific reason and 
keep them for years,” he adds. “They 
will not assess the risk level and 
performance to ensure it is suitable. 
I meet clients like this on a regular 
basis and, despite having it explained, 
they just stick with the investment as 
it is too much hassle to change it.”

Assuming property is a one-way bet
Just because you own a property, 
you don’t necessarily understand it 
as an investment. Douglas says retail 
investors often assume it is a safe 
bet and a straightforward asset class. 
“There is an inherent belief that people 
understand property because they’ve 

lived in one. I talk to people about void 
periods, taxation of income and other 
legislation, the fact that it’s leveraged. 
I’m not negative about property per se, 
I just don’t think it should be the first 
investment you make.” 

He suggests investors should make 
sure they have cash in the bank, a liquid 
and diversified portfolio, and make the 
most of their tax-free allowances before 
they consider property.

Under- and over-diversification
Diversification can be hard to get right 
and investors often fall down either 
by doubling up on their exposure, or 
spreading their investments too widely. 
Gallacher explains that investors may 
think they have a well-diversified 
portfolio, but in fact it may follow 
the same themes, or the underlying 
investments may overlap. For example, 
one investor he saw held three different 
multi-manager funds but each one 
had a position in LF Woodford Equity 
Income, giving the client total exposure 
of nearly 14 per cent in that fund. 

“This is not necessarily good or bad,” 
says Gallacher, “but did he realise there 
was that overlap?”

The other mistake investors make is 
to be too diversified: “They often use 
far too many funds and in effect end 
up with a very expensive tracker.” The 
right answer is usually somewhere in 
the middle: diversification without 
going to extremes. 

Your portfolio

Investors should make 
sure they have cash in 
the bank, a liquid and 
diversified portfolio, and 
make the most of their tax-
free allowances before they 
consider property

https://www.trustnet.com/factsheets/o/kebc/lf-woodford-equity-income-c-acc-gbp
https://www.trustnet.com/factsheets/o/kebc/lf-woodford-equity-income-c-acc-gbp
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A year of 
two halves?

Alex Crooke, Fund Manager of the 
Bankers Investment Trust, explains 
how the team is preparing for a 
different investment landscape in 
the second half of 2019

It’s in our nature as fund 
managers to continually 
contemplate the future, but the 
level and scope of uncertainty 

facing investors today is almost 
unprecedented. What’s disappointing 
is that many of the questions that 
dominated 2018 have still not been 
answered as we move into the second 
quarter of 2019. 

At The Bankers Investment Trust – a 
Janus Henderson-managed trust – 
we believe the second half of the year 
will look and feel very different to 
the current state of play; and we are 
positioning the portfolio to benefit 
from that clarity, which we think will 
restore market confidence as 2019 
rolls into 2020.
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Goldilocks and the three bears
My central view is that we continue 
to live in the ‘goldilocks’ environment 
where the economy is not too hot and 
not too cold, with modest returns 
in a long cycle. Around that view 
the Bankers investment team has 
identified three alternative scenarios 
we think could feasibly play out this 

year. The first comes back to the 
US-China tariff war. An escalation 
of tensions between the two nations 
could have hugely damaging 
consequences for global economic 
growth. It’s not in anyone’s interest 
to go down that route, so I only give it 

trustnet.com

“My central view is that 
we continue to live in the 
‘goldilocks’ environment 
where the economy is not 
too hot and not too cold, 
with modest returns in a 
long cycle”
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• Before investing in an investment trust referred to in this document, you should satisfy yourself as to 
its suitability and the risks involved. The value of an investment and the income from it can fall as well 
as rise and you may not get back the amount originally invested. Nothing in this document is intended 
to or should be construed as advice.  This document is not a recommendation to sell or purchase any 
investment. It does not form part of any contract for the sale or purchase of any investment. 
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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, Perkins, Intech, Alphagen, VelocityShares, Knowledge. Shared 
and Knowledge Labs] are trademarks of Janus Henderson Group plc or one of its subsidiaries. © Janus 
Henderson Group plc.

a fairly slim chance of unfolding into 
an all-out trade war and altering our 
view of the world.

The second and third scenarios 
relate to the US economy, which grew 
at an impressive rate last year relative 
to the rest of the world. There is a 
danger that the US central bank, the 
Federal Reserve, has ‘left the taps 
open’ a bit too long. By that I mean 
the economy is in some danger of 
overheating and may need action 
from the Fed in the form of steeper 
interest rate hikes, but I think that’s 
unlikely.

In equal measure, the US economy 
could slump if the Fed has overdone 
it with its incremental interest 
rate hikes over the past two years. 
Personally, I don’t think the 
banking system has been lending 
aggressively so I discount this risk, 
but the tools to get another recovery 
going are relatively limited from 
here, so we should be careful about 
this scenario.

The US is still the single most 
dominant economy in the world and 
the largest market in stock market 
terms. The Federal Reserve in the 
US has maintained a loose monetary 
policy stance in recent years but 
it’s probably as good as it’s going to 
get. There are worries that there we 
will shortly witness a US economic 

central banks dominated asset prices 
by driving down the cost of long-
term money to support businesses 
and keep employment high. Once 
quantitative tightening measures 
begin to roll out and money becomes 
more expensive, there will be a shift 
in market sentiment.

We are positioning the Bankers 
portfolio to benefit in this scenario, 
while also maintaining a healthy 
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balance and diversification across 
styles, sectors and geographies. 
We are overweight relative to the 
benchmark on consumer goods and 
services because we think the very 
low levels of unemployment will be 
persistent and wage growth will pick 
up in the US and UK, as it has in Asia 
and China.

All in all, I am of the belief that 
the global economy is not broken 
and the future is bright. Without 
a significant trigger I don’t see a 
dramatic recession coming but rather 
a gradual contraction and subsequent 
expansion towards the end of the 
year. Once we get some clarity on 
the macroeconomic and political 
questions hanging over markets, it’s 
quite probable confidence will be 
restored and some of the fantastic 
value opportunities of today will be 
gone. 

Advertorial feature
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slump and a dramatic one at that, 
but I don’t buy that. I don’t see a 
recession coming in the US but I’m 
also struggling to see how it gets any 
better.

This brings me back to the central 
view we hold at Bankers, for which 
I give about a 50% likelihood of 
playing out this year. In this scenario, 
the long business cycle continues 
with the ongoing global economic 
slowdown bottoming in the summer 
months before picking up gradually 
in the latter part of the year. It might 
sound a bit dull but it’s not a bad 
world to be in and it’s one we can 
position ourselves for.

QT favours value
Our belief at Bankers is that there is 
probably going to be a shift towards 
the end of 2019 with value stocks 
beginning to outperform against 
growth. This could be even more 
likely if central banks extend their 
tightening measures, colloquially 
known as quantitative tightening 
(QT), which in simple terms refers to 
a number of monetary policy actions 
that aim to normalise interest rates 
and mitigate rising inflation. The US 
Federal Reserve has indicated it has 
paused its increases in interest rates 
but a resumption in global growth 
could mean a reversal of this policy.

QT would mark a significant shift 
from the past 10 years during which 

“There are worries that there 
we will shortly witness a 
US economic slump and a 
dramatic one at that, but I 
don’t buy that. I don’t see a 
recession coming in the US 
but I’m also struggling to see 
how it gets any better”
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Guilty as 
charged?

Fees have remained stubbornly 
high for too long, so why does 
the asset management industry 
think it should be trusted to give 
investors value for money? Daniel 
Lanyon finds out

A n apocalypse did not in 
the end transpire back in 
2012, despite the warnings 
of an ancient Mayan 

prophecy. In the same year, however, 
the Retail Distribution Review 
(RDR) did prompt end times for the 
dubious commission fees paid to 
financial advisers for recommending 
investments. 

RDR heralded the advent of greater 
transparency, which coincided with 
an increasing shift to low-cost passive 
funds and wider digital disruption 
to the investment industry. The 
question now is: will fees continue to 
fall? And, is this a good thing?
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“A slow, lethal killer”
First off, why do people pay so much 
attention to fees when the difference 
is often just a couple of percentage 
points? Tom Selby, senior analyst at 
AJ Bell, says that “just a couple of 
percentage points” can have a massive 
impact on long-term investments 
such as pensions, describing high fees 
as “a slow, lethal killer”.

Using two extremes of 0.4 per cent at 
the bottom end and 1.6 per cent at the 

“Just a couple of percentage points can have a massive 
impact on long-term investments such as pensions”

dry by age 92. Given life expectancy 
for a 65-year-old woman is 88, that 
person could be quite confident that 
their pension withdrawals would last 
their whole life and they would have 
received a healthy £177,000 of income 
from their pot in total.”

However, if the charges are increased 
to 1.6 per cent while everything else 
is kept the same, the fund runs out by 

top, he points out that while neither 
of these charges sounds massive, 
over time the 1.2 percentage point 
difference will take a serious toll.

“Take someone with a £100,000 
pension pot at age 65 who starts 
withdrawing £5,000 a year from their 
fund and increases that each year in 
line with inflation,” says Selby.

“If we assume a 5 per cent 
investment return each year, a 0.4 per 
cent charge would see the fund run 
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age 88, and the individual would have 
received just £144,000 in income. 

“Charges are not the be-all and 
end-all,” Selby adds, “but it is an 
indisputable fact that by keeping 
costs as low as possible, savers can 

squeeze thousands of pounds more 
out of their hard-earned pensions.”

Historical inertia
Data on fees and price competition 
among the asset management 
industry suggests a large degree of 
historical inertia, with one piece 
of research by Thomas Philippon 
showing the cost of financial 
intermediation in the US has been 
stagnant for 130 years at around 2 
per cent.

More recently, however, things have 
started to change. The Financial 
Conduct Authority (FCA) pledged 
to shine a spotlight on fund fees 

“Charges are not the be-
all and end-all, but it is an 
indisputable fact that by 
keeping costs as low as 
possible, savers can squeeze 
thousands of pounds more 
out of their hard-earned 
pensions”

HOW HIGH CHARGES CAN EAT AWAY AT A PENSION FUND

Source: AJ Bell

Notes: Figures based on 5% annual investment returns before charges and 5% annual withdrawals of the initial 
fund value, rising in line with 2% inflation. Total retirement income lost assumes investor lives long enough to ex-
haust their fund.

£500,000   £721,124 £883,608 £162,484

£250,000 £360,562 £441,804   £81,242

£100,000 £144,225 £176,722  £32,497

 £50,000   £72,112  £88,361   £16,249

 £30,000  £43,267  £53,016    £9,749

Fund value
Total retirement 

income  
(1.6% charge)

Total retirement 
income  

(0.4% charge)

Total retirement 
income lost with 

high-charge provider

Long-term investment partners

SCOTTISH MORTGAGE INVESTMENT TRUST

THE MAINSTAY 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 £36bn 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 118.2% compared to 96.5% for the sector**.

Standardised past performance to 31 March**

2015 2016 2017 2018 2019

Monks Investment Trust 10.6% -3.2% 53.9% 20.3% 10.0%

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

Past performance is not a guide to future returns.
Please remember that changing stock market conditions and currency exchange rates 
will 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 pursuing growth why not get on board? 
Call 0800 917 2112 or visit www.monksinvestmenttrust.co.uk

A Key Information Document is available by contacting us.

MONKS HAS OVER £1.7BN
IN NET ASSETS UNDER
MANAGEMENT, WHILE ITS
ONGOING CHARGE IS A
MODEST 0.52%*.

THE MONKS INVESTMENT TRUST

*Ongoing charges as at 30.04.18. **Source: Morningstar, share price, total return as at 31.03.19. All other data as at 31.03.19. 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.

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


trustnet.com

Your portfolio 32 / 33

this year due to concerns of “price 
clustering”. 

John Clougherty, head of wholesale 
at Fidelity, says competition in the 
market has also led to a greater 
emphasis on how to lower charges: 
“As a result of RDR and more 
recently MiFID II, ongoing charges 
figure disclosure and related 
transparency of fees, cost reduction 
is having an impact on the industry. 
Asset managers are responding to 
competitive pricing pressure by 
closely managing the costs which 
make up the OCF.”

There is also evidence in the market 
of fund buyers (wealth managers 

and fund-of-funds managers) and 
platforms focusing on the OCF and 
requesting discounts to place funds 
onto buy-lists. 

“For these professionals, price, as 
determined by the OCF, is a major 
determinant of fund selection. 
Because fund selectors see value 
in low OCFs, this incentivises fund 
managers to keep costs low, thus 
aligning managers’ and investors’ 
interests,” adds Clougherty.

 “Low-cost index funds continue 
to grow in popularity, with 

“Low-cost index funds 
continue to grow in 
popularity, with increasing 
market-share driving 
down the average cost of 
investing”

https://www.epic-reit.com/
https://www.janushenderson.com/ukpi/campaign/3


trustnet.com

34 / 35Your portfolio

FE TRUSTNET

increasing market-share driving 
down the average cost of investing. 
In addition, due to the above 
competitive forces, the share of 
the total cost of investing (paid by 
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management firm Fountain Money 
have a 0.36 per cent annual charge, 
which includes access to both 
human and automated financial 
advice. Co-founder Dann Bibas 
says this reflects the fact younger 
investors are more fee-conscious.

“As technology continues to sweep 
through the industry, fees are sure to 
come under pressure as tech-focused 
entrants attract customers with 
better, faster and more affordable 
propositions,” he adds.

A race to the bottom
However, while there is nothing 
wrong with healthy competition, 
there are concerns this could simply 
lead to a race to bottom. 

Clients want lower fees but also 
an efficient service. Brand and 
marketing are important drivers 
in winning clients, says Jason 
Hollands, managing director of 
Tilney, and while there is evidence of 
pressure on fees with robo-advice, he 
thinks it is unlikely to play out well.

 “A sector with lots of disruptors 
who may not be able to stay the 
course isn’t healthy and leads to 
a shake-out with a few surviving 
dominant players.”

 He says it is also a question of what 
you receive in terms of research, 
tools and client service – while low 
fees are important, it is value for 
money that really counts. 

“As technology continues 
to sweep through the 
industry, fees are sure to 
come under pressure as 
tech-focused entrants 
attract customers with 
better, faster and more 
affordable propositions”

Alan Miller, chief investment 
officer at SCM Direct, 
believes the question of 
whether the FCA should do 
more to bring down fund 
charges is irrelevant when it 
isn’t enforcing existing laws 
on this subject.

“I think it’s an absolute 
scandal it has allowed an 
industry to operate where 
those who actually operate 
by the law and show 

customers the total cost and 
charges are disadvantaged 
against other companies who 
either don’t do it at all or who 
do it in a misleading way.”

He says he was particularly 
shocked by an article in the 
FT where Andrew Bailey, 
chief executive of the FCA, 
defended such practices 
on the basis that many 
companies hadn’t broken the 
law intentionally.

“If you run somebody 
over, you can be done for 
manslaughter,” he adds. “You 
haven’t intentionally run that 
person over, but there is a 
charge for that. According to 
him, if you don’t intentionally 
break the law, that’s alright. 
Had they strictly enforced it 
or been seen to enforce it, 
then companies would have 
had an incentive to comply. It 
is a total and utter scandal.”

“A scandal”

the end client) that is retained by 
managers is falling.”

However, while low OCFs are 
undoubtedly an important factor 
in fund selection, Clougherty 
says, they should not be relied on 
exclusively. 

“We are still seeing strong demand 
for high-quality active management 
which comes at a higher pricing 
point.”

In one of the most active parts of 
the market, the investment trust 
sector, fees have already started 
to fall, according to data collected 
by the Association of Investment 
Companies (AIC).

Since RDR, a total of 142 investment 
trusts have lowered their base 
charges while 39 have dumped 
performance fees, with more than 
a third of these doing so last year. A 
further nine have reduced their fees 
so far in 2019. 

In the burgeoning world of 
fintech, meanwhile, low fees are a 
key battleground for winning over 
customers, including a rapidly 
growing trend for “free” share/fund 
trading apps and robo advice.

Portfolios on digital wealth-
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Source: FE Analytics

MANAGER: Alex Wright / LAUNCHED: 17/12/1979 / FUND SIZE: £3bn / OCF: 0.91%

FACT BOX

FE CROWN RATING

Fidelity Special 
Situations

Alex Wright’s fund is one option for investors who believe the value 
style is about to move back into fashion

W ith analysts warning the 
outperformance of growth 
over value is soon likely to 

reverse, many investors are looking 
towards experts in the latter style to 
maximise returns in the next stage of 
the market cycle.

One option is FE Alpha Manager Alex 
Wright, who heads up the Fidelity 
Special Situations fund. 

Wright searches for unloved and out- 
-of-favour stocks that are undergoing a 
positive transformation that has yet to 
be recognised by the market.

He divides the stocks in his fund 
into three categories based on where 
they are in their recovery cycle: 
stage one comprises out-of-favour 
companies in which he has identified 
a catalyst for change; stage two is 
where the turnaround thesis starts to 
come through, the company starts to 
outperform and the position becomes 
bigger; and stage three companies 
are those in which sentiment is so 

PERFORMANCE OF FUND VS SECTOR  
AND INDEX UNDER MANAGER TENURE

positive that valuation no longer offers 
significant upside, leading him to sell 
the position down.

Wright was given the top job on 
Fidelity Special Situations due to his 
outstanding performance on Fidelity 
UK Smaller Companies – the fund 
was the second-best performer in 
the entire IA universe after his first 
five years. He has since taken a back 
seat on the smaller fund, but his 
enthusiasm for stocks further down 
the market cap scale is reflected 
in the make-up of Fidelity Special 
Situations – more than 50 per cent of 
assets are in stocks with a market cap 
of less than £5bn. 

The team at Square Mile described 
this fund as “an interesting 
proposition” run by a reasonably 
inexperienced “but highly motivated 
and passionate investor”. 

“Ultimately, there is a lot to like here 
and we support this fund because 
the manager has remained true to his 

investment style across this and the 
other mandates he manages,” it said. 
“He is supported by one of the UK’s 
most substantial equity research teams 
and we believe this style of investment 
and fund manager can add value.”

Wright is currently optimistic 
on financials, particularly the life 
insurance market, which he said is 
benefiting from enormous structural 

tailwinds. However, he said the low P/E 
ratios and high dividend yields suggest 
the market is ignoring strong results 
from recent stress tests. 

Fidelity Special Situations has made 
45.44 per cent since Wright took charge 
at the start of 2014 compared with 
gains of 37.21 per cent from its FTSE All 
Share benchmark and 34.87 per cent 
from the UK All Companies sector. 

Fidelity Special 
Situations (45.44%)

IA UK All Companies 
(34.87%)

FTSE All Share 
(37.21%)
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https://www.trustnet.com/factsheets/o/gmuf/fidelity-special-situations-w-acc
https://www.trustnet.com/factsheets/o/gmuf/fidelity-special-situations-w-acc
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Source: FE Analytics

MANAGERS: Omar Negyal, Amit Mehta & Jeffrey Roskell / LAUNCHED: 24/07/2012 / FUND 
SIZE: £371.1m / OCF: 0.90%

FACT BOX

FE CROWN RATING

JPM Emerging 
Markets Income

This five FE Crown-rated fund is tapping into a market where dividends 
grew 15.9 per cent last year 

Emerging market equities are 
often overlooked by income-
seekers who tend to prefer the 

more established hunting grounds 
in the developed world. However, 
the asset class is becoming more 
popular among investors who want 
to diversify away from the UK and tap 
into future growth potential.

According to the Janus Henderson 
Global Dividend Index, emerging 
market companies paid dividends of 
$120.9bn in 2018 – an increase of 15.9 
per cent on the previous year. This 
compares with a $99.5bn total payout 
from the UK, $509.9bn from the US, 
$256.1bn from Europe and $79.1bn 
from Japan.

With emerging markets now home to 
some of the world’s biggest dividend 
payers – names such as China 
Construction Bank, China Mobile 
and Samsung Electronics – a growing 
number of equity income funds have 

PERFORMANCE OF FUND VS SECTOR AND INDEX SINCE LAUNCH

begun to focus on the sector. One 
highly rated example is JPM Emerging 
Markets Income, run by Omar Negyal, 
Amit Mehta and Jeffrey Roskell. 

The £371.7m fund has a total return 
approach to emerging markets, 
looking to balance income and capital 
appreciation. It aims to deliver a 
payout above 130 per cent of the MSCI 
Emerging Markets index, but takes a 
flexible approach to income stocks, 
with the only criteria being that each 
holding has to pay a dividend.

JPM Emerging Markets Income 
holds between 60 and 70 companies, 
with about 60 per cent of its portfolio 
consisting of stocks with a 3 to 6 per 
cent dividend yield; the remaining 40 
per cent is split equally into dividend 
growth and high dividend-yielding 
businesses.

The managers’ approach leads to a 
preference for high-quality companies 
trading at a discount. 

FE Invest, which recently added 
the fund to its Approved List, said: 
“Unlike traditional income funds, this 
fund takes a more flexible approach 
in that capital appreciation is equally 
important as the income generator. It 
has also consistently delivered a yield 
of 130 per cent of the benchmark since 
inception.

“The income and quality focus 
means that the fund should protect 
capital in a downturn but will struggle 
to keep up in strong upward markets.”

JPM Emerging Markets Income has 
made 59.02 per cent since launch in 
July 2012, below its MSCI Emerging 
Markets benchmark but above the IA 
Global Emerging Markets sector. 

IA Global Emerging 
Markets (52.19%)

MSCI Emerging 
Markets (59.07%)

JPM Emerging 
Markets (59.02%)
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Source: FE Analytics

MANAGER: Joe Bauernfreund / LAUNCHED: 23/10/2018 / DISCOUNT/PREMIUM: +2.5%  
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AVI Japan 
Opportunity Trust

Joe Bauernfreund says there is so much upside from better balance-
sheet management in Japanese small caps, he doesn’t even need to 
look for the best businesses 

T here may not be a Japanese 
smaller companies-shaped 
hole in many investors’ 

portfolios and even for those willing 
to take a closer look at the sector, 
there are not a lot of options available.

However, recent developments 
affecting this area of the market led 
veteran investor Joe Bauernfreund to 
launch the AVI Japanese Opportunities 
Trust last year in a bid to take 
advantage of what he believes is an 
attractive opportunity set.

The advent of Abenomics – the 
eponymous economic reforms enacted 
by prime minister Shinzo Abe – and a 
greater emphasis placed on corporate 
governance and minority shareholder 
rights have led to an upheaval in 
Japan’s listed equity space.

Bauernfreund has managed a 
Japanese allocation in his better-
known British Empire Trust for 

PERFORMANCE OF TRUST VS SECTOR SINCE LAUNCH

many years and his new trust aims 
to find opportunities in an under-
researched part of the market through 
a concentrated portfolio of Japanese 
small caps.

One particular attribute he looks for 
is undervalued companies sitting on 
significant cash reserves, a common 
occurrence in Japan.

“It’s something that’s not found 
typically elsewhere in the world,” 
he explained. “The reason is that 
Japanese companies are so scarred by 
the 1989 to 1990 bubble bursting that 
they’ve always felt since then the need 
to hold cash for a rainy day.

“In a society in which people don’t 
question what their superiors tell them, 
a whole generation of management 
has come up the corporate ladder 
being told ‘you need to hold cash 
for a rainy day’. It doesn’t go back to 
shareholders.”

Such companies have typically traded 
at lower valuations because investors 
are unable to get access to such cash 
reserves. However, Bauernfreund said 
the new corporate governance code is 
challenging that mentality and forcing 
management teams to put cash to 
better use or return it to shareholders.

“We’re not, initially, searching for 

the best businesses in the sector,” he 
said. “What we’re saying is that there 
is so much upside from more efficient 
balance-sheet management at all of 
these companies.”

Since launch in October, the trust 
is up by 2.46 per cent compared with 
a 2.72 per cent rise for the average IT 
Japanese Smaller Companies trust. 

AVI Japan Opportunity Trust 
(2.46%)

IT Japanese Smaller 
Companies (2.72%)
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Stage managed

Adam Lewis asks if IA Volatility Managed’s “outcome-driven” 
approach leaves it a little too much leeway when it comes to 
meeting its objectives

W hen the Investment 
Association launched 
the Volatility Managed 
sector in April 2017, it 

housed some 83 funds with combined 
assets under management of £19.3bn. 
Some two years later, the AUM has 
grown to £32.8bn and the number of 
funds has jumped to 134, suggesting 
appetite for risk-targeted offerings is 
on the rise.

The question is, has IA Volatility 
Managed differentiated itself enough 
from IA Targeted Absolute Return and 
the three mixed investment sectors in 
the two years since launch to be of any 
use to investors? Or has it simply added 
another piece of jargon to confuse 
them further?

Instead of a specific return objective 
like other multi-asset sectors, IA 
Volatility Managed consists of funds 
that aim to manage returns within 

42 / 43

It is perfectly feasible for 
a fund in the sector to 
perform badly, but still 
meet its primary outcome 
if it remains within its 
parameters

FE TRUSTNET
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specified volatility parameters. These 
can be absolute or market relative. 

Criticism
As a result, Alex Farlow, head of risk-
based solutions research at Square 
Mile, says it is feasible for a fund in 
the sector to perform badly, but still 
meet its primary outcome if it remains 
within its parameters.

“One of the major criticisms of the 
IA Volatility Managed sector is that it 
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consists of funds with very differing 
volatility objectives, namely very high- 
and very low-risk funds,” he says.

“We believe that simply listing funds 
in a single sector is not useful for 
investors. The IA is aware of this and is 
looking into how it classifies Volatility 
Managed funds.”

He adds: “While we acknowledge 
this fact, we do however welcome the 
sector’s introduction, because even 
though its median performance is 
meaningless, it is a good starting point 
for investors wishing to find funds 
that target volatility as their primary 
objective, instead of return.”

Farlow says most of the fund ranges 
in the sector are managed with a high 
level of consistency, often using the 
same underlying investments, but in 
different allocations. This means IFAs 
using a range are more likely to get an 
outcome whereby a fund targeting risk-
level three will be lower-risk than one 
targeting risk-level four, for example.

Murkier waters
Chris Rush, senior investment analyst 
at IBOSS, says that while the other 
multi-asset sectors may be imperfect, 
they fare better than their outcome-
driven counterparts.

“Investors have long held issue 
with sectors defined by the goal of a 

fund rather than its construction,” 
he says. “Take the IA Global sector as 
an example – it is reasonably safe to 
assume the vast majority of the funds 
within the peer group are invested in 
(long-only) global equities. 

“However, things become somewhat 
less transparent when wading into 
the murkier waters of the Targeted 
Absolute Return or Volatility Managed 
sectors. These ‘outcome-driven’ 
sectors leave funds an incredible 
amount of scope to potentially fulfil 
their objective, both in terms of what 
outcome they are looking to achieve 
and how they choose to do it.”

A false sense of security
The result, for Rush, is a sector which 
in his opinion is hard to understand 
and even harder to use as an accurate 
benchmark, often leaving no 
discernible peer group.

“In our view, the IA Volatility 
Managed sector implies a level of 
safety that is perhaps misleading,” he Source: FE Analytics

PERFORMANCE OF SECTORS IN 2018

says. “Using volatility as a proxy for 
risk is fraught with issues in itself and 
draws the investor’s attention to one 
small piece of the overall risk-matrix. 
It is possible to have a fund that is both 
highly volatile, yet extremely low-risk.”

The end result for Rush is that while 
there are outliers for the other multi-
asset sectors, he argues their general 
premise is easier to understand. “The 
description of the sector at least offers 
some insight into the funds and how 
you can expect them to behave given 
the performance of the underlying 
asset classes,” he says.

Misconceptions
Farlow adds that one of the 
misconceptions about the IA Volatility 
Managed sector is that because all the 
funds have a volatility objective, they 
should be able to protect investors’ 
capital during market turbulence.

“This assessment is totally incorrect 
and we would expect many funds 
in the sector to fall during market 
turbulence,” he says. “The majority 
of the highest-risk funds in each fund 
range target a volatility which is similar 
to global equities and we would expect 
them to perform similarly to global 
equities over the long term.”

This was shown in 2018, when the IA 
Volatility Managed sector was down 
5.41 per cent, compared with a 2.81 per 
cent fall from the IA Targeted Absolute 

Most of the fund ranges 
in the sector are managed 
with a high level of 
consistency, often using 
the same underlying 
investments, but in 
different allocations
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The passive option:
L&G Multi Index
For Farlow, fund ranges in the 
IA Volatility Managed sector 
can be classified under three 
headings: passive funds, 
fettered funds of funds and 
unfettered funds of funds. 
In the passive category he 
picks out the L&G Multi 
Index range, managed by 
Justin Onuekwusi. While 
it predominately invests 
in passive funds managed 
by LGIM, Farlow notes it 
is not purely passive in 
nature. “All five funds in 

the range benefit from 
L&G’s proprietary tools 
and assumptions that help 
build the long-term asset 
allocation, which is used as 
a starting point for portfolio 
construction,” he says. 
“The lead manager and the 
asset-allocation team then 
make tactical, short-term 
adjustments to long-term 
asset allocation to build the 
final five portfolios. So even 
though the funds may invest 
in passives, the final portfolio 
is certainly not passively 
managed.”

The fettered option:
Aberdeen Standard 
Investments MyFolio 
Managed 
The MyFolio Managed range 
consists of five funds, all 
run by Bambos Hambi, and 
is the largest fund range in 
the sector by AUM. While 
Farlow notes investing 
predominantly in Aberdeen 
Standard Investments (ASI) 
funds limits Hambi’s universe, 
he says that the breadth 
of funds available is large 
enough to build suitably 
diverse portfolios.  

“Given the use of internal 
funds, this fund range will 
typically be 40 to 50 basis 
points cheaper than a fund 
range that uses external 
funds,” he explains. “One 
of the reasons why we like 
this range is the breadth of 
funds available that Hambi 
can invest in and this is due 
to the size and scale of the 
ASI business.” Farlow adds: 
“This type of fund structure 
may not be suitable if it is run 
by a smaller asset manager 
which has a limited number 
of funds.”

The unfettered option:
Premier Liberation
The Premier Liberation 
range, which consists of 
four risk-targeted portfolios, 
predominately invests in 
active funds. The starting 
point for each one is the 
long-term asset allocation, 
which is outsourced to risk- 
profiling service Distribution 
Technology. Manager David 
Hambidge then aims to 
add value through tactical 
asset allocation, as well 
as fund selection, using 
both open- and closed-

ended vehicles. “This 
gives the team the widest 
universe of funds to invest 
in and therefore provides 
it with the greatest alpha 
opportunities compared 
with others in the sector,” 
says Farlow. “However, this 
type of approach is the most 
expensive in the sector, 
which means the team has to 
generate more alpha in order 
to provide the same return 
as peers.” Both Premier 
Liberation IV and VI appear 
on the FE Invest Approved 
Funds List.
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Return sector, and 3.35, 5.1 and 6.11 per 
cent from the IA Mixed Investment 
0-35%, 20-60% and 40-85% Shares 
sectors, respectively.

“Not that useful”
“Most funds in the sector have long-
term volatility targets, of 10 to 15 years, 
and sometimes longer, to take account 
of periods of above- or below-average 
volatility,” says Farlow. “Therefore, 
assessing if a fund has hit its volatility 
target over five years is not that useful.

“Over shorter periods, comparing 
a fund’s volatility to that of equity 
markets is more useful. For this 
reason, for every risk-targeted fund 

recommended by Square Mile, not 
only do we state the fund’s long-term 
volatility objective, we also estimate 
the expected volatility relative to UK 
equities, which we believe is a more 
understandable measure for retail 
investors.”  

One of the misconceptions 
about the IA Volatility 
Managed sector is that 
because all the funds have 
a volatility objective, they 
should be able to protect 
investors’ capital during 
market turbulence

Source: FE Analytics

May
14 Sep

Ja
n15 May Sep

Ja
n16 May Sep

Ja
n17

May Sep
Ja

n18 May Sep
Ja

n19
-10%

0%

10%

20%

30%

40%

50%

60%

L&G Multi Index 3 
(28.57%)

IA Volatility Managed 
(34.59%)

L&G Multi Index 7 
(50.87%)



x / xData hub

Crunching the biggest trends down into figures
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Complaints 
about the industry

trustnet.com

complaints about 
regulated firms 

in 2018

8.04 
million

 40%
PPI made up

of all complaints

 – total redress paid to 
complainants. £4.3bn of 

this was for PPI 

60%

98%

of complaints 
were upheld 

228 firms reported 500  
or more complaints in H2 2018, 

accounting for almost

of all those received

There were 1.35 complaints per 1,000 pensions 
and decumulation policies and 2.15 complaints 

per 1,000 client investment accounts. This 
compares favourably with 9.7 complaints per 

1,000 home-finance balances outstanding

– average redress paid to 
each complainant. This 

rose to £1,825 for PPI 
complainants

£936 £4.83bn

FE TRUSTNET

Source: FCA. All figures for 2018 unless otherwise specified.
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Losing it 

AltRetire’s John Blowers looks 
back at his own experiences of 
losing money through investing 
so you can avoid making the 
same mistakes 

T his month, the editor 
pointed out that of all the 
people he knew, I seemed 
to have lost more money 

than anyone else.
“Wouldn’t it be a good idea”, he said, 

“to point out your mistakes, so other 
people don’t fall into the same trap?”

I have to say, I was a little put-
out by his impertinent suggestion, 
but on reflection he’s right and if I 
haven’t fallen into an investment 
pitfall, I know people who have. So 
here goes.

FE TRUSTNET

In the back   [ PLATFORMS & PENSIONS ]

First on my list of ways to lose 
money is cash and most people fall 
foul of it in one way or another. The 
problem is most cash accounts earn 
little interest unless you actively move 
between different providers to seek out 
attractive interest rates. This is hard 
work and offers tend to be short-lived. 

In reality, the interest paid on cash 
accounts is less than inflation, which 
is currently 1.9 per cent, meaning your 
money is losing value every day. 

I know we are living in an age of 

uncertainty and potential double-digit 
stock market falls make losing 1 to 2 per 
cent a year on your money look the safer 
option, but it’s easy to get lazy with cash.

Most deposit accounts paying more 
than 1 per cent have strict rules and I 
could find only two products paying 
more than the current inflation rate, 
but it’s worth doing the research 
and seeing if you could live with the 
restrictions they impose in terms of 
amounts, access and limits.

Otherwise, investing in the stock 

market can still give you easy access to 
your cash should you need to sell up. 
But be warned. You will pay charges 
on your investment (usually a fund 
management charge and a platform 
fee) and if you have an emergency, you 
run the risk of having to sell out at  
a loss.

So, you need to weigh up whether 
the real loss of inflation on your cash 
outweighs the potential for loss on 
holding your money in investment 
funds.

Cash
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This is a tricky subject 
and where I lost half 
my pension, albeit 
investing in my own 
company. The fact is 
most small businesses 
either fail or at least fail 
to do well enough to 
repay any investors that 
back them. Investing in 
early-stage businesses 
had always been the 
domain of high net-worth 
investors – people who 
could afford to lose some 

or all of their stake – that 
is until crowd-funding 
came along.

It’s a terrible dilemma, 
as start-ups are the life-
blood of any economy 
and are desperate for 
funds to help them grow. 
But there are ways of 
going about it and you 
should be prepared to 
invest only money you 
can afford to lose.

If you do invest, there 
are several ways you 

can protect yourself. 
Very early-stage firms 
often raise money via an 
angel network, where 
companies have been 
screened and selected 
on potential. Most 
promising firms use an 
Enterprise Investment 
Scheme or Seed 
Enterprise Investment 
Scheme, HMRC-
approved schemes 
that offer tax relief to 
encourage investment.

We’ve all heard stories of people 
being duped by a con-man and 
snorted “I’d never fall for that!”, but 
the reality is there are convincing 
fraudsters out there with ever-more 
sophisticated ways of parting you 
from your money.

Retirees seem to be the fraudsters’ 
number-one target, as they have the 
most money, are worried about how 
long it will last and time on their 
hands to engage with con-artists.

But everybody should be on full 
alert. Whether it’s a prince asking for 
some money in return for a slice of 

his fortune, through to the HMRC (or 
so they say) demanding immediate 
payment, anybody approaching you 
with an “opportunity” should be 
immediately rebuffed (and reported).

The real investment industry in 
the UK just doesn’t operate by cold-
calling and there is a mature platform 
industry stocked only with genuine 
investments. Don’t fish outside these 
ponds.

The Money Advice Service offers 
good guidance on this. https://www.
moneyadviceservice.org.uk/en/
articles/beginners-guide-to-scams

Rip-offs, cons and fraudsters

Boiler rooms

Unquoted companies

Boiler rooms are a notorious 
scam, where pseudo-broking firms 
try to peddle shares in companies 
that are worthless, unquoted or 
even fictitious and the salesmen are 
convincing and aggressive. 

Again, if the investment is not 
available on a platform, avoid it. 
And never act on unsolicited calls, 
however good the opportunity 
sounds.

https://www.moneyadviceservice.org.uk/en/articles/beginners-guide-to-scams
https://www.moneyadviceservice.org.uk/en/articles/beginners-guide-to-scams
https://www.moneyadviceservice.org.uk/en/articles/beginners-guide-to-scams
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Oh, for the benefit of 20/20 
hindsight! Picking funds is a 
nightmare, even with so many 
rankings, ratings, filters and expert 
commentaries.

Of the 3,552 unit trusts and OEICs 
available to analyse on FE Trustnet, 
there is a gulf in difference between 
the best- and worst-performing funds 
over five years.

If I’d put £100,000 into Polar 

Capital’s Global Technology fund 
five years ago, I’d now be sitting on 
£338,583. But, if I’d it put it into MFM 
Junior Oils Trust, I’d be nursing a loss 
of almost £50,000.

Any portfolio will contain winners 
and losers, but overall, if you diversify 
your investments across different 
managers, sectors and geographies, 
you should be able to carry a turkey 
or two.

I’ve talked about sequencing risk 
before, but here’s a little refresher 
for those in or heading towards 
retirement.

Once you’re in drawdown, you are 
exposed to sequencing risk, which 
means if the market collapses post-
retirement, your portfolio value 
reduces and if you have to take out 
money for income, the chances 
are it won’t last long. However, if 

at retirement there’s a bull run and 
markets rise, you can harvest income 
and your pot will last a lot longer.

The best way to mitigate 
sequencing risk is to reduce risk in 
the years leading up to retirement. 
Alternatively, refrain from drawing 
down your investments in a falling 
market and instead reduce spend or 
keep a cash buffer for income to give 
your portfolio time to recover.

Poor fund selection Sequencing risk

PERFORMANCE OF FUNDS OVER 5YRS IMPACT OF SEQUENCING RISK ON THE SAME PORTFOLIO 

Source: FE Analytics
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Brave investors have always 
been attracted to spread betting 
and contract-for-difference (CFD) 
trading, as they avoid stamp duty 
and can generate impressive returns 
due to their leveraged structure. 
But the potential for outsized 
gains means potential for outsized 

losses and you can lose more than 
the amount you invested. Now, 
providers are obliged to reveal how 
many clients actually lose money 
and a quick scoot around the major 
brokers shows 70 to 80 per cent of 
punters are down. The odds are not 
in your favour.  

The new kid on the block in 
terms of investment is the highly 
successful alternative to angel 
investing, that of crowdfunding.

The internet is a wonderful thing 
and has allowed small start-ups to go 
out to the market and raise relatively 
small amounts of money from large 

CFDs & spread-betting

Equities

Crowdfunding/peer-to-peer lending

Buying shares 
directly in 
companies is best 
left to the experts 
as they tend to be 
a lot more volatile 
than funds, which 
are diversified 
and managed by 
professionals. Sure, 
you can get lucky, but 
I never have, and it 
always seems to be 
my shares (notably 
Pearson, Saga and 
Whitbread) that 
prop up my portfolio 
performance list.

groups of investors. It’s a much 
more satisfactory way of raising seed 
capital and is better for investors too, 
insofar as the stake money is much 
lower (hundreds of pounds rather 
than tens of thousands needed from 
one or two angel investors). 

So, while you can lose money just as 
easily as if you were investing in start-
ups, the quantum is much smaller, 
and the risk is shared among many 
investors. And if just one of those 
investments hits the big time….

Similar is peer-to-peer lending, 
where a provider will lend investors’ 
money to companies that have been 
turned down by the banks. They can 
charge a reasonably high interest 
rate, as the companies have few 
options to raise development capital 
and the investor can get a decent 
return in this low interest-rate world.

There have been no reports of these 
schemes going wrong so far, but there 
is always a risk of default and it’s the 
end-investor that will carry the can. 

There you have it. A grand tour of 
many of the ways you can lose money 
through investment. 

It’s a wonder why we don’t just put it 
all under the mattress.
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Today there are some strong 
businesses with unique 
franchises that should be 
well-placed to navigate Asia’s 
more volatile markets

Financial 
times

JPMorgan Global Growth & 
Income’s Timothy Woodhouse 
names three stocks that should 
benefit from the next phase of 
Asia’s development – the growth of 
financial services

M any developing economies, 
particularly China and those 
in south-east Asia, have 

historically been linked to demand for 
resources to support infrastructure 
projects or to the mass production 
of low-cost goods for export. What’s 
perhaps less well-known is that the 
region is also firmly into the next phase 

AIA is the largest public-
ly listed Asia Pacific life 
insurance group, offer-
ing health and protection 
products and other finan-
cial services. In areas where 
state social protection is 
not as comprehensive, AIA 
is viewed as a positive part-
ner in helping to bridge the 

gap. It also has a signifi-
cant sales force, strategic 
partnerships with various 
domestic banks and stable 
sales from high-margin 
products. AIA is unique in 
that it has a leading fran-
chise of almost wholly-
owned entities, including 
in China, where strict com-
mercial laws often require 
foreign firms to partner 
with a domestic one.

While life assurance and 
financial services firm 
Prudential is headquar-
tered in London, its sub-
stantial and differentiated 
Life Planner business in 
Asia produces high returns 
on capital. Prudential Asia 
has compounded its value 
faster than AIA, its clos-

est rival, while trading at a 
significant discount. The 
firm’s global profile helps 
to give a diversified earn-
ings base, helping it deliver 
strong cash and capital 
efficiencies when expand-
ing its business network. 
There is also an emphasis 
on hiring the best sales-
force candidates and 
providing them with high-
quality intensive training.

Domestic China-fo-
cused holding conglom-
erate Ping An is the larg-
est insurer in the country 
and also has other subsidi-
aries that deal with bank-
ing and financial services. 
Its enormous distribution 
network means its core 
life insurance business 
should continue to deliver 

growth in customer and 
agent numbers as well as 
product sales. It is spear-
headed by an entrepre-
neurial management team 
which is bridging the gap 
between financial big data 
and healthcare through its 
fintech offshoot Ping An 
Technology. Unrivalled 
health data is provided 
through 180 million users 
of its GoodDoctor app.

of its development: the growth of the 
financial services sector, propelled by 
the emergence of a growing middle 
class. This represents a phenomenal 
opportunity for the right firm to 
increase its customer base from 
individuals who may know little about 
the industry, but who need a name 
they can trust to look after them in the 
future. Today there are some strong 
businesses with unique franchises that 
should be well-placed to navigate Asia’s 
more volatile markets and emerge as 
long-term winners. 
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James Sullivan is 
managing director of 
MitonOptimal 

The divergence between growth and 
value is extreme and markets have 
buried their heads in the sand when it 
comes to “steady”

It can also allocate to 
various sub-sectors 
and currently has one 
unquoted investment 
in Atom Bank.

The team takes a 
level-headed approach 
to the excitement 
around fintech. It has 
6 per cent in this area 
and the ability to spot 
companies that are 
embracing new models 
in the established 
quoted space is 
potentially lucrative 
and avoids venturing in 
to untested, high-risk 
start-ups. It looks for 
reality over speculation: 
the banking old-guard 
are not rolling over and 
many have exciting 
fintech strategies of 
their own. 

The figures
PCFT’s prospective 
dividend is around 3.3 
per cent, which has 
grown by an average of 
7 per cent per annum. 
It is on a discount 
of around 5 per cent 
and an impending 
corporate action in the 
next 12 months offering 
investors cash back at 
NAV is also attractive.

This sector should not 
be a binary view on rising 
interest rates. It has 
changed considerably 
over the past decade 
and is close to historical 
valuation lows, has 
restructured balance 
sheets and is embracing 
new technology while 
offering interesting, 
growing income streams. 

Polar Capital Global 
Financials Trust

MitonOptimal’s James Sullivan says one of the biggest risks for 
investors is “neither owning nor understanding” what is currently 
one of the most attractive sectors – financials 

F ollowing the 
herd”, “being 
an ostrich” 

or “simply not 
understanding”. That’s 
a pretty negative start to 
an article!

In most cases, all of 
the above apply when 
financials are mentioned. 
March 2019 marked 10 
years from the post-crisis 
valuation lows for the 
US, European and UK 
banks, with the world’s 
largest sector – around 
17 per cent – still largely 
shunned by investors. 

Around 65 per cent 
of the financials 
sector is banks. This 
is a diverse global 
sector offering many 
opportunities outside 
the UK problem children 

and their troubled 
Italian counterparts. 
The vast majority 
have considerably 
recapitalised, reduced 
risk and reigned in 
their lending books. As 
a result, the banks are 
generating excess cash 
and returning capital 
via increasing dividends 
and share buybacks. Yet 
banks’ valuations are 
close to those of 10 years 
ago and, even if we are 
in a slowdown, multiples 
of 9x with utility-like 
characteristics seem 
attractive. 

A softer play 
Nick Brind and John 
Yakas, the managers of 
the Polar Capital Global 
Financials Trust (PCFT), 

have a long record in 
the financials space. 
PCFT is a softer play on 
the sector with an old-
fashioned income and 
growth approach, which 
we are comfortable 
with as there are many 
exciting opportunities 
that don’t seem to come 
with excessive amounts 
of risk. The trust is 85 
per cent ex-UK and well 
diversified: the domestic 
element is more about 
niche investments 
than household 
names. As well as 
global banks, the team 
looks at investments 
in life and non-life 
insurance companies, 
asset managers, stock 
exchanges, speciality 
lenders and fintech. 

The divergence between 
growth and value is 
extreme and markets 
have buried their heads 
in the sand when it 
comes to “steady” – 
therefore, one of the 
biggest risks for investors 
is neither owning nor 
understanding the 
biggest investable  
sector. 

https://www.trustnet.com/factsheets/t/jfoc/polar-capital-global-financials-trust-plc-ord-5p
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June preview

The seven deadly sins
The next issue of FE Trustnet Magazine will look at the seven 

deadly sins – pride, greed, lust, envy, gluttony, wrath and sloth – 
as we find out how this list of vices first cited thousands of years 

ago can still derail your portfolio.

In contrast, our sector focus will fall on one of the more virtuous 
areas of investment – AIC Biotechnology & Healthcare. This has 

been one of the best-performing areas of the market over the 
past decade, but can it maintain its momentum? 


