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T his month’s 
cover feature 
is about the 

investment activities 
you should really 
leave to the experts. 
You may already be 
a sensible investor 
who has never even 
considered levering 
up to boost returns or 
dabbling in derivatives. 
If so, you are one of the 

lucky ones, as plenty 
of others have either 
underperformed, 
lost money or faced 
financial ruin after 
failing in areas they 
shouldn’t have gone 
near in the first place. 

Elsewhere in this 
issue, Hannah Smith 
reveals what is behind 
a flurry of activity by 
investment trust boards 

Editor’s letter
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there has been a wide 
disparity of outcomes 
by closed-ended funds 
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Don’t  
try this  
at home

Anthony Luzio reveals which 
investment activities you 
would be better off leaving to 
the experts 

H uman beings are 
programmed to want 
more – that’s why we 
invest in the first place. 

But this is also why every so often we 
will look at the high charges on one of 
our funds and ask, “what exactly am I 
paying for?”

Unfortunately, too many investors 
who attempt to “do it themselves” 
learn the answer to this question the 
hard way, whether that is through 
underperformance, absolute losses or, 
in some cases, financial ruin. 

Overleaf are some of the activities 
undertaken by fund managers on a 
daily basis that retail investors really 
shouldn’t try at home. 
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“For a Vietnamese retailer or  
a Thai agricultural company, 
the accounts may be in a 
different language, created 
using different accounting 
standards”



SCOTTISH MORTGAGE INVESTMENT TRUST

*Source: Morningstar, share price, total return as at 31.12.19. **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 143.1%  
compared to 106.9% for the sector*. And Scottish Mortgage is low-cost with an ongoing charges figure of just 0.37%**.
Standardised past performance to 31 December*

^Weighted average. 

2015 2016 2017 2018 2019

Scottish Mortgage 13.3% 16.5% 41.1% 4.6% 24.8%

AIC Global Sector^ 9.1% 23.5% 26.4% -1.8% 24.5%

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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You may think about supplementing 
your core portfolio with individual 
equities and, with enough research, 
it may be possible to form a judgment 
on, say, a vast US technology company: 
information is widely available, you use 
the products day-to-day and there is 
plenty of analyst and media comment 
on the likely direction of the share price. 
However, Melissa Gallagher, co-head 
of investment trusts at BlackRock, says 
picking stocks in smaller and emerging 
markets is a job best left to the experts.

“For a Vietnamese retailer or a Thai 
agricultural company, the accounts 
may be in a different language, created 
using different accounting standards,” 
she explains. “Independent broker 
comment is rare. At the same 
time, the markets 
themselves may 
be difficult 
to access as 
they may 
be subject 
to foreign-
ownership 
restrictions.”

Buying 
obscure 
equities 

Emerging markets are also less mature 
and less liquid, which means the risks 
can be greater and due diligence needs 
to be more stringent. Yet few private 
investors can jump on a plane to Asia 
to meet the management team or 
analyse the footfall of a flagship store. 
Even if they did, the marginal gains are 
unlikely to be worth the effort. 

However, Gallagher points out these 
issues are one side of a double-edged 
sword, calling them a key part of the 
opportunity set in emerging markets. 

“The fact these markets are tricky 
to access keeps volatile international 
fund flows at bay and means that many 
fantastic companies remain temporarily 
undiscovered,” she adds. “We relish the 
complexity, but we believe these are 
markets where experience and expertise 
are invaluable.”

https://www.bailliegifford.com/en/uk/individual-investors/funds/scottish-mortgage-investment-trust/
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Fund managers will often build 
up their exposure to more 
defensive assets if they are worried 
markets are looking toppy and will 
pile into equities if they think we 
could be at the start of a bull run. 

However, Richard Morley, senior 
investment manager at Brewin 
Dolphin, says that when private 
investors try to time the market, they 
invariably get it wrong. 

“No one has the foresight to predict 
every market movement, so leaving 
your portfolio intact during short-
term corrections is vital to benefit 
from any recovery,” he explains. 

“When markets fall, there are the 
inevitable conversations with retail 
clients who want to sell up, which can 
be the wrong thing to do. 

“Even if it puts their mind at ease, in 
my experience it is rare that they will 
ever put that money back into their 
portfolio, as it never seems a ‘good’ 
time to reinvest. Making knee-jerk 
reactions will ultimately erode your 
returns.”

Research from Claverhouse IT shows 
that missing the 10 best days of the 
FTSE All Share index 
between 2009 and 

2018 would have turned an annualised 
return of 5.1 per cent into just 1.7 per 
cent; missing the best 30 days would 
have turned this figure negative. 

Yet even getting your market timing 
right is no guarantee of making 
money. A recent study from Fidelity 
showed someone who made regular 
contributions totalling £60,000 into 
the FTSE All Share over the past 30 
years would have made £22,561 more 
than someone who waited for the 
market to bottom out in each of the six 
biggest crashes over this time.

Timing
the market

https://www.fefundinfo.com/en-gb/mosaic
https://www.trustnet.com/factsheets/t/hx69/jp-morgan-claverhouse-it-plc
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Professional investors use 
derivatives for a variety of 
reasons, whether it is to hedge 
against a market crash in an absolute 
return fund, boost the dividend in an 
income product or even to super-size 
gains if they have a strong conviction 
in the direction of an instrument.

Managers who engage in practices 
such as short selling will have a level 
of insight into the market that retail 
investors can only dream about, yet 
as AJ Bell’s head of active portfolios 
Ryan Hughes points out, even they 
can get it wrong.

“Going short, or betting that a 
stock will fall, is a very dangerous 
strategy that should be used with 
caution, with many professional 
investors failing to get it right,” he 
says. “The risk here is that you have 
the potential for unlimited losses as 
the share price can keep climbing 
and climbing. Done well, it 
can bring useful 
diversification 
to a portfolio, 
but 

done badly, it can have damaging 
consequences.”

Investors do not need to look too 
far into the past to see where this can 
go wrong. Electric car manufacturer 
Tesla regularly tops the list of most 
shorted stocks in the US due to issues 
such as a weak balance sheet and 
failure to turn a full-year profit. Yet 
it spiked by close to 40 per cent in 
a matter of days in early February, 
leading to total year-to-date losses of 
$8.31bn for traders short on the stock.

Following a surge in the number 
of sites offering retail investors the 
opportunity to spread bet and trade 
contracts for difference (CFDs), the 
FCA forced these providers to reveal 
what proportion of clients end up 
losing money. Figures of about 70 per 
cent seem to be the average.

A key aspect of this type of trading is 
leverage. Which brings us on to 
our next point. 

Gearing, levering up, or simply 
borrowing money, is one of the 
strongest weapons in the investment 
trust arsenal and is one of the key 
reasons why they outperform. 
However, Annabel Brodie-Smith, 
communications director at the 
AIC, says retail investors should not 
attempt this at a personal level.

“Gearing amplifies performance 
in both directions, so when an 
investment company’s portfolio is 
performing well, it will boost returns, 

but when the portfolio is going 
through more difficult times, it will 
accentuate losses,” she explains. 

Hughes adds: “Gearing is very 
different to retail investors borrowing 
to invest, not least because the lender 
is likely to be able to call in the debt 
with little notice, potentially causing 
issues if your investments have fallen.”

This brings us back to spread betting. 
Retail investors on these sites can lever 
up by 5x on individual shares and 20x 
on indices – which, in an industry 
where 70 per cent of customers 
lose money, is a recipe for disaster. 
Stories of people losing hundreds of 
thousands of pounds are widespread.

Three years after the referendum 
on Brexit, sterling can still move 
violently on a statement from 
the prime minister about trade 
talks. While you may be tempted to 
play these swings with dreams of 
emulating George Soros, Hughes says 
the reality is less glamorous. 

“Investing in different currencies, 
either actively or to hedge, is a common 

strategy for professional investors,” 
he says. “However, retail investors 
need to have a good understanding of 
the costs involved as it is often much 
more expensive than people realise. 
Additionally, get your currency position 
wrong and you may undo any of the 
good you did through stock selection.”

Again, leverage often plays a part: you 
can trade 30x your original investment 
in currencies, but it is not just retail 
investors who have been wiped out in 
this area. In 2015 the sudden removal of 
a cap on the Swiss franc pushed broker 
Alpari (UK) into insolvency when its 
clients couldn’t cover their losses. 
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Trading
derivatives

Levering
up

Betting on 
currency 
movements 
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The future of food

T he food supply chain, as it 
stands, is unsustainable. 
With a world population of 
8 billion people (forecasted 

to rise to nearly 10 billion by 2050), 
growing affluence and consumers with 
a strong preference for convenience, 
it is becoming ever harder to meet 
global food demands. Technological 
advances, however, are helping a few 
companies to reimagine how food is 
produced, prepared and distributed 
to help make the food chain fit for 
purpose for future generations.

Among the companies held in the 
Scottish Mortgage portfolio, there 
are those that are predicting food 
requirements, automating inefficient 
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Against the backdrop of an overstretched food chain, companies in the 
Scottish Mortgage portfolio are taking technological advances to the 
next level. A new generation of businesses are reshaping our world and 
what is possible as they endeavour to future proof the food chain 

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.

practices and optimising how 
consumers receive their food. 
From helping farmers determine 
what seeds to plant, utilising 
natural support systems to improve 
efficiency levels, through to the 
possibility of robots delivering food 
to your door, these companies are 
revolutionising how and what we eat.

Starting at the beginning of the 
food production process, Indigo 
Agriculture uses microbial coating 
on seeds to increase crop yields and 
help farmers to make a living, while 
reducing the environmental impact. 
The company also works with farmers 
to gather data on the success of 
crops, to drive further incremental 
improvements. In an industry 
where climate change is having a 
big impact, Indigo uses technology 



trustnet.comTRUSTNET

14 / 15Advertorial feature   [ BAILLIE GIFFORD ]

Technological advances are 
helping a few companies 
to reimagine how food is 
produced, prepared and 
distributed to help make the 
food chain fit for purpose 
for future generations

to analyse images of the earth from 
satellites to figure out what is growing 
where and what the conditions are. 
This insight allows Indigo to monitor 
the world’s food supply and determine 
where to focus its efforts to greatest 
effect. The company has significant 
growth potential, even if it only 

succeeds in supplying a small 
percentage of the world’s crops 
grown today.
Once food is produced, it typically 

makes its way to customers via 
supermarket shelves. However, with 

more and more people wanting greater 
convenience, but also healthier and 

more responsible food 
choices, companies such 
as HelloFresh, offering 

a meal-kit subscription 
service, take the hassle out 

of the dreaded food shop. Each 
week, HelloFresh provides customers 
with new meals, delivering the exact 
amount of ingredients required with 
clear instructions on how to cook, 
helping to lower the amount of food 
waste per household. With over 2 
million customers worldwide and 
access to vast amounts of data, the 
company can determine customer 
preferences, including what recipes, 
ingredients and meals each household 
enjoys. This information allows 
HelloFresh to optimise its supply 

chain management – if it is delivering 
1 million meals tonight and knows 
it needs 100 tonnes of carrots, the 
company can buy them in bulk and 
negotiate a better price.

Another change in dining preferences 
is that people want to eat restaurant-
style meals, but in their own homes, 
often with friends. This trend 
underpins German-born company 
Delivery Hero, which has one of the 
largest networks of restaurants in the 
online food ordering and delivery 
space. It partners with more than 
150,000 restaurants around the 
world and currently delivers over 1 
million orders a day. Its daily target 
is 10 million. As Delivery Hero scales 
its network, its focus remains on 
keeping both its restaurants and 
customers happy by personalising 
the service they receive. By tracking 
data on restaurant performance and 
customer satisfaction, the company 



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.

Investments with exposure to overseas securities can be affected by changing 
stock market conditions and currency exchange rates. Investing in emerging 
markets is only suitable for those investors prepared to accept a higher level of 
risk. This is because difficulties in dealing, settlement and custody could arise, 
resulting in a negative impact on the value of your investment.

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. The investments 
trusts managed by Baillie Gifford & Co Limited are listed UK companies and are 
not authorised and regulated by the Financial Conduct Authority.

A Key Information Document is available by visiting www.bailliegifford.com

level, Meituan Dianping is the 
largest food delivery company in 
China, managing over 30 million 
orders a day. In China, there is more 
of a culture of people entertaining, 
eating out and having food delivered, 
rather than cooking for themselves. 
Many people order three meals a 
day. To meet this demand, Meituan 

has a delivery fleet of over 500,000 
drivers, who can complete an on-

demand delivery within an 

average of 30 minutes, thanks to its 
AI-enabled ‘Super Brain’ engine that 
figures out the fastest delivery route 
for an order within 0.55 milliseconds. 
But the company is not stopping 
there. In an attempt to cut costs 
even further, work is underway on 
developing a fleet of autonomous, 
food delivery robots, which can even 
use elevators. This trend is already 
influencing the way new homes are 
designed in China. Watch this space. 

TRUSTNET

16 / 17Advertorial feature   [ BAILLIE GIFFORD ]

trustnet.com

can see when customers receive 
the wrong food, if an order is not 
delivered, or if a certain dish leads 
to very negative customer reviews. 
By gathering all the data across its 
network, Delivery Hero can help 
its restaurants tailor their menu 
offering, improve food quality and 
build a loyal customer base.

Taking food distribution to another 

There is more of a culture 
of people entertaining, 
eating out and having 
food delivered, rather than 
cooking for themselves

http://www.bailliegifford.com/
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Board 
games

Hannah Smith finds out what 
is behind a flurry of activity by 
investment trust boards 

A t the end of a turbulent 
2019 in the world of fund 
management, one of the 
industry’s best-known 

names lost his investment trust 
mandate after more than three years 
of underperformance. The board of 
the £1.3bn Edinburgh Investment 
Trust sacked Mark Barnett, replacing 
him with Majedie’s James de 
Uphaugh on a lower management 
fee. A combination of stock-specific 
issues and Barnett’s out-of-favour 
value investment style pushed 
the trust into negative territory 
over three years and onto a wide 
discount. The board said it had been 
“working hard to understand the 
causes of this underperformance”, 
which it described as a “major 
disappointment”. It concluded that a 

18 / 19Your portfolio

TRUSTNET

https://www.trustnet.com/factsheets/t/eb06/edinburgh-investment-tst-plc
https://www.trustnet.com/factsheets/t/eb06/edinburgh-investment-tst-plc
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“It is vitally important 
that a board understands 
a manager’s style and 
doesn’t react to periods 
of underperformance 
that might be in line with 
expectations”

trustnet.com

manager change was in shareholders’ 
best interests, even though de 
Uphaugh also possessed a value 
style and had to contend with recent 
performance struggles of his own.

This is one of the more high-profile 
examples among a growing trend of 
investment trust boards taking action 
in the interests of shareholders. The 
European Trust also recently axed 
Edinburgh Partners as manager in 
favour of Baillie Gifford, and Jupiter UK 
Growth is reviewing its future following 
poor performance under manager 
Steve Davies. Meanwhile, the board of 

European Opportunities has decided 
to follow former Jupiter manager 
Alexander Darwall to his new firm.

What has been the trigger for 
this upsurge in activity? The 
board of Woodford Patient Capital 
was criticised for failing to act 
independently until it was too late and 
this will have sharpened the industry’s 
focus. However Ryan Hughes, head of 
fund selection at AJ Bell, says it was 
the FCA’s Asset Management Market 
Study in 2016 that laid the groundwork 
for a renewed focus on independent 
directors and their duties.

A long-term approach?
While these moves seem positive 
for end investors, how does this 
square with the need for a long-term 
investment approach? Are impatient 
boards damaging investor outcomes 
when they don’t allow a manager’s 
style to play out over a market cycle? 

of trusts have had the same asset 
manager for five years or more

46% 

https://www.janushenderson.com/en-gb/investor/article/investment-trusts-who-we-are-15307/
https://www.trustnet.com/factsheets/t/fj18/the-european-investment-trust-plc
https://www.trustnet.com/factsheets/t/fj18/the-european-investment-trust-plc
https://www.trustnet.com/factsheets/t/wa42/jupiter-uk-growth-investment-trust-plc-ord-5p
https://www.trustnet.com/factsheets/t/wa42/jupiter-uk-growth-investment-trust-plc-ord-5p
https://www.trustnet.com/factsheets/t/wa37/european-opportunities-trust-plc
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Ideally a manager would be 
allowed to run their style 
over a market cycle, even if it 
underperforms for some of 
that time

Your portfolio
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In Barnett’s case, the timing of the 
manager change was questioned as 
it meant investors would miss out 
on any post-election bounce in the 
domestic stocks he favoured. 

Edinburgh’s board says it 
understands that “all good-
conviction fund managers experience 
periods of underperformance, 
and a focus on long-term results 
requires shareholders sometimes 
to bear bouts of relative weakness, 
especially during times when the 
fund manager’s style is out of favour”. 
However, in this case the stock-
selection errors were the straw that 
broke the camel’s back. 

TRUSTNET

PERFORMANCE OF TRUST VS SECTOR AND INDEX OVER 3YRS

IT UK Equity 
Income (22.52%)

FTSE All Share 
(18.22%)

Edinburgh Investment  
Trust (-2.19%)

“It is vitally important that a 
board understands a manager’s 
style and doesn’t react to periods 
of underperformance that might 
be in line with expectations,” 
says Hughes. However, he notes 
that boards are taking their 
responsibilities more seriously 
when it comes to persistent 
underperformance. 

“There’s a general trend towards 
sleepy old investment trust boards 
realising that they need to be more 
active in carrying out their duties 
to ensure the assets are managed 
properly. I’ve been doing this for 20 
years and a change in manager on 
a trust felt like an incredibly rare 
event for most of that time.” 

He adds that 46 per cent of the 374 
trusts in the market have had the 
same asset management group at 
the helm for five years or more.  

A bold style shift
The manager change by the European 
Trust was “perhaps the boldest move 
by a board in recent years”, says 
Kepler Trust Intelligence’s head of Source: FE Analytics

  [ BOARDS ]

with shareholders at the AGM if 
even your 10-year numbers are 
lacklustre and you have spent a few 
years of annual reports excusing the 
underperformance on the grounds 
that the manager’s style is out of 
favour ‘at the moment’.”

Godfrey suggests this type of 
corporate action raises questions 
about a board’s role in hiring and 
firing managers. “Clearly that is part 
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investment trust research, William 
Heathcoat Amory, because it involved 
an about-turn on investment style, 
from value to growth.  

Ideally a manager would be allowed 
to run their style over a market cycle, 
even if it underperforms for some of 
that time. However, Edison’s director 
of investment companies research 
Sarah Godfrey says boards need 
to draw the line somewhere: “The 
problem with that, particularly as 
regards value managers over the last 
10 years or so, is how long can you 
allow for a cycle? For the chairman 
it’s going to be a hard conversation 
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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 143.1%  
compared to 106.9% for the sector*. And Scottish Mortgage is low-cost with an ongoing charges figure of just 0.37%**.
Standardised past performance to 31 December*

^Weighted average. 

2015 2016 2017 2018 2019

Scottish Mortgage 13.3% 16.5% 41.1% 4.6% 24.8%

AIC Global Sector^ 9.1% 23.5% 26.4% -1.8% 24.5%

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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of their job and I believe most will 
consult with major shareholders 
prior to making any change, but 
shareholders on retail platforms may 
get little say until after a change has 
been made.” 

However, the fact that boards can 
take such action at all should largely 
be seen as a real advantage for 
shareholders in closed-ended funds: 
“Investment trust boards do not 
just have a ceremonial role; they are 
usually looking out for their fellow 
shareholders in a way that you just 
don’t get in an open-ended fund,” 
Godfrey adds. 

Heathcoat Amory says holding 
managers to account and scrutinising 
performance helps trusts fight 
their corner for retail money in a 
competitive market. “Although we do 
not have data to suggest managers 
are being sacked more readily, 

anecdotally we do think there is a 
growing recognition that boards need 
to stay ahead of the game in ensuring 
investors get what they want.”  

Overall, Hughes thinks action 
by boards has made the sector 
healthier, with discount policies and 
share buybacks working effectively 
compared with years past when it was 
unusual for an investment trust to 
trade on a premium. 

When the tables turn
But boards don’t always get it right, 
and sometimes the tables are turned. 
“Invesco Enhanced Income was 
one example where the board got 
shareholders’ mood music wrong,” 
notes Heathcoat Amory. “Having 
had a bust-up over fees, the board 
sacked Invesco. It turned out that the 
majority of independent investors 
wanted Invesco to remain, so in the 
end it was the chairman who had to 
go.”
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Off the list 

Last year reaffirmed the status of closed-ended 
funds as the go-to vehicle for unlisted assets, but 
Iona Bain says liquidity isn’t the only problem 
investors need to watch out for in this area 

The impressive progress of Scottish 
Mortgage, £9bn flagship of the 
investment trust sector, has 
highlighted the value of access to 

private companies. Baillie Gifford’s global 
trust can hold up to 25 per cent in unquoted 
stocks and through assiduous networking 
it has bagged early stakes in many pre-IPO 
growth stars. 

Its mantra is that a tiny number of 
companies have historically driven a huge 
proportion of all market returns, and the trick 
is to find them early.

“It has built this network up to provide it 
with access, and these are not VC [venture 
capital] blue-sky companies, they can be 
quite substantial in their own right,” says 
Simon Elliott, head of investment companies 
research at Winterflood. “That access is not 
open to everybody.”

Investment trusts are the perfect structure 

26 / 27Your portfolio
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Investment trusts are the perfect structure for accessing 
less liquid asset classes and there has been an explosion 
in the number of vehicles focusing on this area over the 
past decade
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for accessing less liquid asset classes 
and there has been an explosion in 
the number of vehicles focusing on 
this area over the past decade. 

Mixed results
However, Elliott points out there has 
been a wide disparity in outcomes 
delivered by these products: “Some 
have performed incredibly well and 
some have disappointed.”

While Neil Woodford’s downfall may 
have put some investors off “patient 
capital” for unquoted businesses, his 
Woodford Patient Capital investment 
trust lives on as Schroder UK Public 
Private. 

It is one of four trusts in the AIC’s 
recently carved-out Growth Capital 
sector. The most successful of these 
so far is Merian Chrysalis, which is 
up 23.67 per cent since launch in 
November 2018. Its premium has 
ranged between 4 and 29 per cent over 
the past year and currently stands at 
just under 10 per cent.

It helped that Merian Global 
Investors was already well-known 
in the industry, says Ewan Lovett-
Turner, head of investment 

“You have to be willing 
to take the rough with 
the smooth in this type 
of investing. It’s an 
interesting area, but 
there’s a degree of risk”

https://www.janushenderson.com/en-gb/investor/article/investment-trusts-who-we-are-15307/


Mosaic
Portfolios
To minimise risk,
we leave no
stone unturned

The new Mosaic Portfolio range from FE Investments
delivers a choice of solutions to match your clients’ risk profiles.
Carefully crafted using a selection of holdings – or ‘tiles’ –
across asset classes, they are designed to maximise diversification
and protect your clients’ wealth.

Find out more at fefundinfo.com/en-gb/mosaic

Capital at risk. For financial advisers only.
FE Investments is a trading name of Financial Express Investments Limited,
which is authorised and regulated by the Financial Conduct Authority.
© FE 2019 Financial Express Investments Limited, 3rd Floor, Hollywood House,
Church Street East, Woking, Surrey GU21 6HJ. 0207 534 7628
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companies research at Numis 
Securities: “It has had some early 
successes in that portfolio. But you 
have to be willing to take the rough 
with the smooth in this type of 
investing. It’s an interesting area, but 
there’s a degree of risk.”

Peak to trough
Baillie Gifford’s representative in the 
sector, Schiehallion, was launched 
last year with gross assets of around 
£375m. However, Baillie Gifford says 

the trust, named after a Scottish 
mountain, is illiquid, trades in dollars 
and is not aimed at retail investors, 
who are gently advised to obtain their 
pre-IPO exposure from its Scottish 
Mortgage, Edinburgh Worldwide and 
Shin Nippon trusts.  

Numis Securities lists eight 
investment companies in its “VC/
pre-IPO” category. The biggest name 
on the list with £578m of assets is 
Draper Esprit, which adopts a long-
term approach to investing in high-

PERFORMANCE OF TRUSTS OVER 1YR

Source: FE Analytics
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growth companies, saying this is vital 
to maximise their potential. It has an 
active role in its portfolio holdings, 
often taking a seat on their board of 
directors. 

System error
The trust has made 67.15 per cent 
since launch in June 2016. However 
it has moved from a small premium 
to a discount of more than 26 per 
cent over the past three years, 
suggesting it is not for the 
faint hearted. 

Another high-profile name 
is Augmentum Fintech, which was 
spun off by Lord Rothschild’s RIT 
Capital Partners in March 2018. 
The £115m trust invests in fintech 
companies in the UK and Europe 
that have high potential or are 
already growing quickly. It focuses in 
particular on disruptive technologies 
in the banking, insurance and asset 
management sectors. 
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opaqueness of valuations – one of the 
issues that dogged Woodford Patient 
Capital – but also because they can 
be more expensive to trade. The 
fourth trust in the Growth Capital 
sector is Adamas Finance Asia, run 
by Harmony Capital Investors, with 
assets of £85m. While Schiehallion 
has traded on a premium of up to 

19 per cent, Adamas’s lowest 
12-month discount is 39 per 

cent, and its trading 
spread is 19.1 

per cent. 

More importantly, it has lost 95 per 
cent of its value since launch in 2009. 

Lovett-Turner says: “It is difficult to 
group these together, the underlying 
nature of them is going to be very 

different and a number of funds are 
using (only) a portion of capital to 

invest in unquoteds.”
Pre-IPO funds take 

minority stakes, he adds, 
so room for manoeuvre 

in their portfolio is limited: 
“It’s not like the traditional 

private equity companies 
which have controlling equity 

positions where they can pull the 
levers and dictate the exit strategies. 

It’s more difficult to change things 
around.”  

The same applies to pre-IPO retail 
investors, who should think hard 
about their allocation.

Elliott concludes that, especially 
post-Woodford, the most important 
issue for investors will be “a credible 
investment team to execute what are 
difficult strategies”. 

The trust is down 3.18 per cent over 
the past year compared with gains of 
17.57 per cent from the IT Technology 
& Media sector. Lovett-Turner 
attributes this to the concentrated 
nature of the portfolio – it had 28 
per cent of its assets in peer-to-peer 
lender Zopa in March last year, so 
took a hit when this holding was 
devalued. This sums up the high risk 
associated with investing in this area 
of the market. 

Murky waters
The more specialised 
vehicles in this space 
tend to have higher 
discounts, largely 
because of the 

The more specialised 
vehicles in this space tend 
to have higher discounts, 
largely because of the 
opaqueness of valuations, 
but also because they can be 
more expensive to trade

Especially post-Woodford, 
the most important issue 
for investors will be “a 
credible investment team 
to execute what are difficult 
strategies”

trustnet.com
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Source: FE Analytics

MANAGERS: Chris Ford & Tim Day / LAUNCHED: 23/06/2017 / FUND SIZE: £253.8m / OCF: 
0.84%

FACT BOX

CROWN RATING

Smith & Williamson 
Artificial Intelligence

This fund seeks to benefit from a sector that is expected to grow to 
$110bn by 2024

W ith huge amounts of data 
now being collected by ever 
more sophisticated devices 

in all aspects of daily life, the ability to 
process and interpret this information 
has grown in importance.

This helps to explain why artificial 
intelligence (AI) has become one 
of the most exciting areas of the 
technology sector. Although once 
considered science fiction rather than 
science fact, it now looks set to be one 
of the most important investment 
themes over the coming decades.

Last year, Bank of America Merrill 
Lynch highlighted AI (robots/
automation) as one of its top-10 
themes for the 2020s, with the size 
of this market expected to grow to 
$110bn by 2024.

One fund aiming to benefit from 
this theme is Smith & Williamson 
Artificial Intelligence. The fund – 
overseen by Chris Ford and Tim Day – 
targets growth through investment in 

PERFORMANCE OF FUND VS INDEX SINCE LAUNCH

the development and/or production 
of artificially intelligent systems (such 
as smart applications on phones) or 
products (such as sensor technology). 
Both allow third parties to sell or 
deliver products and services through 
online platforms.

Ford and Day’s investable universe 
is currently made up of 500 stocks 
including established players in the 
field and entrepreneurial firms with 
high growth potential.

The 39-strong portfolio includes 
well-known names such as Google 
parent Alphabet – the largest holding, 
representing 6.3 per cent of the 
portfolio – Microsoft (3.5 per cent) 
and Chinese internet firm Alibaba (2.9 
per cent). While technology giants are 
well represented in the portfolio, it 
also includes other less-recognisable 
names that aren’t necessarily 
associated with AI.

In addition to investing in AI, the 
fund uses it in its investment process 

to find out which companies can offer 
the best exposure to this technology.

Given its dominance in the technology 
sector, it is little surprise the largest 
geographical allocation in the portfolio 
is to US stocks, at 53.5 per cent of assets. 

Both Ford and Day joined Smith 
& Williamson in 2015, having 
previously co-led the London-based 
global equities business at thematic 
investor Pictet Asset Management. 

Lead manager Ford has specialised in 
North American and global equities, 
as well as technology, for the past 
three decades.

Smith & Williamson Artificial 
Intelligence had a strong 2019, making 
40.08 per cent, and also delivered a 
positive return in 2018, when markets 
foundered. Since launch in June 2017, 
the fund has made a total return of 
71.37 per cent.  

Smith & Williamson Artificial Intelligence (71.37%) MSCI World (23.31%)
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MANAGERS: Rafael Iborra, John Wang, Christopher Ellis Thomas & Andrew Keegan / 
LAUNCHED: 28/05/2019 / RANGE SIZE: £163.4m / OCF: 0.17%

FACT BOX

CROWN RATING

BlackRock MyMap

This multi-asset range is cheaper than Vanguard LifeStrategy, but there 
are some key differences compared with its more established rival

O ne of the most successful 
multi-asset ranges of recent 
years has been Vanguard 

LifeStrategy, whose five funds have 
proved immensely popular thanks to 
their low fees and strong total returns.

Some £20bn is now held in this 
range, which has emerged as a 
common building block in the 
portfolios of private investors and 
financial advisers. The funds are 
constructed from Vanguard trackers 
and are automatically rebalanced to 
keep them in line with their target 
allocation to equities and bonds.

There are rival products in the 
space with good track records and 
last year BlackRock stepped up the 
competition with its MyMap range – 
four multi-asset funds with varying 
risk targets. But how do they compare 
with their LifeStrategy counterparts?

For investors attracted to the 
LifeStrategy range due to the low 

PERFORMANCE OF FUND VS SECTOR SINCE LAUNCH

ongoing charges figure (OCF) of 
0.22 per cent, the MyMap range is 
certainly attractive with an OCF of 
just 0.17 per cent.

But investors attracted to the 
Vanguard offering because of its 
passive approach should note there is 
a key difference in the MyMap funds. 
Although they are built from iShares 
ETFs and index funds, the portfolios 
are actively managed by a team of 
four headed up by Rafael Iborra, a 
senior investor in BlackRock’s multi-
asset strategies group.

Rather than sticking with a fixed 
allocation for each portfolio, the 
team is able to adjust its weighting 
to asset classes, geographies, sectors 
and factors to meet its risk targets, 
depending on market conditions.

BlackRock said this “reverses the 
traditional multi-asset fund approach 
by fixing risk and allowing allocations 
to fluctuate”.

Another key difference from the 
LifeStrategy range is the BlackRock 
MyMap funds offer exposure to more 
than just stocks and bonds: each 
portfolio can allocate to property, 
gold and cash. But this does make the 
funds more complicated: Vanguard 

LifeStrategy 80% Equity, for example, 
has 80 per cent in stocks and 20 per 
cent in fixed income; BlackRock 
MyMap 6, meanwhile, currently has 
78.9 per cent in stocks, 16.9 per cent in 
bonds, 3 per cent in alternatives and 
1.2 per cent in cash. 

Source: FE Analytics
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Source: FE Analytics

MANAGER: Mark Whitehead / LAUNCHED: 28/06/2005 / PREMIUM/DISCOUNT: +0.44% / 
OCF: 0.9%

FACT BOX

CROWN RATING

Securities Trust  
of Scotland

Recent strong performance has helped this income trust close its 
historically high discount 

U p until relatively recently, 
the Securities Trust of 
Scotland was something of 

an anomaly in the IT Global Equity 
Income sector, trading at a high 
single-digit discount while most 
of its peers were on premiums. 
However, an improvement in 
underlying performance and a 
concerted marketing effort have 
pushed the trust onto a slight 
premium – now Invesco Perpetual 
Select is the only trust in the sector 
trading below NAV.

Mark Whitehead became manager 
in May 2016 but initially struggled 
and the trust underperformed its 
peers and benchmark. Whitehead 
said he would characterise the first 
18 months to two years as a period 
of change when he bedded in a 
new team and evolved his process. 
However, he pointed out the 

PERFORMANCE OF TRUST VS SECTOR 
AND INDEX UNDER MANAGER

improvement over the past two years 
suggests he is on the right track. 

Securities Trust of Scotland aims 
to produce a rising income over the 
long term; it is currently yielding 2.92 
per cent. Whitehead’s team starts 
by taking the MSCI AC World index 
and screening out the bottom 50 per 
cent of dividend yielders over the 
past year, then sifting out the bottom 
50 per cent of those left in terms 
of return on invested capital. This 
leaves about 500 stocks.

After discarding those with obvious 
flaws, such as excessive amounts of 
debt, each analyst will put together a 
“high-level thesis” on one stock every 
couple of weeks which they will 
present to the rest of the team. 

If the other analysts are also 
enthusiastic, they start their in-
depth research stage, which includes 
putting together a five-year forecast. 

“Not that we think we’re particularly 
good at forecasting,” said Whitehead, 
“but we can get a good idea of what 
sort of growth rates in organic 
revenues a company will produce. We 
can look back across 10 years of data 
and say, what happened when we last 
had a recession?" 

The manager called himself “laser-
focused on cash flow”, adding: “We 
don’t give two hoots about earnings 
in terms of dividend cover. We want 
a company to grow its earnings and 
cash flow, but in terms of dividend 
cover, cash flow after capital 
expenditure is most important.”   

Securities Trust of Scotland  
(72.86%)

IT Global Equity 
Income (57.56%)

MSCI World High 
Dividend Yield (49.02)
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https://www.trustnet.com/factsheets/t/us92/securities-trust-of-scotland
https://www.trustnet.com/factsheets/t/us92/securities-trust-of-scotland
https://www.trustnet.com/factsheets/t/j978/invesco-perpetual-select-global-equity-plc
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A chasm has opened in the IT UK All Companies 
sector between trusts with a domestic focus and 
those with more international exposure. Whether 
this opens or closes continues to rest on Brexit 
negotiations, writes Cherry Reynard

T he December election 
appears to have prompted 
a change of heart towards 
UK companies. Whether 

this new enthusiasm is attributable to 
a Boris bounce or a Corbyn collapse, 
investors have been happy with the 
result and shown greater willingness 
to embrace UK assets. But as the real 
business of Brexit begins, can this 
strength continue?

The election result has given a major 
short-term lift to IT UK All Companies 
trusts, which are up an average of 11.9 
per cent over the past three months. 
No mainstream closed-ended sector 
has returned more.

Beneath the surface, however, gains 
have not been evenly distributed. 
Simon Elliott, head of the research 

TRUSTNET
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The great divide

The election result has 
given a major short-term 
lift to IT UK All Companies 
trusts, which are up an 
average of 11.9 per cent over 
the past three months
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team at Winterflood, 
points out that 

while Henderson 
Opportunities, Artemis 

Alpha and Baillie Gifford 
UK Growth have been the 
strongest beneficiaries of the 
“Boris bounce”, some names 

are trading on discount levels 
that are wider than their 12-month 

averages, such as Independent 
Investment Trust. 

“The best-performing trusts since 
the improvement in sentiment have 
been those with the highest exposure 
to UK domestically orientated 
businesses, such as Aurora, which 
has a value approach,” he adds.

“The best-performing 
trusts since the 
improvement in sentiment 
have been those with the 
highest exposure to UK 
domestically orientated 
businesses”

JPMorgan Mid Cap tops the tables 
over three months, with a rise of 
19.47 per cent, with Mercantile and 
Schroder UK Mid Cap delivering 17.38 
and 16.64 per cent, respectively. The 
major laggards have been Fidelity 
Special Values, which is up just 0.83 

TRUSTNET
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PERFORMANCE OF SECTOR VS INDEX OVER 3 MONTHS

Source: FE Analytics
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https://www.trustnet.com/factsheets/t/l938/henderson-opportunities-trust
https://www.trustnet.com/factsheets/t/l938/henderson-opportunities-trust
https://www.trustnet.com/factsheets/t/jf10/artemis-alpha-trust-plc
https://www.trustnet.com/factsheets/t/jf10/artemis-alpha-trust-plc
https://www.trustnet.com/factsheets/t/qa36/schroder-uk-growth-plc
https://www.trustnet.com/factsheets/t/qa36/schroder-uk-growth-plc
https://www.trustnet.com/factsheets/t/me79/aurora-investment-trust-plc
https://www.trustnet.com/factsheets/t/ff03/the-mercantile-investment-trust-the-plc-ord-2.5p
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per cent, and Invesco Perpetual 
Select UK Equity, both of which have 
a large-cap focus. While there has 
been a small resurgence in “value” 
equities since September of last year, 
it has not been enough to boost Alex 
Wright’s Fidelity trust to date.

Mood swings
From here, it is difficult to judge 
the mood. Investors who waited for 
any certainty on Brexit would have 
missed the bounce and may now be 
wondering whether UK equities can 
sustain their strength in the face of a 
year of uncertain negotiations ahead. 

The UK government has already 
irritated its most important trading 
partner, the US, by using Huawei for 
parts of the 5G network and there 
are likely to be plenty of highs and 
lows before the final trade deals are 
completed. Equally, investors may 
wonder whether valuations no longer 
look compelling after such a bounce. 

However, Tom Becket, chief 
investment officer at Psigma, believes 
there is still plenty of value left: “The 
UK still looks cheaper than most 
markets. It could be a value trap, but 
I believe we will see international 
investors move back. Interest has 
picked up across equity and credit 
markets. Investors across the globe 
are underweight and that becomes a 
‘pain trade’ if markets move higher.” 

Elliott agrees: “Despite the 
bounce in the UK market over the 
last few months, the consensus of 
the fund managers who invest in 
this area seems to be valuations 
remain modest and expectations 
are for higher M&A activity in 2020. 
Multiples remain unchallenging by 
historical standards, while we believe 
that yields are attractive in a low 
interest-rate environment.” 

Not so fast
Nevertheless, it is not all plain 
sailing. Becket points out that 
corporate profits still look lacklustre: 
“The UK market has had no profits 
growth in the last five years. That’s 
not abnormal compared with 
international peers, but it gives pause 
for thought. The Bank of England will 
help things and there is now talk of a 
rate-cut. International fund flows will 
continue and we also see lots more 
M&A activity in the year ahead.” 

Should investors conclude there 
is still recovery potential in UK 
equities, a question mark remains 
over the right type of trust to pick. 

“Investors across the globe 
are underweight and that 
becomes a ‘pain trade’ if 
markets move higher”

https://www.trustnet.com/factsheets/t/j689/invesco-perpetual-select-uk-equity-plc
https://www.trustnet.com/factsheets/t/j689/invesco-perpetual-select-uk-equity-plc
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PERFORMANCE OF TRUSTS VS SECTOR AND INDEX

Source: FE Analytics

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

BlackRock Throgmorton Trust 43.98 104.2 169.47 591.7

JPMorgan Mid Cap  29.7 60.39 93.66 394.6

Fidelity Special Values 9.25 24.19 71.71 208.07

IT UK All Companies 16.44 31.05 50.29 156.14

FTSE All Share 10.67 18.44 35.61 119.02

trustnet.com

46 / 47

FE TRUSTNET

All cap:
Fidelity Special Values
Leatham’s top pick in the 
sector is Fidelity Special 
Values. He likes the trust’s 
differentiated portfolio, 
which is currently overweight 
financials and industrials, 
and says Wright has the 
ability to take advantage 
of dislocations caused by 
macro uncertainty. “We 
are particularly impressed 

by the trust’s ability to 
outperform the FTSE All 
Share in a variety of different 
market environments, in 
spite of its value style,” he 
says. “Analysis of the trust’s 
monthly NAV total returns 
versus the market over the 
manager’s tenure shows that 
he has been able to capture 
115 per cent of the upside 
and only 71 per cent of the 
downside.”

Mid cap:
JPMorgan Mid Cap
Gavin Haynes, investment 
consultant at Fairview 
Investing, picks the JPMorgan 
Mid Cap trust: “If an investor 
is paying for an actively 
managed UK trust, then I 
believe that some of the best 
opportunities for stockpickers 
are in mid and smaller 
caps. Georgina Brittain 
has managed this trust 

since 2012 and has a good 
record of outperforming the 
benchmark FTSE Mid 250 
index.” JPMorgan Mid Cap is 
a top-quartile performer over 
one, three and five years. It 
is firmly ahead of the other 
mid-cap specialist trusts in 
the sector and even after its 
recent strong performance, it 
remains on a discount of 2.9 
per cent. The trust is up 394.6 
per cent over 10 years.

Small cap:
BlackRock 
Throgmorton
For a UK smaller companies 
alternative, Haynes has gone 
for BlackRock Throgmorton. 
He says fund manager Dan 
Whitestone has proved to 
be an adept stockpicker 
and the fund has a strong 
long-term track record. 
Whitestone focuses on 
differentiated companies 

that are masters of their 
own destiny and disrupters, 
creating change within their 
industries. The trust also 
has a short portfolio, which 
focuses on “disruptees” – 
companies losing out to 
newer, nimbler incumbents. 
It is the second-best 
performer in its sector over 
10 years, up 591.7 per cent. 
The trust is on a premium of 
2.33 per cent. 

The IT UK All Companies sector is 
a mixed bag. As Peel Hunt’s head of 
investment trust research Anthony 
Leatham points out, of the 12 trusts 
in the sector, dividend yields range 
from 3.6 to 1.5 per cent, gearing from 
11 to 0 per cent, discounts from 18 
per cent to a 1 per cent premium and 
total assets from £2.4bn to £51m. 
Performance is similarly variable – 
five-year annualised total returns 
range from 18 per cent to 2 per cent. 

“The dispersion across these 
metrics makes sector averages 
almost meaningless and potentially 
misleading,” he says. “We break the 
sector into bitesize groups, the most 
obvious being the mid-cap strategies 
run by JPMorgan (Mercantile and 
JPMorgan Mid Cap) and Schroders 
(Schroder UK Mid Cap).”

If the cap fits 
“Another grouping could be all-cap 
unconstrained, including Fidelity 
Special Values, Baillie Gifford UK 
Growth, Aurora, Artemis Alpha and 
Keystone,” Leatham adds. “Similarly 
unconstrained, but with a more 
distinctive all cap-bias, would be trusts 
such as Henderson Opportunities and 
Independent Investment Trust. From 
a style perspective, there are a number 
of value/contrarian stockpickers, 
including Wright, James Henderson 
of Henderson Opportunities and Gary 
Channon at Aurora.”

Leatham’s view is that trusts with a 
higher exposure to mid- and small-
caps are well-placed to benefit from a 
continuing improvement in sentiment 
towards UK-orientated businesses.

Another option is a more focused 
play in the IT UK Smaller Companies 
sector. Some UK small cap trusts 
have bounced significantly in the 
past three months and discounts 
have narrowed. That said, small-cap 
trusts will be more exposed to the 

volatility associated with the Brexit 
negotiations, while larger or multi-
cap trusts can flex their exposure. 

The dilemma for UK investors 
hasn’t changed much. They still 
need to decide whether they want 
to hold UK domestic exposure – and 
therefore mid and small caps – or 
hedge their bets with a more mixed 
fund. The right answer will depend 
on the Brexit negotiations. 

Sound familiar?  

“The dispersion across 
these metrics makes 
sector averages almost 
meaningless and 
potentially misleading”

https://www.trustnet.com/factsheets/t/fi12/fidelity-special-values-plc
https://www.trustnet.com/factsheets/t/je96/jp-morgan-mid-cap-it-plc
https://www.trustnet.com/factsheets/t/fr30/blackrock-throgmorton-trust-plc
https://www.trustnet.com/factsheets/t/fr30/blackrock-throgmorton-trust-plc
https://www.trustnet.com/factsheets/t/mm03/keystone-it-plc
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Don’t do it yourself: 
How DIY investing goes wrong 

trustnet.com

Sources: The FCA, AJ Bell, DALBAR’s Quantitative Analysis of Investor Behavior report; Just How Much Do 
Individual Investors Lose by Trading? By Brad M. Barber, Yi-Tsung Lee, Yu-Jane Liu and Terrance Odean
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In 2016, the FCA 
found 82% of 
investors lost 
money trading 
contracts for 
difference on 
online platforms. 
The average 
client lost 
£2,200

– increase in value 
of monthly equity 

contributions by US 
investors in February 
2000 compared with 

long-term average

It took the average US 
investor 29 months 
to reinvest all the 
money they withdrew 
from equities after the 
market bottomed in 
October 1987

 – annualised return of 
S&P 500 over 30 years

– annualised return of 
average US equity fund 
investor over 30 years 

– 2019 return of FTSE 
350 shares with the 

highest proportion of 
analyst “sell” ratings 

at the start of the year. 
Shares with the highest 

proportion of “buy” 
ratings made 23.2%

Investing in the 
FTSE All Share 
from 1999 to 

2018 but missing 
the best 30 

days would have 
resulted in a 

negative return

200%
9.97%

4.09%

28.9%

In 2008, individual 
investor losses in Taiwan   
were equivalent to 2.2% 

of GDP
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Model 
professionals

John Blowers reviews the model portfolios 
offered by the major investment platforms 

I t wouldn’t be February without 
the investment world going 
crazy about ISAs. The run-up to 
the 5 April deadline really gets 

the platform and asset management 
marketing departments revved up, 
primarily because we like to leave 
things until the very last minute – 
particularly our investing.

This got me thinking about how I’d go 
about investing my £20,000 ISA pot if 
the deadline were approaching and I 
either didn’t have time to conduct my 
own research, or just wanted someone 
else who knew what they were doing to 
give me a helping hand.

In a bid to capture more business, 
investment platforms introduced a 
range of products aimed squarely at 
people who have money to invest, 
but have neither the time nor the 
inclination to actually bother. 

TRUSTNET
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Lurking on the shelves of most fund 
supermarkets are what are known as 
model portfolios. These baskets of 
funds have been curated by platforms 
to aid in the construction of a portfolio 
to suit different types of investor.

They typically combine two key 
factors – your appetite for risk and 
your time horizon – to create an off-
the-peg portfolio.

But there are other factors, too: some 
offer income and growth portfolios; 
others will start you off with a selection 
of funds, but won’t manage them going 
forward, leaving you to carry out the 
rebalancing and fund switches yourself.

Some platforms have pretty 
sophisticated actively managed 
portfolios, akin to a full discretionary 
managed service, whereas others 
keep things simple with a small 
selection of goal-orientated funds.

The concept is to make it as easy 
to invest your money as if you were 
being advised by a professional. 

But how many of these portfolios 
actually deliver what they promise?

What is interesting is that although 
a significant number of fund 
managers offer model portfolios 
or multi-manager funds, they are 
reluctant to sell them directly to the 
public. Instead you have to rummage 
around on your platform of choice to 
see if you can find the good ones. 

Which offering works best?
First, let’s assess the credentials 
of the platforms offering these 
services. Primarily, a platform is an 
investment administration service, 
not a financial advisory firm. In 
addition, they all claim (certainly 
for these services) to be execution-
only, so they cannot offer any advice 
as defined by the Financial Conduct 
Authority (FCA).

This has long been a bugbear of 
the retail investment industry. Most 
people need to be told what to do, as 
they have little confidence in their 
own investment abilities. 

These model-portfolio products are 
supposed to help people who don’t 
know which funds to pick and want 
a balanced portfolio that delivers on 
their needs.

Unfortunately, as the regulator 
says you cannot offer personal 
advice unless you are an adviser, the 

TRUSTNET

INVESTMENT PLATFORM MODEL PORTFOLIO OFFERINGS 
 – ADVENTUROUS GROWTH PORTFOLIO (OR EQUIVALENT)

Data as at 22/01/2020. *Number of funds in adventurous portfolio. **ii cost based on 
investor plan of £9.99 per month. Annual costs are based on a single £20,000 investment 
within an ISA in the portfolios indicated

Platform Service Format Number 
of funds

 
Annual 
costs**

AJ Bell Youinvest
Ready-made 

portfolios
Initial recommendation, 
self-managed ongoing

7 funds – 
all actively 

managed UT/
OEICs

£228.92

Bestinvest
Ready-made 

portfolios
Multi-manager portfolio 

– actively managed
1 multi-manager 

fund
£286

Charles Stanley 
Direct

Foundation 
Portfolios

Initial recommendation, 
self-managed ongoing

5 funds – 4 
actively 

managed UT/
OEICs and 1 
index fund

£224

Hargreaves 
Lansdown

Master 
Portfolios

Initial recommendation, 
self-managed ongoing

7 funds – 6 
actively 

managed UT/
OEICs and 1 
index fund

£186.10

interactive 
investor

Model 
portfolios

Initial recommendation, 
self-managed ongoing

5 funds and 
3 investment 

trusts
£407.80

The Share Centre
Multi-

manager 
funds

Multi-manager portfolio 
– actively managed

One multi-
manager fund

£324

Although a significant 
number of fund managers 
offer model portfolios or 
multi-manager funds, they 
are reluctant to sell them 
directly to the public
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services that have popped up are 
inherently flawed as all they can do is 
guide people, not advise them.

A way out
There are a couple of ways around 
this guidance-versus-advice issue 
that the platforms have employed.

1. Select a recommended list of 
funds for a set of criteria, risk- 
and time-based, picked by 
experts and regularly reviewed. 
However, this portfolio is not 
managed for you on an ongoing 
basis, so it is up to you to follow 
the changes the platform makes 
to these holdings or keep them as 
it is. These portfolios represent a 
great starting point, but you need 
to rebalance them yourself.

2. Some platforms use multi-
manager funds. These are 
effectively the same as the first 
option, but there is an official 
fund that comprises other funds 
to form the portfolio. As these 
are funds, they have one set of 
charges and are run by a manager 
who does all the rebalancing for 
you. This avoids the problems 
of providing personal advice 
associated with the first option, 
but these solutions tend to be 
more expensive.

Different strokes
All six major platforms in my review 
have similar offerings but have 
different roots. Charles Stanley 
Direct and Tilney-owned Bestinvest 
have strong advisory-led parentage 
with the in-house skills to offer 
strong model-portfolio methodology.

Hargreaves Lansdown sits between 
both camps, with a recent advisory 
heritage and research expertise, 
while AJ Bell, The Share Centre and 
interactive investor are execution-
only administrators and brokers.

That’s not to say these firms 
haven’t invested in the people and 
skills to create a strong investment 
philosophy for their services, so 
all the platforms over the page are 
credible suppliers of model portfolio 
and multi-manager services.

Platform by platform, here’s what I 
found to be the good, bad and ugly of 
their service offerings.

ASSESSMENT 
CRITERIA

Ease of use and transparency 
of investment process

Helpful guidance to suggest 
the correct portfolio for your 

needs

A strong process, range of 
investments and selection 

rationale

Portfolio performance

Charges

As you cannot offer 
personal advice unless you 
are an adviser, the services 
that have popped up are 
inherently flawed as all 
they can do is guide people, 
not advise them

trustnet.com



trustnet.com

56 / 57In the back   [ PLATFORMS & PENSIONS ]

TRUSTNET

The AJ Bell Youinvest offering 
is professional, but jostles for 
shelf space among a wide array of 
investment options. 

There are four portfolios: cautious, 
balanced, adventurous and income. 
There’s a simple explanation of what 
they do, as although there are six to 
seven funds in each portfolio, the 
onus is on you to manage them. 

The information on each portfolio 
is excellent, with clear charges, a 
useful (if rather broad) projected 
performance graph and good risk and 
asset-allocation graphics.

What is missing is the indicative 
past performance of this portfolio 
composition, although there are half-
yearly reports tucked away on the site.

Performance has been decent in 
their first year, with reports that are 
clear and echo the well-thought-out 
model portfolio offering.

The selection process seems 
credible, with a clear methodology, 
but the group seems to only choose 
funds from its Favourite Funds list 
and not other asset classes such as 
ETFs or investment trusts.

Overall, a strong offering.  

Bestinvest is part of the wider 
Tilney financial advisory 
powerhouse. The firm has built a 
front-end tool to promote its home-
grown portfolios, which are average 
performers, but have the benefit of 
being managed on an ongoing basis. 

Bestinvest has a great online 
process to aid selection, taking you 
through well laid-out questions and 
summarising your choices.

There are five portfolios on offer: 
defensive, balanced, growth, 
adventurous and maximum growth, 
all of which are visible on Trustnet if 
you search for the name “Tilney”.

With larger amounts of money, this 
could get expensive (fund charges are 
about 1.43 per cent and the platform 
fee is 0.4 per cent), but overall this 
represents an impressive way to 
encourage investing.

AJ Bell Youinvest Charles Stanley Direct

Hargreaves Lansdown

Bestinvest

Charles Stanley is another 
respected wealth manager that has 
built a direct-to-consumer service. 
It offers a simple guided journey 
to find the right portfolio for you, 
which it has created from baskets of 
funds from its Foundation list (a well-
researched shortlist of top funds).

The selection process is pretty basic, 
asking whether you want income, 
growth (or both), then whether you 
would like a cautious, balanced or 
adventurous portfolio.

Your selections will steer you into a 
portfolio of just five funds which may 
include low-cost ETFs, with a clear 
asset-allocation illustration, but no 
past performance figures or future 
projections.

You buy the funds at the outset 
and have to rebalance/manage the 
portfolio yourself going forward.

This is a simple solution and 
is reasonably priced for smaller 
portfolios from a firm with a strong 
heritage in wealth management. 

Hargreaves has an array of vehicles 
to help investors get into the market, 
including its Master Portfolios – a 
selection of funds for five different 
aims: income, conservative, medium 
risk, adventurous and one for kids.

The process is simple – select the 
style of portfolio you want and enter 
the amount you have to invest.

There are seven funds in each 
portfolio and there is a good level of 
information on each one. There is 
even a low cost (0.06 per cent) ETF in 

the adventurous portfolio. I couldn’t 
see any portfolio performance figures 
and this is another solution where, 
once you buy in, you are on your own.

The platform’s fund-picking has 
been criticised in the past, but it is 
now more mindful of compromising 
its integrity. Again, this is a competent 
offering from Hargreaves which is 
attractively priced for smaller ISA 
investments, but it is perhaps not as 
appealing as the AJ Bell or Bestinvest 
alternatives.
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Now the second-biggest platform 
in the UK, ii has been running model 
portfolios for almost a decade, but they 
are getting harder to find on its site.

ii takes a slightly different 
approach insofar as it only offers 
four portfolios: growth and income 
options, with an active and passively 
managed version of each.

The active portfolios have eight 
funds and the passive alternatives 
contain seven. ii mixes it up with 
investment trusts, too.

Funds are sourced from its Super 60 
heavily researched shortlist. Behind 

this is a robust investment committee 
and selection process.

The big beef I have with these is the 
cost for a relatively small portfolio, 
such as a £20,000 ISA investment.

If I invest my allowance in the active 
adventurous portfolio, my first year’s 
costs are going to be £63.92 to buy eight 
funds, with a £119.88 annual platform 
fee and £224 in fund charges. That is 
much higher than the other portfolios. 
ii’s fixed price model is great for 
larger portfolios, but it doesn’t work 
well for multiple fund-buys and 
small investment amounts.

The Share Centre has gone the whole 
hog with its own range of three multi-
manager funds which come in cautious, 
balanced and adventurous versions. 
Even better, they come in income and 
accumulation variants.

They are run by the platform’s in-
house investment team and have the 
benefit of being actively managed on 
your behalf, meaning that you don’t 
have the chore of rebalancing the 
funds yourself.

The funds have been around 
for almost 12 years, so have a 
demonstrable track record which has 
been positive, if not remarkable. But 
that’s just fine by me.

Overall, The Share Centre offers 
a straightforward and painless 
process, with a fund cost of 1.62 per 
cent (£324 per annum), and it looks 
like there are no other charges to 
pay (for example platform or dealing 
fees) on these portfolios.

All of the portfolios help budding 
investors take that first step onto 
the ladder and get them into a well-
diversified selection of funds.

Although there are no stand-

out providers, I like the ongoing 
simplicity and process of Bestinvest’s 
ready-made portfolio, which invests 
in a decent portfolio on an ongoing 
basis at an acceptable cost. 

interactive investor

The Share Centre
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The catalysts for this 
investor appetite can 
be found in the last 
financial crisis and the 
global monetary policy 
response that followed, 
driving interest rates to 
structural lows

Considering  
the alternatives

TB Amati UK Smaller Companies’ David 
Stevenson names three stocks he is using 
to benefit from the growing appetite for 
alternative assets 

A  noteworthy feature of capital 
markets over the last decade 
has been growing institutional 

demand for “alternative” assets. 
These are assets offering long-term 
visible returns, with a low correlation 
to equities and bonds. The catalysts 
for this investor appetite can be 
found in the last financial crisis and 
the global monetary policy response 
that followed, driving interest rates 

 
ICG is a global asset 
manager with a history 
of providing mezzanine 
debt to private equity 
investors; this has broad-
ened its product range to 
senior debt, infrastruc-
ture debt and specialist 
private equity funds. In 
an environment of falling 

interest rates, ICG’s high-
yielding investments have 
been in strong institu-
tional demand and it has 
progressed from investing 
its own balance sheet to 
raising third-party funds, 
with a scaling of capacity. 
This has also been fuelled 
by the growth in the pri-
vate equity sector and its 
deal activity.

Watkin Jones is a 
contract builder of 
purpose-built student 
accommodation (PBSA) 
and build-to-rent (BTR) 
assets. PBSA is well estab-
lished in the UK, provid-
ing modern accommo-
dation to domestic and 
international students. 

Watkin Jones targets 
high-occupancy city-cen-
tre developments, which 
generate durable yields 
for institutional inves-
tors – to which it also 
provides a property-man-
agement service. BTR is 
a similar bespoke build 
for institutions but is at 
an earlier stage in the UK 
compared with the US.

 

Grainger is the UK’s 
largest listed residen-
tial landlord. It has been 
migrating its business 
from legacy regulated 
tenancy properties, which 
are sold once vacated, to 
private rented sector (PRS) 
properties. The company 
represents a play on a gen-

erational shift in UK hous-
ing, where there is unmet 
demand for quality rental 
properties. Grainger de-
velops, acquires and man-
ages PRS properties and 
competes with institution-
al investors for newbuild 
assets. It recently estab-
lished a joint venture with 
TFL to create PRS homes 
close to tube stations.

to structural lows, as well as in the 
regulatory pressures imposed on 
life companies and pension funds to 
match long-term liabilities with long-
duration assets. Alternative assets can 
include specialist property (such as 
self-storage or healthcare), renewables, 
infrastructure and financial 
instruments such as royalties, debt and 
leases. There are many ways to play 
this theme in the UK market. Below are 
three examples used in the TB Amati 
UK Smaller Companies fund. 
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Charlie Parker is 
managing director 
at Albemarle Street 
Partners

The focus of the team is on assets 
the UK will find indispensable in 
the years ahead, including schools, 
student accommodation and energy 
generation

the UK but without the 
liquidity risk associated 
with owning the asset 
class within an open-
ended fund. The fund 
has a correlation of just 
0.4 to the UK equity 
market over the past 12 
months, a relatively low 
figure. 

Looking up
There had been 
concerns last year 
that infrastructure 
would be at risk from 
a Jeremy Corbyn-
led government, 
due to the Labour 
leader’s enthusiasm 
for nationalisation. 
However, the 
Conservative victory in 
the general election has 

led to renewed optimism 
in the sector, with the 
fund’s manager Will 
Argent pointing out the 
party has made clear its 
support for existing PFI 
concessions. 

Investors should be 
cautious as this fund’s 
assets grow. Ultimately 
it owns closed-ended 
funds which can trade on 
relatively wide spreads. 
For this reason, the 
liquidity profile requires 
careful monitoring. 

Yet we believe the fund 
offers a more diversified 
means of accessing some 
of the niche closed-
ended vehicles in the 
UK than buying them 
directly. It has some 30 
holdings and therefore 

VT Gravis Infrastructure 
Income

Albemarle’s Charlie Parker says this fund offers access to property-
like returns without the liquidity risk associated with owning the 
asset class in an open-ended fund

A s the economic 
environment 
stabilises, 

there is some emerging 
evidence of inflation 
returning around the 
world. With this in 
mind, assets that have 
the potential to deliver 
inflation-protected 
returns over the long 
term are beginning to 
look valuable.  

We recently added VT 
Gravis Infrastructure 
Income to our portfolios. 
The fund’s aim is to 
deliver regular income, 
preserve capital and 
protect against inflation 
through a portfolio of 
UK-listed infrastructure 
investments, 
predominantly UK 

REITs. Its yield target is 5 
per cent a year. 

Linked in
Of crucial importance 
with infrastructure 
investments is finding 
holdings where 
the majority of the 
underlying revenue 
is linked to inflation. 
For example, owning 
assets that are leased 
for the long term with 
inflation-protected 
contracts. This fund 
seeks to achieve this aim 
by holding a minimum 
of 75 per cent of assets in 
infrastructure projects 
that are supported by 
contracts from the UK 
government, either at a 
local or national level. 

This positions the fund 
towards holdings such as 
hospitals leased by the 
government and away 
from those infrastructure 
investments that rely 
on consumer demand 
– such as toll roads – to 
drive their revenues.

The focus of the team 
is on assets the UK will 
find indispensable in the 
years ahead, including 
schools, student 
accommodation and 
energy generation. This 
has led it to invest in 
cornerstone UK assets 
such as Heathrow Airport 
and Thames Water.

We believe this fund 
offers a good trade-off 
by providing access to 
property-like returns in 

provides for a greater 
level of liquidity than, 
for example, owning the 
specific closed-ended 
funds that invest in GP 
surgeries or care homes, 
which deliver a similar 
return profile with more 
idiosyncratic risks. 




