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Background 
 
The asset allocations and fund selections are reviewed formally on a quarterly basis.  This Quarterly 
Review documents the review that has taken place and any changes resulting from it. 
 
To put this review in context, it should be read in conjunction with our investment bulletin issued 
earlier in the month. 
 

Quarterly Market Commentary 
 
This was another good quarter for risk assets overall, leading to very strong year to date returns from 
global equities, although there were noticeable differences in the performance of regional and 
individual country markets.  There was significant volatility with July very positive, August very 
negative and September another positive month.  Returns from the majority of fixed income markets 
were very positive with the expected global interest rate environment supportive for the asset class.  
UK direct commercial property returns were slightly negative overall. 
 
Returns from most major equity markets/regions were positive from a sterling investor’s perspective 
led by Japan and the US.  Europe and the UK were also positive but there were negative returns from 
Asia and emerging markets.  Returns in local currency were lower by around 1%-1½% in Asia and EM 
and by around 3% in the US and Japan but they were actually higher in Europe, all due to the relative 
performance of sterling.  Global smaller companies underperformed and growth marginally 
outperformed value on a global basis, although there were some regional differences. 
 
The UK market produced a positive return but underperformed globally, mainly due to strong returns 
in the US.  Mid-caps comfortably outperformed both large and smaller companies with strengthening 
sterling being a positive, whilst quality and growth significantly outperformed value once again.  Brexit 
remained a large uncertainty with a ‘No Deal’ outcome more likely under new Prime Minister Boris 
Johnson’s leadership and strategy.  European equities were also positive, despite a negative return 
from the global trade dependent Germany, but, like the UK, they underperformed globally.  Smaller 
companies underperformed by a reasonable margin but value marginally outperformed growth, in 
contrast to most other regions. 
 
The size of the US equity market within global indices meant that its strong performance was a distinct 
positive.  Large caps outperformed their mid-cap and smaller company counterparts and growth 
marginally outperformed value across the market cap spectrum. 
 
Japanese equities were the main outperformer this quarter having been the worst in the previous 
quarter, led by quality and growth over value.  Unlike other markets, smaller companies performed 
relatively well.  The main Asia and emerging market equity markets were negative, underperforming 
global equities by a reasonably significant margin.  Hong Kong was the major underperformer in Asia 
but the ASEAN region also struggled, as did India.  Smaller companies underperformed and growth 
and quality comfortably outperformed value in both Asia and EM.  In terms of EM regions, Asia 
outperformed, but was still marginally negative, whilst Latin American and EMEA underperformed, 
although Emerging Europe was relatively strong within the latter. 
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In fixed income, sterling-hedged strategies underperformed their non-hedged equivalents by between 
1% and 3%.  UK government bonds, both conventional and index-linked, outperformed their global 
counterparts and also outperformed sterling corporate bonds.  Globally, corporate bonds 
outperformed both government bonds and high yield.  Emerging market debt had a positive month 
but underperformed more conventional fixed income markets.  Long-dated bonds, both in the UK and 
globally, significantly outperformed short-dated bonds, as the global interest rate environment 
remained very supportive. 
 
In other asset classes, UK commercial property returns were flat but there was notably strong 
performance from global property securities and precious metals (silver and gold). 
 

Comparative Performance - Benchmarks 
 
Each of the portfolios has a composite benchmark for performance comparison purposes whose 
underlying constituents represent the sector averages for each fund selected within the portfolio (e.g. 
IA UK Gilt for any UK gilt holdings and IA UK All Companies for any UK equity growth). 
 

Strategic Asset Allocations 
 
We last made some changes to the high level asset allocations in the April 2019 quarterly review and 
we are not proposing any changes this quarter. 
 
Below are the new strategic asset allocations that became effective from 1st May 2019: 
 

 

Risk Level Cautious Balanced Progressive Adventurous Specialist

Asset Allocation % % % % %

Cash 2.00% 2.00% 2.00% 2.00% 2.00%

UK Equities 7.50% 21.00% 31.50% 36.00% 38.00%

International Equities 7.50% 21.00% 31.50% 42.00% 60.00%

Property 10.00% 10.00% 10.00% 10.00% 0.00%

Fixed Interest 58.00% 36.00% 25.00% 10.00% 0.00%

Absolute Return 15.00% 10.00% 0.00% 0.00% 0.00%

Others 0.00% 0.00% 0.00% 0.00% 0.00%
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Growth Portfolios 
 
The absolute performance of the Growth portfolios was positive across the board due to the 
continued good performance of equities and strong returns from most fixed income markets, but 
there was relatively little difference in portfolio performance across the risk levels.   
 
The tables below show the model asset allocations of the Growth model portfolios, as at the end of 
September 2019, and the differences to the strategic asset allocations: 
 
Portfolio Allocations 

 

 
 

Differences to SAA 
 

 
 
 
 
 
 

Risk Level Cautious Balanced Progressive Adventurous Specialist

Asset Allocation % % % % %

Cash 2.00% 2.00% 2.00% 2.00% 2.00%

UK Equities 7.50% 18.50% 29.50% 34.00% 34.00%

International Equities 7.50% 25.50% 36.50% 47.00% 64.00%

Property 7.00% 7.00% 7.00% 7.00% 0.00%

Fixed Interest 58.00% 34.00% 22.00% 7.00% 0.00%

Absolute Return 15.00% 10.00% 0.00% 0.00% 0.00%0.00%
Others 3.00% 3.00% 3.00% 3.00% 0.00%

100.00% 100.00% 100.00% 100.00% 100.00%

Risk Level Cautious Balanced Progressive Adventurous Specialist

Asset Allocation % % % % %

Cash 0.00% 0.00% 0.00% 0.00% 0.00%

UK Equities 0.00% -2.50% -2.00% -2.00% -4.00%

International Equities 0.00% 4.50% 5.00% 5.00% 4.00%

Property -3.00% -3.00% -3.00% -3.00% 0.00%

Fixed Interest 0.00% -2.00% -3.00% -3.00% 0.00%

Absolute Return 0.00% 0.00% 0.00% 0.00% 0.00%

Others 3.00% 3.00% 3.00% 3.00% 0.00%

0.00% 0.00% 0.00% 0.00% 0.00%
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Cautious Growth Portfolio 
 
The Cautious Growth Portfolio produced a positive return but underperformed its composite 
benchmark and the most comparable IA sector average.  The underweight to property and selection 
of an alternative fund in place of some of the exposure was positive.  The latest 1-year portfolio 
volatility figure is comfortably below that of the benchmark, but the absolute number has increased 
slightly versus the previous quarter to its highest level since October 2017, albeit still well below the 
average annualised 1-year volatility since the portfolio’s launch. 
 
Absolute return exposure was marginally positive in absolute terms, although all three funds 
underperformed their sector with the Jupiter Absolute Return producing a negative return, as it 
continues to be short US equities and short equity beta, which actually worked well in September. 
 
Only having small exposure to conventional UK gilts and global government bonds plus no exposure 
to UK index-linked gilts held back absolute performance.  Also, the more defensive fixed income 
holdings (TwentyFour Monument Bond, Schroder Absolute Return Bond) and those with less interest 
rate risk (Invesco Corporate Bond, M&G Optimal Income, Schroder Strategic Credit) underperformed. 
 
In equities, the Investec UK Alpha fund performed well.  The Artemis Global Growth fund was positive 
but underperformed its sector. 
 
One of the main portfolio negatives was the BMO UK Property fund, which produced a large negative 
return due to a movement in the fund’s pricing basis during the quarter, which caused a negative price 
swing of around 6.4%.  This was partially offset by good performance from the VT Gravis UK 
Infrastructure Income fund. 
 
Changes 
 
We recommend reducing the UK commercial property allocation through the removal of the Janus 
Henderson UK Property fund, although a small part of this will be re-allocated into the BMO UK 
Property fund.  The remainder is allocated to the Architas Diversified Real Assets fund, which will 
provide further portfolio diversification through its investment into alternative, ‘real return’ asset 
classes. 
 
Balanced Growth Portfolio 
 
The Balanced Growth Portfolio produced a positive return but marginally underperformed its 
composite benchmark and the most comparable IA sector average.  The overweight to equities, 
including a preference for international versus the UK, and underweight to property, including the 
selection of an alternative fund in place of some of the exposure, were positive.  The latest 1-year 
portfolio volatility figure is slightly below that of the benchmark, but the absolute number has 
increased versus the previous quarter to its highest level since July 2016 and above the average 
annualised 1-year volatility since the portfolio’s launch.  This is something to monitor. 
 
Absolute return exposure was marginally positive in absolute terms, although both funds 
underperformed their sector.  Only having small exposure to conventional UK gilts and global 
government bonds plus no exposure to UK index-linked gilts held back absolute performance.  Also, 
the more defensive fixed income holdings (Schroder Absolute Return Bond) and those with less 
interest rate risk (Invesco Corporate Bond), underperformed. 
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In equities, UK fund selection was positive despite the negative return and underperformance from 
the Schroder Recovery fund.  Its ‘deep value’ bias was very positive in September but this was not 
enough to offset the large underperformance earlier in the quarter when the fund’s investment style 
was very out of favour.  Global fund selection was mixed with reasonable underperformance from the 
Baillie Gifford International fund.  Regional and sector positioning were detrimental but stock 
selection was the main negative, particularly in the Financials and Consumer Discretionary sectors and 
in the US market. 
 
One of the main portfolio negatives was the BMO UK Property fund, which produced a large negative 
return due to a movement in the fund’s pricing basis during the quarter, which caused a negative price 
swing of around 6.4%.  This was partially offset by good performance from the VT Gravis UK 
Infrastructure Income fund. 
 
Changes 
 
We recommend reducing the UK commercial property allocation through the removal of the Janus 
Henderson UK Property fund, although a small part of this will be re-allocated into the BMO UK 
Property fund.  The remainder is allocated to the Architas Diversified Real Assets fund, which will 
provide further portfolio diversification through its investment into alternative, ‘real return’ asset 
classes. 
 
We would also like to bring back the portfolio’s equity weighting to neutral versus the strategic asset 
allocation to align with our current views and it is decided to re-allocate the 2% into the existing 
absolute return fund holdings, Invesco and SVS Church House. 
 
Progressive Growth Portfolio 
 
The Progressive Growth Portfolio produced a positive return but underperformed its composite 
benchmark and the most comparable IA sector average.  The overweight to equities, including a 
preference for international versus the UK, was positive but the weightings to Asia and Emerging 
Markets were negative.  The underweight to property, including the selection of an alternative fund 
in place of some of the exposure, was also positive.  The latest 1-year portfolio volatility figure is above 
that of the benchmark and the absolute number has increased versus the previous quarter to its 
highest level since September 2012 to be above the average annualised 1-year volatility since the 
portfolio’s launch.  This is something to monitor. 
 
Having no exposure to conventional UK gilts and global government bonds plus no exposure to UK 
index-linked gilts held back absolute performance.  Also, the lower interest rate risk of the Invesco 
Corporate Bond led to underperformance.  The main underperformer was the Templeton Global Total 
Return Bond fund, which produced a larger than expected negative return.  It suffered from having a 
low overall duration position, including negative duration in the US, plus exposure to a number of 
weak currencies (Argentina, Brazil and northern European countries) versus a strengthening US dollar. 
 
In equities, UK fund selection was positive despite the negative return and underperformance from 
the Schroder Recovery fund.  Its ‘deep value’ bias was very positive in September but this was not 
enough to offset the large underperformance earlier in the quarter when the fund’s investment style 
was very out of favour.  Global and regional fund selection was mixed with reasonable 
underperformance from the Baillie Gifford International fund and large underperformance of its 
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sector from Man GLG Japan Core Alpha.  Regional and sector positioning were detrimental to the 
Baillie Gifford fund but stock selection was the main negative, particularly in the Financials and 
Consumer Discretionary sectors and in the US market.  The Man GLG fund continued to suffer from 
the large underperformance of large cap value within Japan, although September was a good month.  
 
One of the main portfolio negatives was the BMO UK Property fund, which produced a large negative 
return due to a movement in the fund’s pricing basis during the quarter, which caused a negative price 
swing of around 6.4%.  This was partially offset by good performance from the VT Gravis UK 
Infrastructure Income fund. 
 
Changes 
 
We recommend a small reduction to the UK commercial property allocation and we would also like to 
bring back the portfolio’s overall equity weighting to neutral versus the strategic asset allocation, 
through a reduction to international equities, to align with our current views. 
 
At the same time, we would like to increase exposure to US equities, which is a more defensive market, 
and reduce exposure to Asia, Emerging Markets and Japan to represent our current individual market 
views. 
 
It is decided to re-allocate 4% into the SVS Church House TENAX Absolute Return Strategies fund, 
which is already held within lower risk portfolios. 
 
Adventurous Growth 
 
The Adventurous Growth Portfolio produced a positive return but marginally underperformed its 
composite benchmark and underperformed the most comparable IA sector average.  The overweight 
to equities, including a preference for international versus the UK, was positive but the weightings to 
Asia and Emerging Markets were negative.  The underweight to property, including the selection of 
an alternative fund in place of some of the exposure, was also positive.  The latest 1-year portfolio 
volatility figure is above that of the benchmark and the absolute number has increased versus the 
previous quarter to its highest level since September 2012 to be above the average annualised 1-year 
volatility since the portfolio’s launch.  This is something to monitor. 
 
Having no exposure to conventional UK gilts and global government bonds plus no exposure to UK 
index-linked gilts held back absolute performance.  The main underperformer was the Templeton 
Global Total Return Bond fund, which produced a larger than expected negative return.  It suffered 
from having a low overall duration position, including negative duration in the US, plus exposure to a 
number of weak currencies (Argentina, Brazil and northern European countries) versus a 
strengthening US dollar. 
 
In equities, UK fund selection was positive despite the negative return and underperformance from 
the Schroder Recovery fund.  Its ‘deep value’ bias was very positive in September but this was not 
enough to offset the large underperformance earlier in the quarter when the fund’s investment style 
was very out of favour.  Performance of the LF Miton UK Value Opportunities fund was particularly 
positive. Regional fund selection was mixed within the asset classes with the most notable 
under/outperformer being the Man GLG Japan Core Alpha fund, which continued to suffer from the 
large underperformance of large cap value within Japan, although September was a good month.  
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One of the main portfolio negatives was the BMO UK Property fund, which produced a large negative 
return due to a movement in the fund’s pricing basis during the quarter, which caused a negative price 
swing of around 6.4%.  This was partially offset by good performance from the VT Gravis UK 
Infrastructure Income fund. 
 
Changes 
 
We recommend a small reduction to the UK commercial property allocation and we would also like to 
bring back the portfolio’s overall equity weighting to neutral versus the strategic asset allocation, 
through a reduction to international equities, to align with our current views. 
 
At the same time, we would like to increase exposure to US equities, which is a more defensive market, 
and reduce exposure to Europe, Emerging Markets and Japan to represent our current individual 
market views. 
 
It is decided to re-allocate 3% into the Natixis H20 MultiReturns fund, which is a more volatile multi-
asset, absolute return fund but can perform very differently to mainstream asset classes, thereby 
providing further portfolio diversification. 
 
Specialist Growth Portfolio 
 
The Specialist Growth Portfolio produced a positive return and marginally outperformed its composite 
benchmark but underperformed the most comparable IA sector average.  The overweight to 
international equities versus the UK was positive but the weightings to Asia and Emerging Markets 
were negative.  The latest 1-year portfolio volatility figure is above that of the benchmark and the 
absolute number has increased versus the previous quarter to its highest level since August 2012 to 
be above the average annualised 1-year volatility since the portfolio’s launch.  This is something to 
monitor. 
 
In equities, UK fund selection was positive overall despite the negative return and underperformance 
from the Schroder Recovery and Man GLG Undervalued Assets funds.  Their distinct ‘value‘ bias was 
very positive in September but this was not enough to offset the large underperformance earlier in 
the quarter when the funds’ investment styles were very out of favour.  Performance of the LF Miton 
UK Value Opportunities fund was particularly positive.  
 
Regional fund selection was mixed within the asset classes.  The Man GLG Japan Core Alpha fund 
continued to suffer from the large underperformance of large cap value within Japan, although 
September was a good month. Specific smaller companies exposure within emerging markets was 
negative plus the Templeton Emerging Markets Smaller Companies fund underperformed its own 
index by a reasonable margin.  Stock selection was negative at both regional (Asia – Korea and China) 
and sector (consumer sectors, healthcare, materials) level.  The main outperformer was Baillie Gifford 
Pacific where regional allocation was positive, particularly the off-benchmark position in Vietnam, and 
stock selection was very positive with Taiwan and China the key positives. 
 
 
Changes 
 
We would like to bring back the portfolio’s overall equity weighting to neutral versus the strategic 
asset allocation, through a reduction to international equities, to align with our current views. 
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At the same time, we would like to increase exposure to US equities, which is a more defensive market, 
and reduce exposure to Europe and Emerging Markets to represent our current individual market 
views. 
 

Income Portfolios 
 
The absolute performance of the Income portfolios was positive across the board due to the continued 
good performance of equities and strong returns from most fixed income markets, but there was 
relatively little difference in portfolio performance across the risk levels.   
 
The tables below show the current asset allocations of the Income model portfolios, as at the end of 
September 2019, and the differences to the previous strategic asset allocations: 
 
Portfolio Allocations 
 

 
 
  

Risk Level Cautious Balanced Progressive

Asset Allocation % % %

Cash 2.00% 2.00% 2.00%

UK Equities 8.00% 19.00% 28.50%

International Equities 8.00% 25.00% 33.50%

Property 10.00% 10.00% 10.00%

Fixed Interest 58.00% 34.00% 21.00%

Absolute Return 0.00% 0.00% 0.00%

Others 14.00% 10.00% 5.00%

100.00% 100.00% 100.00%
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Differences to SAA 
 

 
 
Cautious Income Portfolio 
 
The Cautious Income Portfolio produced a positive return but underperformed its composite 
benchmark and its most comparable IA sector average.  The small overweight to equities was positive.  
The large underweight to absolute return and preference for alternatives was marginally positive 
based on relative fund performance.  The current historic yield is just over 4%.  The latest 1-year 
portfolio volatility figure is in line with that of the composite benchmark but the absolute number has 
slightly increased versus the previous quarter and is currently in line with the average annualised 1-
year volatility since the portfolio’s launch. 
 
Having no exposure to conventional and index-linked UK gilts and global government bonds, all of 
which are very low yielding, held back absolute performance.  Also, funds with less interest rate risk 
(Invesco Corporate Bond, M&G Optimal Income) underperformed.  The main underperformer was the 
Templeton Global Bond fund.  It suffered from having a low overall duration position, including 
negative duration in the US, plus exposure to a number of weak currencies (Argentinian Peso, Brazilian 
Real) versus a strengthening US dollar. 
 
In equities, both UK funds outperformed relatively significantly.  The Premier fund benefited from 
both positive sector positioning (mainly underweight Basic Materials) and stock selection, particularly 
in the Consumer Services sector thanks to the bid for Greene King.  Global fund selection was mixed.  
The Threadneedle fund benefited from strong performance from stocks such as Rentokil, AstraZeneca 
and Cobham. 
 
One of the main portfolio negatives was the BMO UK Property fund, which produced a large negative 
return due to a movement in the fund’s pricing basis during the quarter, which caused a negative price 
swing of around 6.4%.   
 
There was good performance from the VT Gravis UK Infrastructure Income fund, but the Investec 
Diversified Income fund produced a very small negative return.  The fund is defensively positioned 
and the biggest detractor to performance were the equity hedge positions. 
 
 

Risk Level Cautious Balanced Progressive

Asset Allocation % % %

Cash 0.00% 0.00% 0.00%

UK Equities 0.50% -2.00% -3.00%

International Equities 0.50% 4.00% 2.00%

Property 0.00% 0.00% 0.00%

Fixed Interest 0.00% -2.00% -4.00%

Absolute Return -15.00% -10.00% 0.00%

Others 14.00% 10.00% 5.00%

0.00% 0.00% 0.00%
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Changes 
 
We recommend reducing the UK commercial property allocation through the removal of the Janus 
Henderson UK Property fund and through a small reduction to the BMO UK Property fund.  We would 
also like to bring back the portfolio’s equity weighting to neutral versus the strategic asset allocation 
through small reductions to UK and international equities to align with our current views. 
 
The 7% will be re-allocated into alternative fund exposure through the Architas Diversified Real Assets 
and SVS Church House TENAX Absolute Return Strategies fund, which will provide further portfolio 
diversification. 
 
Balanced Income Portfolio 
 
The Balanced Income Portfolio produced a positive return but underperformed its composite 
benchmark and its most comparable IA sector average.  The overweight to equities was positive but 
the underweight to fixed income was negative.  The large underweight to absolute return and 
preference for alternatives was marginally positive based on relative fund performance.  The current 
historic yield is just over 4.2%.  The latest 1-year portfolio volatility figure is above that of the 
composite benchmark, the absolute number has also increased versus the previous quarter and is 
currently above the average annualised 1-year volatility since the portfolio’s launch.  This is something 
to monitor. 
 
Having no exposure to conventional and index-linked UK gilts and global government bonds, all of 
which are very low yielding, held back absolute performance.  Also, funds with less interest rate risk 
(Invesco Corporate Bond, M&G Optimal Income) underperformed.  The main underperformer was the 
Templeton Global Total Return Bond fund, which produced a larger than expected negative return.  It 
suffered from having a low overall duration position, including negative duration in the US, plus 
exposure to a number of weak currencies (Argentina, Brazil and northern European countries) versus 
a strengthening US dollar. 
 
In equities, all three UK funds outperformed with the Premier and Threadneedle funds outperforming 
relatively significantly.  The former benefited from both positive sector positioning (mainly 
underweight Basic Materials) and stock selection, particularly in the Consumer Services sector thanks 
to the bid for Greene King.  The latter benefited from strong performance from stocks such as Rentokil, 
AstraZeneca and Cobham.  Global fund selection was mixed but there was large underperformance 
from the Saracen Global Income & Growth fund. 
 
One of the main portfolio negatives was the BMO UK Property fund, which produced a large negative 
return due to a movement in the fund’s pricing basis during the quarter, which caused a negative price 
swing of around 6.4%.   
 
There was good performance from the VT Gravis UK Infrastructure Income fund, but the Investec 
Diversified Income fund produced a very small negative return.  The fund is defensively positioned 
and the biggest detractor to performance were the equity hedge positions. 
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Changes 
 
We recommend reducing the UK commercial property allocation through the removal of the Janus 
Henderson UK Property fund and through a small reduction to the BMO UK Property fund.  We would 
also like to bring back the portfolio’s equity weighting to neutral versus the strategic asset allocation, 
through a reduction to international equities, to align with our current views. 
 
The 8% will be re-allocated into alternative fund exposure through the Architas Diversified Real Assets 
and SVS Church House TENAX Absolute Return Strategies fund, which will provide further portfolio 
diversification. 
 
Progressive Income Portfolio 
 
The Progressive Income Portfolio produced a positive return but underperformed its composite 
benchmark and its most comparable IA sector average.  The small underweight to equities and the 
underweight to fixed income were negative.  The current historic yield is just over 4.5%.  The latest 1-
year portfolio volatility figure is above that of the composite benchmark, the absolute number has 
increased versus the previous quarter and is currently well above the average annualised 1-year 
volatility since the portfolio’s launch.  This is something to monitor. 
 
Having no exposure to conventional and index-linked UK gilts and global government bonds, all of 
which are very low yielding, held back absolute performance.  Also, funds with less interest rate risk 
(Invesco Corporate Bond) underperformed.  The main underperformer was the Templeton Global 
Total Return Bond fund, which produced a larger than expected negative return.  It suffered from 
having a low overall duration position, including negative duration in the US, plus exposure to a 
number of weak currencies (Argentina, Brazil and northern European countries) versus a 
strengthening US dollar. 
 
In equities, UK fund selection was very mixed with the Premier and Threadneedle funds outperforming 
relatively significantly but this was partially offset by reasonable underperformance from the Schroder 
and Marlborough funds.  The Premier fund benefited from both positive sector positioning (mainly 
underweight Basic Materials) and stock selection, particularly in the Consumer Services sector thanks 
to the bid for Greene King.  The Threadneedle fund benefited from strong performance from stocks 
such as Rentokil, AstraZeneca and Cobham.  The Schroder fund suffered from negative sector 
positioning (overweight Technology and Basic Materials) and stock selection within sectors (Consumer 
Services, Utilities and Basic Materials). Global fund selection was mixed but there was large 
underperformance from the Saracen Global Income & Growth fund. 
 
One of the main portfolio negatives was the BMO UK Property fund, which produced a large negative 
return due to a movement in the fund’s pricing basis during the quarter, which caused a negative price 
swing of around 6.4%.  There was good performance from the VT Gravis UK Infrastructure Income 
fund. 
 
Changes 
 
We recommend reducing the UK commercial property allocation through the removal of the 
Threadneedle property fund and through a small reduction to the BMO UK Property fund.  We would 
also like to increase the portfolio’s equity weighting to neutral versus the strategic asset allocation, 
through UK equities, to align with our current views and to reduce portfolio volatility. 
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5% will be re-allocated into alternative fund exposure through the Investec Diversified Income fund, 
which is already held in lower risk portfolios. 
 

SRI Portfolios 
 
Strategic Asset Allocations 
 
We made some changes to the high-level asset allocations in the last quarterly review and we are not 
proposing any further changes this quarter. 
 
Below are the current strategic asset allocations that became effective from 1st August 2018: 
 

 
 
Portfolio Allocations 
 
The tables below show the model asset allocations of the SRI model portfolios, as at the end of 
September 2019, and the differences to the main strategic asset allocations: 
 

 
 

  

Risk Level SRI Cautious SRI Balanced SRI Progressive

Asset Allocation % % %

Platform Charge 2.00% 2.00% 2.00%

UK Equities 9.00% 22.00% 30.50%

International Equities 9.00% 22.00% 28.00%

Specialist Equities 0.00% 0.00% 3.00%

Fixed Interest 72.00% 49.00% 31.50%

Cash 8.00% 5.00% 5.00%

100.00% 100.00% 100.00%

Risk Level SRI Cautious SRI Balanced SRI Progressive

Asset Allocation % % %

Platform Charge 2.00% 2.00% 2.00%

UK Equities 9.00% 22.00% 31.50%

International Equities 11.00% 24.00% 34.00%

Specialist Equities 0.00% 0.00% 0.00%

Fixed Interest 70.00% 47.00% 29.50%

Cash 8.00% 5.00% 3.00%

100.00% 100.00% 100.00%
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Differences to SAA 
 

 
 
Portfolio Performance 
 
All three portfolios produced positive returns with the lowest risk SRI Cautious portfolio producing the 
highest returns, led by good performance from fixed income and global equity markets.  All three, 
however, underperformed their respective composite benchmarks despite being overweight equities 
and the positive of having greater exposure to international equities than UK equities.  The latest 1-
year portfolio volatility figure for the SRI Cautious portfolio is very marginally below that of the 
composite benchmark, the absolute number has only marginally increased versus the previous quarter 
and is marginally higher than the average annualised volatility since the portfolio’s launch.  Although 
portfolio volatility remains a reasonable amount above the equivalent Growth and Income portfolios, 
the changes made within the last quarterly review should reduce this gap over coming quarters. 
 
The other two portfolios have also seen marginal increases in their volatility figures and remain 
comfortably above their respective benchmarks and their average annualised volatility since their 
launch.  As with the strategic asset allocations mentioned earlier, portfolio volatility is a reasonable 
amount above the equivalent Growth and Income portfolios but, again, the changes made within the 
last quarterly review should reduce the gap over coming quarters. 
 
Underlying Fund Performance 
 
Most ethical fixed income funds do not invest in conventional UK gilts or UK index-linked gilts, which 
was a distinct negative this quarter, as they comfortably outperformed credit markets.  Fund 
performance versus the fixed income index in the composite benchmark was therefore very negative, 
as all the funds underperformed, although three of the funds outperformed their own IA sector 
average.  The Amity Short Dated Bond fund was once again the main underperformer due to the large 
underperformance of shorter-dated assets during the period. 
 
Only two of the UK equity funds, Amity and BMO, outperformed the main UK equity index and their 
respective sector average this quarter and four funds produced a negative return, thereby 
underperforming by reasonable margins.  The Liontrust SF UK Growth fund suffered negatively from 
sector positioning, especially the overweight to IT although stock selection was very positive within 
the sector, and negative stock selection, most significantly in the Healthcare sector through Abcam, 
GW Pharmaceuticals and Oxford Biomedica.  The Kames Ethical Equity fund suffered from negative 

Risk Level SRI Cautious SRI Balanced SRI Progressive

Asset Allocation % % %

Platform Charge 0.00% 0.00% 0.00%

UK Equities 0.00% 0.00% 1.00%

International Equities 2.00% 2.00% 6.00%

Specialist Equities 0.00% 0.00% -3.00%

Fixed Interest -2.00% -2.00% -2.00%

Cash 0.00% 0.00% -2.00%

0.00% 0.00% 0.00%
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sector positioning, notably the large overweight to IT and underweight to Healthcare, plus negative 
stock selection in the Industrials sector. 
 
Global equity fund performance was marginally better.  Two of the funds outperformed the main 
global equity index but three outperformed the IA Global sector average.  The main underperformer 
was the FP WHEB Sustainability fund, which produced a small negative return and significantly 
underperformed the main global index and its sector average.  It suffered from its exposure to US mid-
cap and smaller companies plus poor performance from a small number of stocks related to their 
Heath theme, notably ICU Medical, Premier and Centene. 
 
Changes 
 
We would like to bring all the portfolio allocations to equities back to a neutral position to align with 
our current asset class views.  This will be taken from international equities for SRI Cautious and 
Balanced and from both international and UK equities from SRI Progressive.  We propose allocating 
this to cash in each case, as we do not wish to increase fixed income exposure, particularly credit, at 
this point.  
 

Summary 
 
Whilst equity markets have performed strongly this year, mainly due to the very supportive monetary 
policy backdrop and lack of inflationary pressures, volatility has increased as the year has progressed.  
Concerns about slowing economic growth (which actually suggests monetary policy will continue to 
be supportive, albeit with doubts about its level of effectiveness), the outcome of the US/China trade 
tariff negotiations and Brexit have caused short-term market wobbles and we expect this market 
environment to continue. 
 
Monetary policy has been a key support for most asset classes but, given interest rates are already at 
such low levels, there is concern about its effectiveness should there be a further reduction in 
economic growth levels.  Of the major Western economies, the US has the most room for manoeuvre 
but, should rates be cut more than expected or faster than expected, markets are likely to become 
more nervous about the prospect of a recession.  Fiscal policy has been increasingly mentioned as a 
possible solution but government spending can often take time to become effective and any knock-
on effect to inflation would require monitoring. 
 
Equities are our preferred mainstream asset class for the medium to longer-term but we have pared 
back our positive view given recent market returns, slowing global economic growth, trade tariff news, 
Brexit uncertainty and general investor caution.  There is scope for a short-term setback, particularly 
if corporate earnings fail to meet expectations.  Analyst forecasts for corporate earnings in 2020 at 
market level look high in places, particularly in Europe where we remain negative, and there is less of 
a valuation cushion.  We have become slightly more positive on US equities, where market valuations 
are arguably distorted by a relatively small number of highly-rated stocks and the market is typically 
seen as a safe haven during more difficult times.  We are positive on Asian and Japanese equities but 
again, we have pared back our positive views for many of the reasons mentioned earlier. 
 
In fixed interest we are relatively negative on most areas except global government bonds and 
emerging market debt, which provide a greater opportunity set, non-sterling diversification and access 
to markets with higher yields and better economic growth prospects. UK government bonds are likely 
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to remain a safe haven during more difficult times, but current yields indicate a natural limitation on 
absolute returns. Credit spreads are relatively tight versus government bonds, making them 
vulnerable to any increase in underlying government bond and / or corporate bond yields.  The high 
yield asset class has a higher correlation to equities, corporate leverage levels have increased in places 
and higher bond yields/interest rates may affect some companies’ ability to repay their debts and 
achieve future refinancing at acceptable rates. 
 
Risk is an important factor, as if an economic downturn does occur high levels of leverage are likely to 
impact negatively and operational gearing for some companies has risen. This suggests investors 
should continue to hold diversified portfolios rather than trying to win by making any big 
macroeconomic calls. 
 
 
Stewart Smith 
Investment Research Manager 
RSMR 
October 2019
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