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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 Quarterly Investment Bulletin 
issued earlier in the month. 
 

Quarterly Market Commentary 
 
The first quarter of 2020 was interesting, to say the least.  The global equity market started the quarter 
positively, with most commentators expecting some improvement in global growth, but then fell 
significantly in a very short space of time due to the immediate and future effects of the coronavirus.  
By mid-March the market had given back all the gains it had made during 2019, but there was a 
positive end to the quarter.  In both sterling and local currency terms, the UK equity market was a 
major underperformer, falling close to 35% at one point before rallying to end the quarter down by 
around 25%.  In sterling terms, emerging markets and Europe underperformed whilst the US, Japan 
and Asia Pacific ex Japan regions outperformed.  Returns from global government bond markets, 
including the UK, were very strong, although any sterling hedging reduced returns by around 5-6%.  
Corporate bond market returns were much weaker with returns from the more volatile areas of high 
yield and emerging market debt the weakest. 
 
Within equities, quality and growth significantly outperformed value in 2019 and this trend continued 
into 2020.  As examples, growth outperformed value by around 10% in the UK, emerging markets and 
Japan and by around 14% in Europe.  In local currency terms, the only difference in relative market 
performance was the marginal outperformance of emerging markets, but absolute returns were lower 
across all the markets, as most major currencies strengthened versus sterling.  Smaller companies 
significantly underperformed on a global basis, although the levels of underperformance were more 
pronounced in some regions (US, Asia Pacific ex Japan, emerging markets) than others. 
 
In the UK, mid and small caps underperformed large companies, partly because of the relative 
weakness of sterling, and growth significantly outperformed value.  There was an even wider 
differential within European equities where smaller companies underperformed large companies by 
around 5%.  US equities saw one of the largest contrasts between sterling-based returns and local 
currency returns, as the US dollar strengthened due to its status as the main safe-haven currency.  US 
smaller companies significantly underperformed, and growth comfortably outperformed value with 
the most significant difference occurring in the smaller companies market. 
 
Japanese equities also saw a significant difference between sterling-based and local currency returns, 
as the yen strengthened due to its status as a safe-haven currency.  As with many other markets, 
smaller companies outperformed larger companies and growth outperformed value.  Asia marginally 
outperformed globally but both value and smaller companies significantly underperformed.  The 
ASEAN region, India and Australia were among the weakest performers this quarter whilst China and 
Hong Kong held up relatively well.  There was a similar story in emerging market with regards to 
growth/value and smaller companies.  Latin America (down over 40%) and Eastern Europe (down over 
30%) were very badly hit whilst Asia held up relatively well.   
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In fixed income, conventional government bond markets outperformed index/inflation-linked bonds 
with particularly strong returns from US treasuries, which drove global bond index returns.  Longer-
dated bonds outperformed short-dated bonds.  Overseas investment grade bonds outperformed 
sterling investment grade, almost entirely due to relative currency moves.  High yield bonds 
underperformed with lower quality bonds underperforming the higher quality end of the market.  In 
emerging market debt there was little difference in performance between the local currency and US 
dollar markets.   
 
In other asset classes, UK commercial property returns were marginally negative, influenced by 
ongoing difficulties in the retail sector. Globally, property securities were very negative, mirroring the 
falls in equity markets with the UK and the US the weakest performers.  The oil price fell significantly 
due to global demand concerns and lack of reaction to supply from oil producers, the gold price saw 
a double-digit rise, but silver saw a double-digit fall. 
 

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 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 effect of coronavirus 
 
This has been an extraordinary period for investors across the globe. The beginning of 2020 was met 
with some optimism after a strong set of market returns in 2019 led us to believe that global growth, 
although low, was stable despite some fragility, underpinned by accommodative monetary and fiscal 
policy.  How wrong we were to be complacent – although the cause of the recent setback was what 
we describe as an exogenous shock, one that could not have been anticipated.  
 
We have had threats from viruses before – SARS and Swine Flu have come and gone, but none have 
had the same effect as the current coronavirus outbreak. The virtual shutdown of the non-essential 
elements of the global economy have led to a supply shock followed by a demand shock which has 
destroyed economic growth for at least the first half of the year.  
 
The effect on the portfolios has been significant, but we are pleased that most retail investors have 
not panicked and sold into a falling market, thereby crystallising losses.  Most asset classes have 
behaved as we might have expected in a crisis of this proportion with risk assets, such as equities, 
selling off significantly and safe haven assets, such as government bonds, holding and increasing in 
value. This is reflected in the returns for the portfolios this quarter identified in the commentaries 
below.  
 
Portfolio Allocations 
 
The tables below show the model asset allocations of the Growth model portfolios, as at the end of 
March 2020, and the differences to the strategic asset allocations: 
 

 
 

  

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 7.00% 7.00% 9.00% 9.00% 0.00%

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

Absolute Return 15.00% 12.00% 4.00% 4.00% 0.00%

Others 3.00% 3.00% 0.00% 0.00% 0.00%
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Differences to SAA 
 

 
 
Cautious Growth Portfolio 
 
The Cautious Growth Portfolio produced a relatively large negative return but did outperform its 
composite benchmark and its most comparable IA sector average.  The portfolio is neutrally 
positioned except for the underweight to UK commercial property and an overweight to alternatives, 
which was negative based on relative performance. As you would expect, the latest 1-year portfolio 
volatility figure has increased significantly to the highest level since the portfolio’s launch, but this has 
also been the case for the composite benchmark and the portfolio’s volatility remains comfortably 
below that of the benchmark. 
 
Only having a small exposure to conventional UK gilts and global government bonds plus no exposure 
to UK index-linked gilts was very negative for absolute performance, as these sub-asset classes were 
amongst the few to be positive over the quarter.  Emerging market debt exposure detracted from 
returns.  In terms of relative fund performance, a number of funds detracted from performance, most 
notably LeggMason Brandywine Global Fixed Income (emerging market bond and currency exposure), 
Schroder Strategic Credit (investment grade and high yield exposure plus structural low duration), 
M&G Optimal Income, Schroder Absolute Return Bond (long EM currencies, long US investment grade 
credit) and TwentyFour Monument Bond (negative performance of asset-backed securities).  The main 
positive was the strong absolute return from the M&G Global Macro Bond fund. 
 
In equities, the Investec UK Alpha fund fell by over 20% but outperformed the main UK equity index 
and its sector average by relatively large margins.  The lack of exposure to smaller companies, stock 
selection in the Consumer Goods and Consumer Services sector and the underweight to Financials 
were the main positives.  By contrast, the Artemis Global Growth underperformed the main global 
equity index and its sector average by reasonable margins.  Sector allocation was negative, mainly the 
overweight to Financials and underweight to Consumer Staples, but stock selection was the main 
detractor, particularly in the US and the Consumer Discretionary sector. 
 
Absolute return/alternatives exposure was negative in terms of absolute performance.  The Architas 
fund fell by over 11%, as many of the fund’s exchange-listed holdings fell in line with equity markets 
and some of the energy and airline-related holdings fell significantly.  The Invesco and Church House 
funds were not immune to the negativity but did manage to limit the downside.  UK commercial 
property returns were generally flat over the quarter, but the BMO UK Property fund saw a change in 

Risk Level Cautious Balanced Progressive Adventurous Specialist

Asset Allocation % % % % %

Cash 0.00% 0.00% 0.00% 0.00% 0.00%

UK Equities 0.00% 0.00% 0.00% 0.00% 0.00%

International Equities 0.00% 0.00% 0.00% 0.00% 0.00%

Property -3.00% -3.00% -1.00% -1.00% 0.00%

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

Absolute Return 0.00% 2.00% 4.00% 4.00% 0.00%

Others 3.00% 3.00% 0.00% 0.00% 0.00%
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its pricing basis from bid to offer, which led to a rise of over 6%.  The VT Gravis UK Infrastructure 
Income fund was not immune to market falls and, like the Architas fund, suffered from falls in its 
exchange-listed holdings. 
 
Changes 
 
We recommend maintaining the overall balance of the portfolio, but we are recommending some 
changes to the fixed income portion of the portfolio following some changes to our asset allocation 
views. 
 
We recommend reducing exposure to global index-linked bonds (ASI) and emerging market debt 
(Pictet), as we have become slightly more negative on these asset classes, whilst increasing exposure 
to investment grade corporate bonds (Rathbone and Invesco), where we have become more positive 
following recent market falls, and the low volatility TwentyFour fund. 
 
We also recommend switching our absolute return fixed income holding from Schroder Absolute 
Return Bond into the BNY Mellon Global Dynamic Bond.  The fund has seen lower volatility and has 
been able to protect more on the downside during this recent period, which is a more attractive profile 
for this portfolio. 
 
In equities, the Artemis fund currently has a value bias and overweight positions in Europe and 
emerging markets.  This does not fit with our current view on markets and we recommend switching 
some of the exposure to a more defensive, core fund at this risk level through the Troy Trojan Global 
Equity fund. 
 
Balanced Growth Portfolio 
 
The Balanced Growth Portfolio produced a large negative return but did outperform its composite 
benchmark and its most comparable IA sector average.  The portfolio is neutrally positioned to 
equities but is underweight to fixed interest and UK commercial property and overweight to absolute 
return and alternatives, which was negative based on relative performance. As you would expect, the 
latest 1-year portfolio volatility figure has increased significantly to the highest level since the 
portfolio’s launch, but this has also been the case for the composite benchmark and the portfolio’s 
volatility remains below that of the benchmark. 
 
Only having a small exposure to conventional UK gilts and global government bonds plus no exposure 
to UK index-linked gilts was very negative for absolute performance, as these sub-asset classes were 
amongst the few to be positive over the quarter.  Emerging market debt exposure detracted from 
returns.  Relative fund performance was mixed with the main negative being the Schroder Absolute 
Return Bond fund (long EM currencies, long US investment grade credit) and the main positive being 
the M&G Global Macro Bond fund. 
 
UK equity fund selection was mixed.  The Investec UK Alpha fund fell by over 20% but outperformed 
the main UK equity index and its sector average by relatively large margins.  The lack of exposure to 
smaller companies, stock selection in the Consumer Goods and Consumer Services sector and the 
underweight to Financials were the main positives.  The Franklin fund marginally outperformed, the 
Merian fund underperformed and the Schroder Recovery fund underperformed by a reasonably large 
margin.  The fund’s distinct value, contrarian approach was the main contributor for the latter. 
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Global equity fund selection was also very mixed, as you would expect from funds with very different 
investment styles.  There was strong outperformance from the more capital preservation-minded Troy 
Trojan Global Equity fund, which had no exposure to energy, industrials or transportation stocks and 
smaller companies.  There was positive stock performance across different sectors (Microsoft, Roche, 
Nestle).  There was also good outperformance from Baillie Gifford International.  By contrast, the 
Artemis Global Growth underperformed the main global equity index and its sector average by 
reasonable margins whilst the Investec Global Special Situations fund, which was added at the last 
review, underperformed by a very significant margin.  For the former, sector allocation was negative, 
mainly the overweight to Financials and underweight to Consumer Staples, but stock selection was 
the main detractor, particularly in the US and the Consumer Discretionary sector.  The latter is 
managed with a very distinct, contrarian value bias to out of favour stocks and sectors.  The large 
overweight to the UK, overweight to Europe and underweight to the US were negative.  Sector 
positioning was also negative due to a large overweight to Financials and a large underweight to 
Information Technology.  Several of the fund’s largest holdings saw very significant falls (50%+), 
including Capita, RBS, Welbilt, Cars.com, Cybg and Dxc Technology. 
 
Absolute return/alternatives exposure was negative in terms of absolute performance.  The Architas 
fund fell by over 11%, as many of the fund’s exchange-listed holdings fell in line with equity markets 
and some of the energy and airline-related holdings fell significantly.  The Invesco and Church House 
funds were not immune to the negativity but did manage to limit the downside.  UK commercial 
property returns were generally flat over the quarter, but the BMO UK Property fund saw a change in 
its pricing basis from bid to offer, which led to a rise of over 6%.  The VT Gravis UK Infrastructure 
Income fund was not immune to market falls and, like the Architas fund, suffered from falls in its 
exchange-listed holdings. 
 
Changes 
 
We recommend maintaining the overall balance of the portfolio, but we are recommending some 
changes within asset classes following some changes to our asset allocation views. 
 
We recommend marginally reducing exposure to global index-linked bonds (ASI), as we have become 
slightly more negative on the asset class, and global government bonds (Vanguard) whilst increasing 
exposure to investment grade corporate bonds (Invesco), where we have become more positive 
following recent market falls. 
 
We also recommend switching our absolute return fixed income holding from Schroder Absolute 
Return Bond into the BNY Mellon Global Dynamic Bond.  The fund has seen lower volatility and has 
been able to protect more on the downside during this recent period, which is a more attractive profile 
for this portfolio. 
 
Finally, we believe the current environment will make it more difficult for deep value/recovery 
investment strategies to outperform.  The UK equity part of the portfolio has good exposure to 
value/valuation-driven funds, so we recommend switching from the Schroder Recovery fund to the 
CFP SDL UK Buffettology fund, which is managed with less of a value bias and a focus on quality 
businesses and is already held in higher risk portfolios.  We recommend maintaining the Investec 
Global Special Situations holding, as it is complementary to the other quality/growth global equity 
holdings, but at a lower weighting relative to the other global funds. 
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Progressive Growth Portfolio 
 
The Progressive Growth Portfolio produced a large negative return but performed in line with its 
composite benchmark, although it did underperform its most comparable IA sector average.  The 
portfolio is neutrally positioned to equities but is underweight to fixed interest and UK commercial 
property and overweight to absolute return, which was negative based on relative performance. As 
you would expect, the latest 1-year portfolio volatility figure has increased significantly to the second 
highest level since the portfolio’s launch, but the composite benchmark’s volatility has also significant 
increased to its highest level over the same period.  The portfolio’s volatility remains slightly above 
that of the benchmark. 
 
Having no direct exposure to conventional UK gilts and UK index-linked gilts was very negative for 
absolute performance, as these sub-asset classes were amongst the few to be positive over the 
quarter.  Emerging market debt exposure detracted from returns.  Relative fund performance was 
negative with the main detractors being the TwentyFour Dynamic Bond and Templeton Global Total 
Return funds.  
 
UK equity fund selection was mixed.  The Investec UK Alpha fund fell by over 20% but outperformed 
the main UK equity index and its sector average by relatively large margins.  The lack of exposure to 
smaller companies, stock selection in the Consumer Goods and Consumer Services sector and the 
underweight to Financials were the main positives.  The Franklin and Buffettology funds marginally 
outperformed, the Merian UK Alpha fund underperformed and the Schroder Recovery fund 
underperformed by a reasonably large margin.  The fund’s distinct value, contrarian approach was the 
main contributor for the latter.  Specific mid-cap exposure was also negative. 
 
Global equity fund selection was also very mixed, as you would expect from funds with very different 
investment styles.  There was strong outperformance from the more capital preservation-minded Troy 
Trojan Global Equity fund, which had no exposure to energy, industrials or transportation stocks and 
smaller companies.  There was positive stock performance across different sectors (Microsoft, Roche, 
Nestle).  There was also good outperformance from Baillie Gifford International.  By contrast, the 
Investec Global Special Situations fund, which was added at the last review, underperformed by a very 
significant margin.  The fund is managed with a very distinct, contrarian value bias to out of favour 
stocks and sectors.  The large overweight to the UK, overweight to Europe and underweight to the US 
were negative.  Sector positioning was also negative due to a large overweight to Financials and a 
large underweight to Information Technology.  Several of the fund’s largest holdings saw very 
significant falls (50%+), including Capita, RBS, Welbilt, Cars.com, Cybg and Dxc Technology. 
 
Regionally, the Artemis, JPM and BlackRock funds all outperformed their respective sector averages, 
the first two by reasonably large margins, although the BlackRock fund did underperform its 
benchmark index.  The Artemis fund benefited from positive sector allocation (very low exposure to 
Energy) and stock selection (Financials).  By contrast, the Vanguard and Man GLG funds 
underperformed, the latter by a large margin.  The former suffered from negative country allocation, 
mainly a reasonable underweight to China, and negative stock selection, particularly in Brazil 
(Petrobras), China/Hong Kong (various) and South Africa (Sasol).  The Man GLG fund suffered from the 
largest underperformance of large cap value versus the main index in over 30 years, however the fund 
also underperformed by a reasonable margin against its own benchmark and March saw its largest 
monthly underperformance versus the main Japanese index since inception.  Its contrarian, deep 
value style was very out of favour this quarter with overweight positions in the Iron & Steel and Banks 
sectors particularly negative. 
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Absolute return exposure was negative in terms of absolute performance.  The Church House fund 
was not immune to the negativity but did manage to limit the downside.  UK commercial property 
returns were generally flat over the quarter, but the BMO UK Property fund saw a change in its pricing 
basis from bid to offer, which led to a rise of over 6%.  The VT Gravis UK Infrastructure Income fund 
was not immune to market falls, suffering from falls in its exchange-listed holdings. 
 
Changes 
 
We recommend maintaining the overall balance of the portfolio, but we are recommending some 
changes within asset classes following some changes to our asset allocation views. 
 
We recommend reducing exposure to emerging market debt (Pictet), as we have become slightly more 
negative on the asset class, and global government bonds (Templeton) whilst increasing exposure to 
investment grade corporate bonds, where we have become more positive following recent market 
falls.  Due to the increase, we recommend adding the Rathbone Ethical Bond fund, which is already 
contained in lower risk portfolios. 
 
We also believe the current environment will make it more difficult for deep value/recovery 
investment strategies to outperform.  The UK equity part of the portfolio has good exposure to 
different investment styles, so we recommend reducing exposure to the Schroder Recovery fund and 
adding to some of the existing holdings.  We recommend maintaining the Investec Global Special 
Situations holding, as it is complementary to the other quality/growth global equity holdings, but 
reducing exposure and adding to existing holdings.  We also recommend tilting the Japanese exposure 
towards growth by increasing the JPM Japan fund weighting and reducing the Man GLG weighting. 
 
NB: The BlackRock Asia fund has undergone a change to the lead fund management team, but they 
have a strong Asia/EM team with significant resources and we are due to speak to the new fund 
managers shortly.  The fund will therefore remain in the portfolio. 
 
Adventurous Growth 
 
The Adventurous Growth Portfolio produced a large negative return and underperformed its 
composite benchmark and its most comparable IA sector average.  The portfolio is neutrally 
positioned to equities but is underweight to fixed interest and UK commercial property and 
overweight to absolute return, which was negative based on relative performance. As you would 
expect, the latest 1-year portfolio volatility figure has increased significantly to the highest level since 
the portfolio’s launch, but this has also been the case for the composite benchmark.  The portfolio’s 
volatility is above that of the benchmark. 
 
Having no direct exposure to conventional UK gilts and UK index-linked gilts was very negative for 
absolute performance, as these sub-asset classes were amongst the few to be positive over the 
quarter.  Relative fund performance was negative, as both funds underperformed their respective 
peer groups by reasonably large margins.  
 
UK equity fund selection was negative.  The Franklin and Buffettology funds marginally outperformed, 
the Merian UK Alpha fund underperformed and the Schroder Recovery fund underperformed by a 
reasonably large margin.  The fund’s distinct value, contrarian approach was the main contributor for 
the latter.  Specific mid-cap exposure was also negative.  The main surprise was the level of 
underperformance from the Miton UK Value Opportunities fund.  The fund had too much cyclical 
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exposure (e.g. Airlines, Housebuilders) coming into the downturn plus an overweight to mid-cap and 
smaller companies. 
 
Internationally, US fund selection was very positive, as the Artemis US Select and Miton US 
Opportunities funds both outperformed by reasonable margins.   The former benefited from positive 
sector allocation (very low exposure to Energy) and stock selection (Financials).  There was contrasting 
performance between the emerging markets funds with the JPM fund outperforming its sector 
average by a reasonable margin, although it outperformed the index by a smaller margin, and the 
Lazard fund underperforming by a reasonably large margin.  The latter suffered from its natural value 
bias during a period when value underperformed growth in EM by around 10%.  The story was very 
similar in Japan with the JPM fund outperforming by a reasonably large margin and the Man GLG fund 
underperforming by a larger margin.   The Man GLG fund suffered from the largest underperformance 
of large cap value versus the main index in over 30 years, however the fund also underperformed by 
a reasonable margin against its own benchmark and March saw its largest monthly underperformance 
versus the main Japanese index since inception.  Its contrarian, deep value style was very out of favour 
this quarter with overweight positions in the Iron & Steel and Banks sectors particularly negative.  In 
Europe, the BlackRock European Dynamic fund also performed strongly. 
 
Absolute return exposure was negative in terms of absolute performance.  The Natixis H20 fund fell 
significantly during the quarter, concurrently suffering from fixed income (short treasuries, long Italian 
bonds, long Mexican bonds), currency (short US dollar, long EM) and equity (long cyclicals, long 
Europe, long Financials, short Consumer Staples) positioning.  UK commercial property returns were 
generally flat over the quarter, but the BMO UK Property fund saw a change in its pricing basis from 
bid to offer, which led to a rise of over 6%.  The VT Gravis UK Infrastructure Income fund was not 
immune to market falls, suffering from falls in its exchange-listed holdings. 
 
Changes 
 
We recommend maintaining the overall balance of the portfolio, but we are recommending some 
changes within asset classes following some changes to our asset allocation views. 
 
We recommend removing exposure to global government bonds, where we remain negative, and 
adding the Artemis Strategic Bond fund, which has a bias towards credit and is already held in the 
Progressive portfolio. 
 
We also believe the current environment will make it more difficult for deep value/recovery 
investment strategies to outperform.  The UK equity part of the portfolio has good exposure to 
different investment styles, so we recommend reducing exposure to the Schroder Recovery fund and 
marginally adding to some of the existing holdings.  We also recommend tilting the Japanese exposure 
towards growth by increasing the JPM Japan fund weighting and reducing the Man GLG weighting. 
 
NB: The BlackRock Asia fund has undergone a change to the lead fund management team, but they 
have a strong Asia/EM team with significant resources and we are due to speak to the new fund 
managers shortly.  The fund will, therefore, remain in the portfolio. 
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Specialist Growth Portfolio 
 
The Specialist Growth Portfolio produced a very large negative return, marginally underperformed its 
composite benchmark and underperformed its most comparable IA sector average by a reasonable 
margin.  As you would expect, the latest 1-year portfolio volatility figure has increased significantly to 
the highest level since the portfolio’s launch, but this has also been the case for the composite 
benchmark.  The portfolio’s volatility is a little above that of the benchmark. 
 
UK equity fund selection was negative overall.  The Investec UK Alpha fund fell by over 20% but 
outperformed the main UK equity index and its sector average by relatively large margins.  The lack of 
exposure to smaller companies, stock selection in the Consumer Goods and Consumer Services sector 
and the underweight to Financials were the main positives.  The Buffettology fund marginally 
outperformed but this was the only other fund to outperform.  The distinct value bias within the 
JOHCM, Man GLG and Schroder funds led to large underperformance.  Specific mid-cap and smaller 
companies exposure was also negative, although the Franklin fund did outperform its smaller 
companies sector average.  The main surprise was the level of underperformance from the Miton UK 
Value Opportunities fund.  The fund had too much cyclical exposure (e.g. Airlines, Housebuilders) 
coming into the downturn plus an overweight to mid-cap and smaller companies. 
 
Internationally, US fund selection was very positive, as the Artemis US Select and Miton US 
Opportunities funds both outperformed by reasonable margins.  The former benefited from positive 
sector allocation (very low exposure to Energy) and stock selection (Financials).  In Asia, there was 
good outperformance of its benchmark from the Baillie Gifford fund.  There was contrasting 
performance between the emerging markets funds with the JPM fund outperforming its sector 
average by a reasonable margin, although it outperformed the index by a smaller margin, and the 
Lazard fund underperforming by a reasonably large margin.  The latter suffered from its natural value 
bias during a period when value underperformed growth by around 10%.  Specific EM smaller 
companies exposure was very negative.  The story was very similar in Japan with the JPM fund 
outperforming by a reasonably large margin and the Man GLG fund underperforming by a larger 
margin.   The Man GLG fund suffered from the largest underperformance of large cap value versus the 
main index in over 30 years, however, the fund also underperformed by a reasonable margin against 
its own benchmark and March saw its largest monthly underperformance versus the main Japanese 
index since inception.  Its contrarian, deep value style was very out of favour this quarter with 
overweight positions in the Iron & Steel and Banks sectors particularly negative.  In Europe, the 
BlackRock European Dynamic fund also performed strongly. 
 
Changes 
 
We recommend maintaining the overall balance of the portfolio, but we are recommending some 
changes within asset classes following some changes to our asset allocation views. 
 
We also believe the current environment will make it more difficult for deep value/recovery 
investment strategies to outperform.  On this basis, the UK equity part of the portfolio is over-exposed 
to value-biased strategies and we recommend reducing this through removing the JOHCM UK 
Dynamic fund.  This exposure will be re-allocated across existing holdings.  We also recommend tilting 
the Japanese exposure towards growth by increasing the JPM Japan fund weighting and reducing the 
Man GLG weighting. 
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Finally, smaller companies may find it difficult to outperform within emerging markets given the 
current economic and market environment.  We recommend replacing the Templeton fund with the 
Allianz All China Equity fund, as we believe China is well positioned to outperform over the medium 
to longer-term. 
 
NB: The BlackRock Asia fund has undergone a change to the lead fund management team, but they 
have a strong Asia/EM team with significant resources and we are due to speak to the new fund 
managers shortly.  The fund will, therefore, remain in the portfolio. 
 

Income Portfolios 
 
Portfolio Allocations 
 
The tables below show the current asset allocations of the Income model portfolios, as at the end of 
March 2020, and the differences to the strategic asset allocations: 
 
 

 
 

Differences to SAA 
 

 
 
 
 

Risk Level Cautious Balanced Progressive

Asset Allocation % % %

Cash 2.00% 2.00% 2.00%

UK Equities 7.50% 21.00% 31.50%

International Equities 7.50% 21.00% 31.50%

Property 10.00% 9.00% 9.00%

Fixed Interest 58.00% 34.00% 21.00%

Absolute Return 4.00% 4.00% 0.00%

Others 11.00% 9.00% 5.00%

Risk Level Cautious Balanced Progressive

Asset Allocation % % %

Cash 0.00% 0.00% 0.00%

UK Equities 0.00% 0.00% 0.00%

International Equities 0.00% 0.00% 0.00%

Property 0.00% -1.00% -1.00%

Fixed Interest 0.00% -2.00% -4.00%

Absolute Return -11.00% -6.00% 0.00%

Others 11.00% 9.00% 5.00%
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Cautious Income Portfolio 
 
The Cautious Income Portfolio produced a large negative return, outperformed its composite 
benchmark but underperformed its most comparable IA sector average.  The overweight to 
alternatives and underweight to absolute return was negative based on relative fund performance.  
The current historic yield is around 3.65%.  As you would expect, the latest 1-year portfolio volatility 
figure has increased significantly to the highest level since the portfolio’s launch, but this has also been 
the case for the composite benchmark.  The portfolio’s volatility remains below that of the benchmark 
but a reasonable amount above that of the equivalent capital growth portfolio. 
 
Having no direct exposure to conventional UK gilts and UK index-linked gilts and relatively low 
exposure to global government bonds was very negative for absolute performance, as these sub-asset 
classes were amongst the few to be positive over the quarter.   Emerging market debt exposure 
detracted from returns.  In terms of relative fund performance, performance was mixed with the main 
negatives being the M&G Optimal Income and TwentyFour Dynamic Bond funds.  
 
Within UK equities relative performance was very mixed.  The Threadneedle fund outperformed its 
sector average by a reasonable margin but only marginally outperformed the main UK index.  The 
Premier Optimum Income significantly underperformed both comparators, falling over 35%.  Global 
equity fund selection was very similar, as the Fidelity fund outperformed by a reasonably large margin, 
but the Artemis fund underperformed by a large margin.  For the former, the more defensive nature 
of the underlying Global Dividend fund was positive, plus there was strong stock selection in the 
Financials and Industrials sectors and the underweight to Energy was particularly positive.  The latter 
suffered from negative sector and regional allocation, but stock selection was the main negative, 
particularly in the US and the Financials, Energy and Consumer Discretionary sectors. 
 
Absolute return/alternatives exposure was negative in terms of absolute performance.  The Architas 
fund fell by over 11%, as many of the fund’s exchange-listed holdings fell in line with equity markets 
and some of the energy and airline-related holdings fell significantly.  The Investec and Church House 
funds were not immune to the negativity but did manage to limit the downside to some degree.  UK 
commercial property returns were generally flat over the quarter, but the BMO UK Property fund saw 
a change in its pricing basis from bid to offer, which led to a rise of over 6%.  The VT Gravis UK 
Infrastructure Income fund was not immune to market falls and, like the Architas fund, suffered from 
falls in its exchange-listed holdings. 
 
Changes 
 
We recommend reducing exposure to global index-linked bonds (ASI) and emerging market debt 
(Pictet), as we have become slightly more negative on these asset classes, whilst increasing exposure 
to credit, where we have become more positive following recent market falls. 
 
Although equity markets have already fallen quite significantly, in the current economic environment 
there are concerns about the ability of many companies to continue paying dividends at current levels, 
if at all.  As a result, we recommend reducing equity exposure, both in the UK and global, and 
reallocating this to a combination of existing corporate bonds and alternatives/absolute return funds.  
Due to the new UK equity allocation, and an upcoming change of fund manager, the Premier Optimum 
Income fund will be removed from the portfolio.  Due to the new global equity allocation, the Artemis 
Global Income fund, which has very recently been placed Under Review, will be removed from the 
portfolio. 
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Balanced Income Portfolio 
 
The Balanced Income Portfolio produced a large negative return, marginally underperformed its 
composite benchmark and underperformed its most comparable IA sector average.  The small 
underweight to property, underweight to fixed income, overweight to alternatives and underweight 
to absolute return were all negative.  The current historic yield is just over 4%.  As you would expect, 
the latest 1-year portfolio volatility figure has increased significantly to the highest level since the 
portfolio’s launch, but this has also been the case for the composite benchmark.  The portfolio’s 
volatility is virtually in line with that of the benchmark but a reasonable amount above that of the 
equivalent capital growth portfolio. 
 
Having no direct exposure to conventional and index-linked UK gilts, both of which are very low 
yielding, was very negative for absolute and relative performance as these sub-asset classes were 
amongst the few to be positive over the quarter.  Emerging market debt exposure detracted from 
returns.  In terms of relative fund performance, performance was mixed with the main negatives being 
the M&G Global Floating Rate High Yield and Templeton Global Total Return funds. 
 
Within UK equities relative performance was very negative overall.  The Threadneedle fund 
outperformed its sector average by a reasonable margin but only marginally outperformed the main 
UK index.  The remaining funds all underperformed by reasonably large margins.  Global equity fund 
selection was similar, as the Fidelity fund outperformed by a reasonably large margin.  The remaining 
funds underperformed, the Artemis and Saracen funds by reasonably large margins.  For the Fidelity 
fund, the more defensive nature of the underlying Global Dividend fund was positive, plus there was 
strong stock selection in the Financials and Industrials sectors and the underweight to Energy was 
particularly positive.  The Saracen fund suffered from its distinct value bias, with larger weightings to 
Financials and Industrials and low/zero weighting to Utilities, Consumer Staples and Telecoms.  The 
Artemis fund suffered from negative sector and regional allocation, but stock selection was the main 
negative, particularly in the US and the Financials, Energy and Consumer Discretionary sectors. 
 
Absolute return/alternatives exposure was negative in terms of absolute performance.  The Architas 
fund fell by over 11%, as many of the fund’s exchange-listed holdings fell in line with equity markets 
and some of the energy and airline-related holdings fell significantly.  The Investec and Church House 
funds were not immune to the negativity but did manage to limit the downside to some degree.  UK 
commercial property returns were generally flat over the quarter, but the BMO UK Property fund saw 
a change in its pricing basis from bid to offer, which led to a rise of over 6%.  The VT Gravis UK 
Infrastructure Income fund was not immune to market falls and, like the Architas fund, suffered from 
falls in its exchange-listed holdings. 
 
Changes 
 
We recommend reducing exposure to global index-linked bonds (ASI) and emerging market debt 
(Pictet), as we have become slightly more negative on these asset classes, plus global government 
bonds (Templeton) whilst increasing exposure to investment grade bonds/credit, where we have 
become more positive following recent market falls. 
 
Although equity markets have already fallen quite significantly, in the current economic environment 
there are concerns about the ability of many companies to continue paying dividends at current levels, 
if at all.  As a result, we recommend reducing equity exposure, both in the UK and global, and 
reallocating this to a combination of existing corporate bonds and alternatives/absolute return funds.  
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We would also like to reduce our value exposure and provide more balance within our UK equity 
recommendations, so we recommend removing the Premier Optimum Income fund, which will also 
see a change of lead fund manager very shortly, and adding the Troy Trojan Income fund, which is 
already held in the Progressive Income portfolio.  Due to the new global equity allocation, the Artemis 
Global Income fund, which has very recently been placed Under Review, will be removed from the 
portfolio and the percentage will be re-allocated among the remaining holdings. 
 
Progressive Income Portfolio 
 
The Progressive Income Portfolio produced a large negative return, performed virtually in line with its 
composite benchmark and underperformed its most comparable IA sector average.  The small 
underweight to property, underweight to fixed income and overweight to alternatives were all 
negative.  The current historic yield is just over 4.3%.  As you would expect, the latest 1-year portfolio 
volatility figure has increased significantly to the highest level since the portfolio’s launch, but this has 
also been the case for the composite benchmark.  The portfolio’s volatility is virtually in line with that 
of the benchmark and above that of the equivalent capital growth portfolio. 
 
Having no direct exposure to conventional and index-linked UK gilts, both of which are very low 
yielding, was very negative for absolute and relative performance as these sub-asset classes were 
amongst the few to be positive over the quarter.  Emerging market debt exposure detracted from 
returns.  In terms of relative fund performance, performance was mixed with the main negatives being 
the M&G Global Floating Rate High Yield and Templeton Global Total Return funds. 
 
Within UK equities relative performance was negative overall.  The strongest relative performer was 
Troy Trojan Income, whose more defensive-minded approach led to good exposure to the Utilities, 
Healthcare and Consumer Staples sectors.  The Threadneedle fund outperformed its sector average 
by a reasonable margin but only marginally outperformed the main UK index.  The remaining funds all 
underperformed by reasonably large margins.   Global equity fund selection was similar, as the Fidelity 
fund outperformed by a reasonably large margin.  The remaining funds underperformed, the Artemis 
and Saracen funds by reasonably large margins.  For the Fidelity fund, the more defensive nature of 
the underlying Global Dividend fund was positive, plus there was strong stock selection in the 
Financials and Industrials sectors and the underweight to Energy was particularly positive.  The 
Saracen fund suffered from its distinct value bias, with larger weightings to Financials and Industrials 
and low/zero weighting to Utilities, Consumer Staples and Telecoms.  The Artemis fund suffered from 
negative sector and regional allocation, but stock selection was the main negative, particularly in the 
US and the Financials, Energy and Consumer Discretionary sectors. 
 
Absolute return/alternatives exposure was negative in terms of absolute performance.  The Investec 
fund was not immune to the negativity but did manage to limit the downside to some degree.  UK 
commercial property returns were generally flat over the quarter, but the BMO UK Property fund saw 
a change in its pricing basis from bid to offer, which led to a rise of over 6%.  The VT Gravis UK 
Infrastructure Income fund was not immune to market falls, suffering from falls in its exchange-listed 
holdings. 
 
Changes 
 
We recommend reducing exposure to emerging market debt (Pictet), as we have become slightly more 
negative on this asset class, plus global government bonds (Templeton) whilst increasing exposure to 
investment grade bonds/credit, where we have become more positive following recent market falls. 
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Although equity markets have already fallen quite significantly, in the current economic environment 
there are concerns about the ability of many companies to continue paying dividends at current levels, 
if at all.  As a result, we recommend reducing equity exposure, both in the UK and global, and 
reallocating this to a combination of existing corporate bonds/credit and alternatives.  We would also 
like to reduce our value exposure and provide more balance within our UK equity recommendations, 
so we recommend removing the Premier Optimum Income fund, which will also see a change of lead 
fund manager very shortly.  Due to the new global equity allocation, the Artemis Global Income fund, 
which has very recently been placed Under Review, will be removed from the portfolio and the 
percentage will be re-allocated among existing holdings. 
 

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

 
 
Portfolio Allocations 
 
The tables below show the model asset allocations of the SRI model portfolios, as at the end of March 
2020, 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%
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Differences to SAA 
 

 
 
Portfolio Performance and Volatility 
 
All three portfolios produced very negative returns with the higher risk SRI Balanced and SRI 
Progressive portfolios producing the worst returns.  All three portfolios performed competitively 
against their respective composite benchmarks.  The underweight to fixed income was negative, 
although with the equivalent overweight being in cash this was not overly detrimental.  As you would 
expect, the latest 1-year portfolio volatility figures have increased significantly across all three 
portfolios to the highest levels since their launch, but this has also been the case for the composite 
benchmarks.  The latest volatility for SRI Cautious remains below its benchmark, SRI Balanced is 
marginally above benchmark and SRI Progressive is above benchmark but not significantly.   
 
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 significantly outperformed credit markets.  Fund 
performance versus the fixed income index in the composite benchmark was mixed with four of the 
seven funds outperforming.  The main outperformer was the Amity Short Dated Bond fund and the 
main underperformer was Liontrust SF Corporate Bond. 
 

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% 31.00%

Specialist Equities 0.00% 0.00% 0.00%

Fixed Interest 70.00% 47.00% 29.50%

Cash 10.00% 7.00% 7.00%

Risk Level SRI Cautious SRI Balanced SRI Progressive

Asset Allocation % % %

Platform Charge 0.00% 0.00% 0.00%

UK Equities 0.00% 0.00% 0.00%

International Equities 0.00% 0.00% 3.00%

Specialist Equities 0.00% 0.00% -3.00%

Fixed Interest -2.00% -2.00% -2.00%

Cash 2.00% 2.00% 2.00%
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Four of the six UK equity funds across the portfolios outperformed the main UK equity index and their 
respective IA sector averages, albeit none by a significant margin.  The exceptions were the ASI UK 
Ethical and Unicorn UK Ethical Income funds.  The latter suffered from it naturally large bias towards 
mid-caps and smaller companies. 
 
Global equity fund performance was not quite as strong, as three funds underperformed and three 
funds outperformed the IA sector average and the main global index.  The Stewart Investors 
Worldwide Sustainability outperformed by a large margin with very positive sector allocation (large 
overweights to Consumer Staples and Healthcare and large underweights to Financials and Energy) 
and very positive stock selection in several countries.  
 
Changes 
 
We are not recommending any changes this quarter, but we are conscious of the increase in volatility 
given that the portfolios only contain equities and fixed income (mainly corporate bonds).  

 
Summary 
 
The new decade started with mild optimism about global economic growth and asset class returns, 
but this quickly turned to extreme pessimism because of the global coronavirus.  The future direction 
of equity markets and other asset classes is very difficult to determine with any accuracy due to the 
degree of uncertainty. 
 
The global equity market performed very strongly in 2019, which led to some questions about 
valuation levels and future corporate earnings.  This undoubtedly played some part in the degree of 
equity market falls seen from mid-February to mid-March, but many investors are starting to look past 
the current situation to try and determine what lies ahead.  The extent of the equity market downturn 
has made prices look significantly more attractive, but the global impact of the coronavirus on 
economic and social activity has made it extremely difficult to predict anything with any certainty.  
Many companies and sectors have seen activity directly impacted by the lockdown – some negatively 
(travel companies, airlines, hotels, restaurants, service companies) and some positively (online retail, 
DIY stores, home delivery, gaming, online TV/video).  How long this effect lasts is likely to depend on 
how entrenched some of our short-term activities become over the longer-term. 
 
The reaction of global central banks and governments has been to do whatever is necessary to stabilise 
the current situation, to support economies as much as they can, support sectors and companies in 
difficulty and to support consumers/workers in the short-term.  This is in addition to what was already 
a supportive monetary policy environment with low interest rates and contained inflation.  Whether 
these extreme policies can do any more than simply stabilise the current situation remains to be seen.  
Somewhere in the background, Brexit, currently a forgotten issue, is likely to rear its head again as the 
end of 2020 deadline currently remains. 
 
Equity markets, and investors, like to look forward and anticipate future events, which may explain 
the rally towards the end of the quarter after the initial flood of coronavirus-related news had started 
to slow.  Despite the concerns on corporate earnings, the level of market falls has led us to maintain 
our neutral stance on equities on a medium to longer-term view, as we expect some form of recovery 
in markets but with continued elevated levels of volatility and periods of relatively large market 
movements, both positive and negative.  We have maintained our regional equity views with a 
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marginal preference for the UK, US, Asia and Japan and a particularly negative view on Europe.  We 
had become more positive on pure value-based strategies at the beginning of this year, but the change 
to the current environment has led us to pare back this view. 
 
In fixed interest, following the significant and rapid fall in global government bond yields, we have 
reaffirmed our negative medium to longer-term view on the asset class, including UK gilts, although 
they may continue to provide a relative safe haven in the short term.  We have become slightly more 
negative on global index-linked bonds (due to a lack of any short-term inflationary pressures) and 
emerging market debt (significant negative sentiment towards the asset class and a weaker economic 
outlook), although they continue to offer a large opportunity set and non-sterling diversification plus 
the latter offers access to markets with higher yields.  Credit spreads have widened quite significantly 
over the short-term and, in our view, investment grade bonds provide much more value than they did 
at the start of the year, so we have become more positive on the asset class.  The high yield asset class 
has also seen a large increase in yields, but it has a higher correlation to equities and corporate 
leverage/operational gearing levels have increased, meaning the current situation may prove very 
difficult for several companies, so we have maintained our slightly negative view.   
Even in this current environment, investors should continue to hold diversified portfolios rather than 
trying to win by making any big macroeconomic calls. 
 
 
Stewart Smith 
Investment Research Manager 
RSMR 
April 2020 
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