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Background 
 
The asset allocations and fund selections are reviewed formally on a quarterly basis.  This Quarterly 
Portfolio 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 
 
Following the strong rebound in equity markets in the first quarter, the second quarter was also strong 
for risk assets, particularly June, which resulted in a very good first half for 2019, albeit with a lot of 
intra-quarter volatility.  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 positive but subdued.   
 
Returns from the major equity markets were strong from a sterling investor’s perspective, although 
they were 2%-3% lower in local currency terms with the exception of Japan where they were around 
5% lower, all due to the relative weakness of sterling.  Surprisingly, Europe was the main outperformer 
this quarter, followed by the US with the UK, Asia, Emerging Markets and Japan all underperforming 
globally, albeit all producing good, positive returns.  Global smaller companies underperformed and 
growth and quality generally outperformed value, although there were regional differences. 
 
The UK market produced a good, positive return but underperformed globally.  Large caps marginally 
outperformed mid and small caps with sterling weakness a particular positive, whilst quality and 
growth significantly outperformed value.  Brexit remained a large uncertainty, which was exacerbated 
by the resignation of Prime Minister May, leading to a Conservative leadership contest.  European 
equities led the way with strong performance from the region’s heavyweights, Germany and France.  
Despite weak economic growth, the possibility of further monetary policy support was very well 
received.  Growth also strongly outperformed value in Europe. 
 
US economic growth has begun to weaken but is relatively strong amongst developed markets.  This 
quarter, the US equity market benefited from expectations of rate cuts in 2019 and a relatively 
sanguine outlook on a resolution to the US-China trade talks, which overcame concerns about rising 
corporate debt levels.  Growth stocks outperformed value but the gap was smaller than other regions. 
 
Asian and EM equity markets performed well but underperformed on a global basis with China the 
main laggard.  There continues to be evidence of a slowdown in Chinese economic data, and news 
regarding the US-China trade talks is impacting investor sentiment.  Unlike other regions, value 
marginally outperformed growth but smaller companies underperformed.  Japanese equities were 
positive but were the worst performer of the major regions.  Large caps outperformed small caps and 
growth outperformed value by a reasonable margin.  Little has changed from an economic perspective 
with steady economic growth, low inflation, ongoing demographic issues but continued monetary 
policy support from the central bank.   
 
In fixed income, sterling-hedged strategies underperformed their non-hedged equivalents and 
overseas markets generally outperformed their sterling counterparts, mainly due to relative currency 
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movements.  Emerging market debt was a leading performer and the US treasury market performed 
strongly, which helped to drive the performance of the global government bond market.  Credit 
markets also performed strongly across both investment grade and high yield.  In the UK credit 
outperformed government bonds, albeit not by large margins.  Short-dated UK government bond 
assets underperformed, as the global interest rate environment became more supportive. 
 
UK commercial property produced a small positive return but with an increasing differential between 
retail property and the rest of the market. Income rather than capital appreciation is the main 
performance driver at present.  Weakness in the UK retail sector is also being felt in the property 
securities market and both the UK and European markets were negative this quarter. 
 

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 very positive across the board mainly thanks 
to the strong returns from equity markets.  Relative performance versus their respective comparative 
composite benchmarks was reasonably good with the lowest risk portfolio showing the largest 
underperformance. 
 
The tables below show the model asset allocations of the Growth model portfolios, as at the end of 
June 2019, and the differences to the previous 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 good, positive return.  It underperformed its composite 
benchmark this quarter but marginally outperformed its most comparable IA sector average.  The 
latest 1-year portfolio volatility figure is 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. 
 
The main contributors to performance, both positive and negative, are highlighted within the sections 
below. 
 
Cash/Multi-Asset, Absolute Return 
 
All three absolute return funds produced a relatively small, positive return but underperformed their 
IA sector average, although they did outperform cash. 
 
Fixed Income 
 
From an absolute return perspective, global bonds, both government and credit, performed strongly 
and outperformed their sterling counterparts with US Treasuries and emerging market debt among 
the strongest performers. 
 
Due to the above, the strongest performers in this part of the portfolio were the global bond and 
emerging market debt holdings.  The LeggMason and M&G Global Macro Bond funds outperformed 
the IA Global Bond sector average whilst the Pictet emerging market debt fund also outperformed its 
IA sector average.  The one negative within global bonds was the Vanguard fund, as the fund’s sterling 
hedging reduced returns. 
 
The Schroder Absolute Return Bond fund has been selected for its defensive qualities and its absolute 
return was reasonably good this quarter.  It underperformed the global bond sector by a reasonable 
margin but did outperform its own IA Targeted Absolute Return sector. 
 
The Standard Life fund also underperformed the global bond sector by a reasonable margin.  The 
global index-linked market did perform strongly but the fund’s in-built sterling hedging reduced 
returns.  The fund has been selected in place of UK index-linked gilts and it outperformed on this basis. 
 
The four credit-based (strategic and investment grade) fund selections performed well in absolute 
terms but relative performance was negative overall.  The shorter duration positioning of the Schroder 
(structural) and M&G Optimal Income (tactical) funds contributed to their underperformance.  Specific 
high yield exposure would have been more positive, as the asset class outperformed higher grade 
credit, but the M&G Global Floating Rate High Yield fund underperformed its peer group by a 
reasonable margin due to the underperformance of floating bonds versus conventional high yield and 
the fund’s sterling hedging.  
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Finally, the TwentyFour fund is positioned in the IA Specialist sector, which makes sector average 
comparison meaningless, although this is what is contained in the benchmark.  On this basis the fund 
significantly underperformed.  Versus conventional fixed income, the lower risk nature of the fund 
meant it lagged behind. 
 
UK Equities 
 
The average IA UK All Companies fund outperformed the main UK equity index this quarter.  The 
Investec fund marginally outperformed its sector average. 
 
International Equities 
 
The average IA Global fund outperformed the main global equity index this quarter, but fund selection 
was negative, as the Artemis fund underperformed its sector average. 
 
Property 
 
The underweight to direct commercial property was positive, as fund returns were very muted this 
quarter with the sector average only producing a small positive return.  The BMO fund 
underperformed, producing a very small positive return, but the Janus Henderson fund outperformed, 
although the absolute return was still relatively small. 
 
Others 
 
The inclusion of a small allocation to infrastructure in place of commercial property was very positive 
for absolute returns, as the fund comfortably outperformed, but the fund is situated in the IA Specialist 
sector, so this is what is contained in the composite benchmark, and the fund underperformed by a 
reasonable margin on this basis. 
 
Changes 
 
We are recommending no changes to the portfolio this quarter. 
 
Balanced Growth Portfolio 
 
The Balanced Growth Portfolio produced a good, positive return.  It underperformed its composite 
benchmark this quarter, although it did outperform its most comparable IA sector average.  The latest 
1-year portfolio volatility figure is marginally below that of the composite benchmark and the absolute 
number has marginally decreased versus the previous quarter to a level close to the average 
annualised volatility since the portfolio’s launch. 
 
The overweight to equities and underweight to fixed income were positive based on their relative 
performance.  The main contributors to performance, both positive and negative, are highlighted 
within the sections below. 
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Cash/Multi-Asset, Absolute Return 
 
Both absolute return funds produced a relatively small, positive return but underperformed their IA 
sector average, although they did outperform cash. 
 
Fixed Income 
 
From an absolute return perspective, global bonds, both government and credit, performed strongly 
and outperformed their sterling counterparts with US Treasuries and emerging market debt among 
the strongest performers. 
 
Due to the above, the strongest performers in this part of the portfolio were the global bond and 
emerging market debt holdings.  The M&G Global Macro Bond fund outperformed the IA Global Bond 
sector average whilst the Pictet emerging market debt fund also outperformed its IA sector average.  
The one negative within global bonds was the Vanguard fund, as the fund’s sterling hedging reduced 
returns. 
 
The Schroder Absolute Return Bond fund has been selected for its defensive qualities and its absolute 
return was reasonably good this quarter.  It underperformed the global bond sector by a reasonable 
margin but did outperform its own IA Targeted Absolute Return sector. 
 
The Standard Life fund also underperformed the global bond sector by a reasonable margin.  The 
global index-linked market did perform strongly but the fund’s in-built sterling hedging reduced 
returns.  The fund has been selected in place of UK index-linked gilts and it outperformed on this basis. 
 
The three credit-based (strategic and investment grade) fund selections performed well in absolute 
terms whilst relative performance was neutral.  
 
Finally, the TwentyFour fund is positioned in the IA Specialist sector, which makes sector average 
comparison meaningless, although this is what is contained in the benchmark.  On this basis the fund 
significantly underperformed.  Versus conventional fixed income, the lower risk nature of the fund 
meant it lagged behind. 
 
UK Equities 
 
The average IA UK All Companies fund outperformed the main UK equity index this quarter.  Three of 
the four funds outperformed the IA sector average with the exception being Schroder Recovery, which 
produced a negative return and significantly underperformed with poor performance from stocks such 
as Marks & Spencers, Centrica and Royal Mail. 
 
International Equities 
 
The average IA Global fund outperformed the main global equity index this quarter.  Fund selection 
was mixed, as the Artemis and Merian funds underperformed their sector average whilst the Troy and 
Baillie Gifford funds outperformed. 
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Property 
 
The underweight to direct commercial property was positive, as fund returns were very muted this 
quarter with the sector average only producing a small positive return.  The BMO fund 
underperformed, producing a very small positive return, but the Janus Henderson fund outperformed, 
although the absolute return was still relatively small. 
Others 
 
The inclusion of a small allocation to infrastructure in place of commercial property was very positive 
for absolute returns, as the fund comfortably outperformed, but the fund is situated in the IA Specialist 
sector, so this is what is contained in the composite benchmark, and the fund underperformed by a 
reasonable margin on this basis. 
 
The inclusion of a small allocation to infrastructure in place of commercial property was very positive 
for absolute returns, as the fund comfortably outperformed, but the fund is situated in the IA Specialist 
sector, so this is what is contained in the composite benchmark, and the fund underperformed by a 
reasonable margin on this basis. 
 
Changes 
 
We are recommending no changes to the portfolio this quarter. 
 
Progressive Growth Portfolio 
 
The Progressive Growth Portfolio produced a good, positive return but marginally underperformed its 
composite benchmark this quarter and also underperformed its most comparable IA sector average.  
The latest 1-year portfolio volatility figure is higher than the benchmark and the absolute number has 
increased again versus the previous quarter to a level slightly higher than the one-year period to mid-
2016 (the last reading at a similar level) and there is now a reasonable difference to the average 
annualised volatility since the portfolio’s launch.  The figure, however, remains significantly below the 
highest level since launch.  This is something to monitor but we must be conscious that equity volatility 
has been relatively low over the last few years, thereby dragging down the average figure. 
 
The overweight to equities and underweight to fixed income were positive based on their relative 
performance.  The main contributors to performance, both positive and negative, are highlighted 
within the sections below. 
 
Fixed Income 
 
From an absolute return perspective, global bonds, both government and credit, performed strongly 
and outperformed their sterling counterparts with US Treasuries and emerging market debt among 
the strongest performers. 
 
Due to the above, the strongest performers in this part of the portfolio were the global bond and 
emerging market debt holdings.  The Templeton fund outperformed the IA Global Bond sector average 
whilst the Pictet emerging market debt fund also outperformed its IA sector average. 
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The three credit-based (strategic and investment grade) fund selections performed well in absolute 
terms whilst relative performance was neutral.  
 
UK Equities 
 
The average IA UK All Companies fund outperformed the main UK equity index this quarter.  Three of 
the four ‘mainstream’ funds outperformed the IA sector average with the exception being Schroder 
Recovery, which produced a negative return and significantly underperformed with poor performance 
from stocks such as Marks & Spencers, Centrica and Royal Mail.  The Merian UK Mid Cap fund also 
outperformed the sector and the main UK mid-cap index. 
 
International Equities 
 
The average IA Global fund outperformed the main global equity index this quarter.  Fund selection 
was positive overall, as the Merian fund underperformed the sector average whilst the Troy and Baillie 
Gifford funds outperformed. 
 
Regionally, the preference for Asia, Emerging Markets and Japan and lack of direct exposure to US 
equities and small exposure to Europe were all negative, given their relative market performance. 
 
In Europe there was strong outperformance from the BlackRock fund with positive contributions from 
overall sector positioning (overweight Industrials, underweight Oil & Gas) and stock selection at both 
sector (Industrials, Technology and Consumer Goods) and regional (France, Italy) level.   
 
In Asia, the BlackRock fund underperformed its sector average and own benchmark index but not by 
significant margins. 
 
In Japan, there was again very contrasting performance from the two fund selections.  The JPM fund 
outperformed strongly due to very positive sector allocation, as stock selection was neutral, but there 
was underperformance from the Man GLG fund, which continued to suffer from the 
underperformance of large cap value stocks. 
 
In Emerging Markets, the Lazard fund outperformed by a decent margin. 
 
Property 
 
The underweight to direct commercial property was positive, as fund returns were very muted this 
quarter with the sector average only producing a small positive return.  The BMO fund 
underperformed, producing a very small positive return, but the Threadneedle fund outperformed, 
although the absolute return was still relatively small. 
 
Others 
 
The inclusion of a small allocation to infrastructure in place of commercial property was very positive 
for absolute returns, as the fund comfortably outperformed, but the fund is situated in the IA Specialist 
sector, so this is what is contained in the composite benchmark, and the fund underperformed by a 
reasonable margin on this basis. 
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Changes 
 
We are recommending a couple of small changes to the portfolio this quarter.   
 
The European equity market did perform well in quarter two but we have become more negative on 
the outlook for the asset class relative to other markets.  As a result, we recommend replacing the 
BlackRock European Dynamic fund, which has performed very well within its peer group, with the 
Artemis US Select fund to provide specific US equity exposure.  The fund is already contained within 
higher risk portfolios.  
 
We have become more negative on UK commercial property and, although we are already 
underweight, at this risk level we recommend further reducing the position by 1.5% and allocating this 
to the existing infrastructure fund.  As a result of the reduced allocation, we recommend removing 
the Threadneedle UK Property fund and increasing the BMO UK Property fund weighting. 
 
Adventurous Growth 
 
The Adventurous Growth Portfolio produced a good, positive return and outperformed both its 
composite benchmark this quarter and its most comparable IA sector average, albeit not significantly.  
The latest 1-year portfolio volatility figure is higher than the benchmark and the absolute number has 
increased again versus the previous quarter to a level slightly higher than the one-year period to mid-
2016 (the last reading at a similar level) and there is now a reasonable difference to the average 
annualised volatility since the portfolio’s launch.  The figure, however, remains significantly below the 
highest level since launch.  This is something to monitor but we must be conscious that equity volatility 
has been relatively low over the last few years, thereby dragging down the average figure. 
 
The overweight to equities and underweight to fixed income were key positives this quarter.  The 
other main contributors to performance, both positive and negative, are highlighted within the 
sections below. 
 
Fixed Income 
 
From an absolute return perspective, global bonds, both government and credit, performed strongly 
and outperformed their sterling counterparts with US Treasuries and emerging market debt among 
the strongest performers. 
 
Due to the above, the strongest performer in this part of the portfolio was the Templeton fund, which 
also outperformed the IA Global Bond sector average. 
 
The TwentyFour fund produced a good return and outperformed its sector average.  
 
UK Equities 
 
The average IA UK All Companies fund outperformed the main UK equity index this quarter.  Three of 
the four ‘mainstream’ funds outperformed the IA sector average with particularly good performance 
from the LF Miton fund.  The fund benefited from good stock selection, particularly in the Retail sector, 
together with good individual stock performance.  The Merian UK Mid Cap fund also outperformed 
the sector and the main UK mid-cap index.   
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The exception was Schroder Recovery, which produced a negative return and significantly 
underperformed with poor performance from stocks such as Marks & Spencers, Centrica and Royal 
Mail. 
 
International Equities 
 
The larger weightings to Asia, Emerging Markets and Japan and lower weightings to US and European 
equities were all negative, given their relative market performance. 
 
In Europe there was strong outperformance from the BlackRock fund with positive contributions from 
overall sector positioning (overweight Industrials, underweight Oil & Gas) and stock selection at both 
sector (Industrials, Technology and Consumer Goods) and regional (France, Italy) level.  This was 
offset, however, by a slightly larger degree of underperformance from the Schroder fund.  Sector 
allocation (overweight Oil & Gas, underweight Consumer Goods) and country allocation were both 
negative, as was stock selection at both sector (Oil & Gas, Technology) and country level. 
 
In Asia, the BlackRock fund underperformed its sector average and own benchmark index but not by 
significant margins but there was decent outperformance from the First State fund. 
 
In Japan, there was again very contrasting performance from the two fund selections.  The JPM fund 
outperformed strongly due to very positive sector allocation, as stock selection was neutral, but there 
was underperformance from the Man GLG fund, which continued to suffer from the 
underperformance of large cap value stocks. 
 
In Emerging Markets, the both funds comfortably outperformed the sector average with the JPM fund 
outperformance by a reasonably large margin.  Sector allocation was positive, mainly due to the 
overweight to Financials, but stock selection at both sector (Financials) and country (China and India) 
level was the main performance driver. 
 
Property 
 
The underweight to direct commercial property was positive, as fund returns were very muted this 
quarter with the sector average only producing a small positive return.  The BMO fund 
underperformed, producing a very small positive return, but the Janus Henderson fund outperformed, 
although the absolute return was still relatively small. 
 
Others 
 
The inclusion of a small allocation to infrastructure in place of commercial property was very positive 
for absolute returns, as the fund comfortably outperformed, but the fund is situated in the IA Specialist 
sector, so this is what is contained in the composite benchmark, and the fund underperformed by a 
reasonable margin on this basis. 
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Changes 
 
We are recommending a small number of changes to the portfolio this quarter.   
 
The European equity market did perform well in quarter two but we have become more negative on 
the outlook for the asset class relative to other markets.  As a result, we recommend reducing the 
allocation to 5%, removing the Schroder European Alpha Plus fund from the portfolio and increasing 
the BlackRock European Dynamic fund to a 5% position.  We recommend adding 2% to the overall US 
equity exposure and adding the LF Miton US Opportunities to the portfolio at an equal weighting to 
the existing Artemis fund. 
 
We have become more negative on UK commercial property and, although we are already 
underweight, at this risk level we recommend further reducing the position by 1.5% and allocating this 
to the existing infrastructure fund.  As a result of the reduced allocation, we recommend removing 
the Threadneedle UK Property fund and increasing the BMO UK Property fund weighting. 
 
Specialist Growth Portfolio 
 
The Specialist Growth Portfolio produced a good, positive return.  It performed in line with its 
composite benchmark this quarter and outperformed its most comparable IA sector average.  The 
latest 1-year portfolio volatility figure is higher than the benchmark and the absolute number has 
increased again versus the previous quarter to a level slightly higher than the one-year period to mid-
2016 (the last reading at a similar level) and there is now a reasonable difference to the average 
annualised volatility since the portfolio’s launch.  The figure, however, remains significantly below the 
highest level since launch.  This is something to monitor but we must be conscious that equity volatility 
has been relatively low over the last few years, thereby dragging down the average figure. 
The main contributors to performance, both positive and negative, are highlighted within the sections 
below. 
 
UK Equities 
 
The average IA UK All Companies fund outperformed the main UK equity index this quarter.  Three of 
the five ‘mainstream’ funds outperformed the IA sector average with particularly good performance 
from the LF Miton fund.  The fund benefited from good stock selection, particularly in the Retail sector, 
together with good individual stock performance.  The Merian UK Mid Cap fund also outperformed 
the sector and the main UK mid-cap index.   
 
The exceptions were the Schroder Recovery and Man GLG funds, which both produced a negative 
return and significantly underperformed.  Both funds suffered from their value bias and a lack of 
exposure to ‘defensive’ growth stocks that continued to perform strongly despite higher valuations.  
The Schroder suffered from poor performance from stocks such as Marks & Spencers, Centrica and 
Royal Mail.  Stock selection was also negative for the Man GLG fund with three stocks particularly 
negative, Costain, Imperial Brands and Thomas Cook.   
 
International Equities 
 
The larger weightings to Asia, Emerging Markets and Japan and lower weightings to US and European 
equities were all negative, given their relative market performance. 
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In Europe there was strong outperformance from the BlackRock fund with positive contributions from 
overall sector positioning (overweight Industrials, underweight Oil & Gas) and stock selection at both 
sector (Industrials, Technology and Consumer Goods) and regional (France, Italy) level.  This was 
offset, however, by a slightly larger degree of underperformance from the Schroder fund.  Sector 
allocation (overweight Oil & Gas, underweight Consumer Goods) and country allocation were both 
negative, as was stock selection at both sector (Oil & Gas, Technology) and country level. 
 
In Asia, the BlackRock and Baillie Gifford funds underperformed their sector average and own 
benchmark indices, although not by significant margins and there was decent outperformance from 
the First State fund. 
 
In Japan, there was again very contrasting performance from the two fund selections.  The JPM fund 
outperformed strongly due to very positive sector allocation, as stock selection was neutral, but there 
was underperformance from the Man GLG fund, which continued to suffer from the 
underperformance of large cap value stocks. 
 
In Emerging Markets, the both funds comfortably outperformed the sector average with the JPM fund 
outperformance by a reasonably large margin.  Sector allocation was positive, mainly due to the 
overweight to Financials, but stock selection at both sector (Financials) and country (China and India) 
level was the main performance driver.  The selection of a specific smaller companies fund was a 
negative, given their underperformance versus large caps in the region. 
 
Changes 
 
We are recommending a small number of related changes to the portfolio this quarter.   
 
The European equity market did perform well in quarter two but we have become more negative on 
the outlook for the asset class relative to other markets.  As a result, we recommend reducing the 
allocation to 6%, removing the Schroder European Alpha Plus fund from the portfolio and increasing 
the BlackRock European Dynamic fund to a 6% position.  We recommend adding 4% to the overall US 
equity exposure and adding the LF Miton US Opportunities to the portfolio at an equal weighting to 
the existing Artemis fund. 
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Income Portfolios 
 
The absolute performance of the Income portfolios was positive across the board but relative 
performance was disappointing when compared to their respective comparative composite 
benchmarks.  Only the highest risk portfolio underperformed versus the most comparative IA sector 
averages. 
 
The tables below show the current asset allocations of the Income model portfolios, as at the end of 
June 2019, and the differences to the previous strategic asset allocations: 
 
Portfolio Allocations 
 

 
 
Differences to SAA 

 

 
 
Cautious Income Portfolio 
 
The Cautious Income Portfolio produced a good, positive return but underperformed its composite 
benchmark, although it marginally outperformed its most comparable IA sector average.  The current 
historic yield is just over 4%.  The latest 1-year portfolio volatility figure is slightly below that of the 

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%

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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composite benchmark but the absolute number has been relatively flat versus the previous quarter 
and continues to be below the average annualised 1-year volatility since the portfolio’s launch. 
 
The small overweight to equities was positive.  The large underweight to absolute return and 
preference for alternatives was positive based on relative fund performance. 
 
The main positive and negative contributors are highlighted within the sections below. 
 
Fixed Income 
 
From an absolute return perspective, global bonds, both government and credit, performed strongly 
and outperformed their sterling counterparts with US Treasuries and emerging market debt among 
the strongest performers. 
 
Due to the above, the strongest performers in this part of the portfolio were the global bond and 
emerging market debt holdings.  The Templeton fund underperformed its sector average whilst the 
Pictet emerging market debt fund outperformed its IA sector average. 
 
The Standard Life fund also underperformed the global bond sector by a reasonable margin.  The 
global index-linked market did perform strongly but the fund’s in-built sterling hedging reduced 
returns.  The fund has been selected in place of UK index-linked gilts and it outperformed on this basis. 
 
The credit-based (strategic and investment grade) fund selections performed well in absolute terms 
whilst relative performance was reasonably positive overall.  The tactically shorter duration 
positioning of the M&G Optimal Income fund contributed to its underperformance.  Specific high yield 
exposure would have been more positive, as the asset class outperformed higher grade credit, but the 
M&G Global Floating Rate High Yield fund underperformed its peer group by a reasonable margin due 
to the underperformance of floating bonds versus conventional high yield and the fund’s sterling 
hedging.  
 
UK Equities 
 
The very small overweight position, as part of the overall equity overweight, was positive this quarter. 
 
The average IA UK Equity Income fund underperformed the main UK equity index by a reasonable 
margin this quarter.  Fund selection was negative overall as, although the Threadneedle fund 
outperformed the sector average, the Premier Optimum Income fund produced a negative return and 
significantly underperformed both the sector average and main UK equity index.  The underlying 
Premier Income fund suffered from very negative stock selection, mainly in the Consumer Goods 
(Imperial Brands), Financials, Industrials and Oil & Gas (Diversified Gas & Oil) sectors. 
 
International Equities 
 
The average IA Global Equity Income fund underperformed the main global equity index this quarter.  
Fund selection was positive overall as, although the Artemis fund underperformed the sector average, 
the Fidelity Global Enhanced Dividend fund outperformed by a reasonably large margin.  The 
underlying Fidelity Global Dividend fund benefited from good stock selection across a number of 
different sectors, and regionally stock selection was strong in the UK and US. 
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Property 
 
Returns from UK commercial property funds were very muted this quarter with the sector average 
only producing a small positive return.  The BMO fund underperformed, producing a very small 
positive return, but the Janus Henderson fund outperformed, although the absolute return was still 
relatively small. 
 
Others 
 
As stated earlier, the preference for alternatives in place of absolute return was positive due to fund 
performance.  The Investec fund produced a small positive return but its lower risk, capital 
preservation approach meant that it lagged behind its sector average.  The VT Gravis infrastructure 
fund produced a good, positive return above the majority of fixed income markets but the fund is 
situated in the IA Specialist sector, so this is what is contained in the composite benchmark, and the 
fund underperformed by a reasonable margin on this basis. 
 
Changes 
 
We are recommending no changes to the portfolio this quarter. 
 
Balanced Income Portfolio 
 
The Balanced Income Portfolio produced a good, positive return but underperformed its composite 
benchmark and performed in line with its most comparable IA sector average.  The current historic 
yield is over 4.3%.  The latest 1-year portfolio volatility figure is in line with that of the composite 
benchmark and the absolute number has been relatively flat versus the previous quarter, although it 
continues to be above the average annualised 1-year volatility since the portfolio’s launch.  This is 
something to monitor but we must be conscious that equity volatility has been relatively low over the 
last few years, thereby dragging down the average figure and the current level is still marginally below 
that of the equivalent growth portfolio. 
 
The small overweight to equities was positive.  The large underweight to absolute return and 
preference for alternatives was positive based on relative fund performance. 
 
The main positive and negative contributors are highlighted within the sections below. 
 
Fixed Income 
 
From an absolute return perspective, global bonds, both government and credit, performed strongly 
and outperformed their sterling counterparts with US Treasuries and emerging market debt among 
the strongest performers. 
 
Due to the above, the strongest performers in this part of the portfolio were the global bond and 
emerging market debt holdings.  The Templeton fund outperformed its sector average whilst the 
Pictet emerging market debt fund also outperformed its IA sector average. 
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The Standard Life fund also underperformed the global bond sector by a reasonable margin.  The 
global index-linked market did perform strongly but the fund’s in-built sterling hedging reduced 
returns.  The fund has been selected in place of UK index-linked gilts and it outperformed on this basis. 
 
The credit-based (strategic and investment grade) fund selections performed well in absolute terms 
whilst relative performance was reasonably positive overall.  Specific high yield exposure would have 
been more positive, as the asset class outperformed higher grade credit, but the M&G Global Floating 
Rate High Yield fund underperformed its peer group by a reasonable margin due to the 
underperformance of floating bonds versus conventional high yield and the fund’s sterling hedging.  
 
UK Equities 
 
The underweight position relative to international equities was positive this quarter, as the UK 
underperformed on a global basis. 
 
The average IA UK Equity Income fund underperformed the main UK equity index by a reasonable 
margin this quarter.  Fund selection was negative overall as, although the Threadneedle fund 
outperformed the sector average, the Premier Optimum Income and JOHCM funds both produced a 
negative return and significantly underperformed both the sector average and main UK equity index.  
For the former, the underlying Premier Income fund suffered from very negative stock selection, 
mainly in the Consumer Goods (Imperial Brands), Financials, Industrials and Oil & Gas (Diversified Gas 
& Oil) sectors.  For the latter, sector allocation was marginally positive, so it was stock selection that 
drove the underperformance with the Consumer Services (Lookers, ITV) and Financials (Hammerson, 
Lloyds) sectors particularly negative. 
 
International Equities 
 
The average IA Global Equity Income fund underperformed the main global equity index this quarter.  
Fund selection was marginally positive overall, as the Artemis and Saracen funds underperformed the 
sector average whilst the Threadneedle and Fidelity funds outperformed, the latter by a reasonably 
large margin.  The underlying Fidelity Global Dividend fund benefited from good stock selection across 
a number of different sectors, and regionally stock selection was strong in the UK and US. 
 
Property 
 
Returns from UK commercial property funds were very muted this quarter with the sector average 
only producing a small positive return.  The BMO fund underperformed, producing a very small 
positive return, but the Janus Henderson fund outperformed, although the absolute return was still 
relatively small. 
 
Others 
 
As stated earlier, the preference for alternatives in place of absolute return was positive due to fund 
performance.  The Investec fund produced a small positive return but its lower risk, capital 
preservation approach meant that it lagged behind its sector average.  The VT Gravis infrastructure 
fund produced a good, positive return above the majority of fixed income markets but the fund is 
situated in the IA Specialist sector, so this is what is contained in the composite benchmark, and the 
fund underperformed by a reasonable margin on this basis. 
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Changes 
 
We are recommending no changes to the portfolio this quarter. 
 
Progressive Income Portfolio 
 
The Progressive Income Portfolio produced a good, positive return but underperformed its composite 
benchmark and its most comparable IA sector average.  The current historic yield is just under 4.6%.  
The latest 1-year portfolio volatility figure is higher than the benchmark and the absolute number has 
marginally increased versus the previous quarter to a level slightly higher than the one-year period to 
mid-2016 (the last reading at a similar level) and there is now a reasonable difference to the average 
annualised volatility since the portfolio’s launch.  The figure, however, remains significantly below the 
highest level since launch.  This is something to monitor but we must be conscious that equity volatility 
has been relatively low over the last few years, thereby dragging down the average figure and the 
current level is still below that of the equivalent growth portfolio. 
 
The very small underweight to equities and the preference for some alternative funds instead of fixed 
income were negative based on relative fund performance. 
 
The main positive and negative contributors are highlighted within the sections below. 
 
Fixed Income 
 
From an absolute return perspective, global bonds, both government and credit, performed strongly 
and outperformed their sterling counterparts with US Treasuries and emerging market debt among 
the strongest performers. 
 
Due to the above, the strongest performers in this part of the portfolio were the global bond and 
emerging market debt holdings.  The Templeton fund outperformed its sector average whilst the 
Pictet emerging market debt fund also outperformed its IA sector average. 
 
The credit-based (strategic and investment grade) fund selections performed well in absolute terms 
whilst relative performance was reasonably positive overall.  Specific high yield exposure would have 
been more positive, as the asset class outperformed higher grade credit, but the M&G Global Floating 
Rate High Yield fund underperformed its peer group by a reasonable margin due to the 
underperformance of floating bonds versus conventional high yield and the fund’s sterling hedging.  
 
UK Equities 
 
The underweight position relative to international equities was positive this quarter, as the UK 
underperformed on a global basis. 
 
The average IA UK Equity Income fund underperformed the main UK equity index by a reasonable 
margin this quarter.  Fund selection was negative as, although the Threadneedle and Marlborough 
funds outperformed the sector average, the remaining three funds produced a negative return and 
significantly underperformed both the sector average and main UK equity index.  For the Premier fund, 
the underlying Premier Income fund suffered from very negative stock selection, mainly in the 
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Consumer Goods (Imperial Brands), Financials, Industrials and Oil & Gas (Diversified Gas & Oil) sectors.  
For the JOHCM fund, sector allocation was marginally positive, so it was stock selection that drove the 
underperformance with the Consumer Services (Lookers, ITV) and Financials (Hammerson, Lloyds) 
sectors particularly negative.  The Schroder funds suffered with poor performance from stocks such 
as Marks & Spencers, Centrica and Royal Mail. 
 
International Equities 
 
The average IA Global Equity Income fund underperformed the main global equity index this quarter.  
Fund selection was marginally positive overall, as the Artemis and Saracen funds underperformed the 
sector average whilst the Threadneedle and Fidelity funds outperformed, the latter by a reasonably 
large margin.  The underlying Fidelity Global Dividend fund benefited from good stock selection across 
a number of different sectors, and regionally stock selection was strong in the UK and US. 
 
Property 
 
Returns from UK commercial property funds were very muted this quarter with the sector average 
only producing a small positive return.  The BMO fund underperformed, producing a very small 
positive return, but the Threadneedle fund outperformed, although the absolute return was still 
relatively small. 
 
Others 
 
As stated earlier, the preference for alternatives in place of absolute return was positive due to fund 
performance.  The VT Gravis infrastructure fund produced a good, positive return above the majority 
of fixed income markets but the fund is situated in the IA Specialist sector, so this is what is contained 
in the composite benchmark, and the fund underperformed by a reasonable margin on this basis. 
 
Changes 
 
We are recommending no changes to the portfolio this quarter. 
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SRI Portfolios 
 
Strategic Asset Allocations 
 
We last made some changes to the high level asset allocations in the first quarter of 2018 and we are 
proposing some further changes this quarter. 
 
Below are the current strategic asset allocations that became effective in February 2018: 
 

 
 
All the SRI strategic asset allocations, and consequently the model portfolios, currently have higher 
allocations to equities than their non-SRI counterparts, mainly due to the lack of property, absolute 
return and alternative investments.  This is not a problem in itself but volatility levels are starting to 
increase relative to their Growth and Income equivalents, so a reduction to risk seems appropriate.  
Also, as the fixed income components of the actual portfolios will be almost exclusively credit-based, 
we recommend using cash as an active asset allocation position as part of this process. 
 
Below are the recommended new strategic asset allocations, to become effective from 1st August 
2019: 
 

 
 
The tables below show the model asset allocations of the SRI model portfolios, as at the end of June 
2019, and the differences to the main strategic asset allocations (before the changes highlighted 
above): 
 

Risk Level SRI Cautious SRI Balanced SRI Progressive

Asset Allocation % % %

UK Equities 12.00% 24.50% 33.50%

International Equities 11.50% 24.50% 29.00%

Specialist Equities 0.00% 0.00% 4.00%

Fixed Interest 74.50% 49.00% 31.50%

Cash 2.00% 2.00% 2.00%

Risk Level SRI Cautious SRI Balanced SRI Progressive

Asset Allocation % % %

Platform Charge 2.00% 2.00% 2.00%

UK Equities 9.00% 22.00% 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 10.00% 7.00% 7.00%

100.00% 100.00% 100.00%
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Portfolio Allocations 
 

 
 
Differences to SAA 
 

 
 
Performance 
 
All three portfolios produced strong returns for their risk level and outperformed their respective 
composite benchmarks and most comparable IA sector averages.  The latest 1-year portfolio volatility 
figure for the SRI Cautious portfolio is very marginally above that of the composite benchmark and the 
absolute number has increased versus the previous quarter to a level very similar to that of 2017 and 
is now at a similar level to the average annualised volatility since the portfolio’s launch.  As with the 
strategic asset allocations mentioned earlier, portfolio volatility is a reasonable amount above the 
equivalent Growth and Income portfolios.  This is taken into account within the Changes section 
below. 
 
The other two portfolios have also seen further increases in their volatility figures to be comfortably 
above their respective benchmarks and their average annualised volatility since their launch with the 
latest figures being the highest 1-year figures since their launch.  As with the strategic asset allocations 
mentioned earlier, portfolio volatility is a reasonable amount above the equivalent Growth and 
Income portfolios.  This is taken into account within the Changes section below. 
 
Below are comments relating to positive and negative fund contributors. 
 
 
 

Risk Level SRI Cautious SRI Balanced SRI Progressive

Asset Allocation % % %

UK Equities 9.00% 21.50% 30.00%

International Equities 14.50% 27.50% 36.00%

Specialist Equities 0.00% 0.00% 0.00%

Fixed Interest 74.50% 49.00% 32.00%

Cash 2.00% 2.00% 2.00%

100.00% 100.00% 100.00%

Risk Level SRI Cautious SRI Balanced SRI Progressive

Asset Allocation % % %

UK Equities -3.00% -3.00% -3.50%

International Equities 3.00% 3.00% 7.00%

Specialist Equities 0.00% 0.00% -4.00%

Fixed Interest 0.00% 0.00% 0.50%

Cash 0.00% 0.00% 0.00%

0.00% 0.00% 0.00%
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Fixed Income 
 
From an absolute return perspective, global bonds, both government and credit, performed strongly 
and outperformed their sterling counterparts with US Treasuries and emerging market debt among 
the strongest performers.  As the funds in the portfolio are sterling-based, this was held back absolute 
returns. 
 
Most ethical fixed income funds do not invest in conventional UK gilts or UK index-linked gilts, which 
was a positive this quarter, as they underperformed credit markets.  Fund performance versus the 
fixed income index in the composite benchmark was positive with only the Amity Short Dated Bond 
fund underperforming due to the underperformance of shorter-dated assets during the period.  
 
UK Equities 
 
The underweight to UK equities and the preference for international equities was positive this quarter, 
as the main UK equity market underperformed on a global basis. 
 
The average IA UK All Companies fund outperformed the main UK equity index this quarter but the 
average IA UK Equity Income fund underperformed.  The strong performance of the ‘growth’ 
investment style was very positive for ethical/SRI funds, which typically have a growth bias.  All four 
funds in the UK All Companies sector outperformed their sector average with particularly strong 
performance from the Kames and Liontrust funds, which benefited all the portfolios.  The BMO fund 
also outperformed its sector average by a reasonably large margin but the Unicorn fund only produced 
a small positive return and, so, underperformed its sector by a decent margin. 
 
International Equities 
 
The portfolio overweight versus the strategic asset allocation was marginally positive, given their 
outperformance of UK equities and the strong return from the main global equity market. 
 
The average IA Global fund outperformed the main global equity index this quarter, so this was a slight 
tailwind for the portfolios and fund selection was very positive, as all six funds outperformed both the 
sector average and the main global equity index.  
 
Changes 
 
Due to the changes to the strategic asset allocations mentioned earlier, we are recommending a 
number of changes to the portfolios this quarter. 
 
For each portfolio we recommend allocating to cash in line with the new strategic asset allocations, a 
neutral position to UK equities, a small overweight to international equities and a small underweight 
to fixed income. 
 
For the SRI Cautious portfolio, this means a reduction to both global equity funds and a reduction to 
the relevant fixed income funds to bring the latter all to a 10% weighting.  The Royal London Short 
Term Money Market fund will be added as the new cash holding. 
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For the SRI Balanced portfolio, this means a very small increase to UK equities, which will be through 
the Unicorn fund, a reduction to three of the global equity funds down to 5% each and a reduction to 
two of the fixed income funds to bring them to a 7% weighting.  The Royal London Short Term Money 
Market fund will be added as the new cash holding. 
 
For the SRI Progressive portfolio, this means an increase to UK equities, which will be through the two 
income fund holdings, a reduction to three of the global equity funds and a reduction to three of the 
fixed income funds.  The Royal London Short Term Money Market fund will be added as the new cash 
holding. 
 

Summary 
 
This year there has been a significant pivot in the expectations for US interest rates, which has had an 
effect on all asset classes globally. The fixed income market is pricing in more interest rate cuts for 
2019 and 2020 than the US Federal Reserve dot plots suggest, which is not the first time in recent 
months that there has been a disagreement. It is likely that the Federal Reserve will cut interest rates 
this year but the question, as always, is ‘has the market over(under)-reacted?’. A flat yield curve 
typically indicates an oncoming recession but there are very few other economic indicators pointing 
in this direction. PMI data is slowing, but this relates primarily to manufacturing and the services sector 
continues to expand globally. 
 
Economic growth has slowed globally and is expected to continue slowing, which has led investors to 
conclude that central banks will support economic growth through monetary policy. The European 
Central Bank (ECB) is considering re-starting QE, China continues to add stimulus, albeit at lower levels, 
and the Bank of Japan remains in accommodative mode, so the US is not alone. All this should help to 
support economic growth and prevent a larger slowdown – it is unlikely to stimulate growth but may 
provide further support for asset prices. One consequence of a change to US monetary policy may be 
a weaker US dollar, which would be positive for Asia and emerging markets, but if economic growth 
slowed further than expected then the dollar could be popular as a safe haven for investors. Central 
banks are able to loosen monetary policy because global inflation remains well contained and there 
are few indications this is going to change. Currency weakness is often a cause of short-term inflation, 
as has been seen in the UK recently, but most countries seem to prefer this at present. 
 
Our favoured asset class over the medium to longer-term is equities, although markets have moved 
up relatively significantly in a short space of time and so we would not look to be overly aggressive. 
Economic growth is slowing but the interest rate/monetary policy environment has become more 
supportive and current corporate earnings expectations are not overly ambitious. The main risks are 
that economic growth slows much quicker than expected leading to an increasing probability of 
recession, which would likely lead to further monetary easing, or, conversely, if economic growth is 
better than expected meaning interest rate cut expectations have been overdone. In equities, we are 
positive on Asia, emerging markets and Japan, but more negative on Europe despite potential 
monetary policy support, as the impact could be less and there are a number of political uncertainties. 
 
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 
to remain a safe haven during more difficult times, but current yields indicate a natural limitation on 
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absolute returns. Credit spreads are relatively tight versus government bonds, making them 
vulnerable to any increase in underlying government bond yields plus any widening of credit spreads. 
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. 
 
The rise in equity markets has provided investors with a lower margin of safety due to higher valuation 
levels and, combined with weakening economic fundamentals, the entry point for equities is not as 
attractive as it was at the start of the year. Risk still needs to be considered, as when an economic 
downturn does occur high levels of leverage are likely to impact negatively, and operational gearing 
for some companies will have risen. This suggests investors should continue to hold diversified 
portfolios rather than trying to win by making a few big calls. There remains the possibility of policy 
mistakes by central banks and whilst it is accepted that the sensitivity of the global economy to a rise 
in interest rates has increased, it is impossible to measure the extent of this. 
 
 
 
Stewart Smith 
Investment Research Manager 
RSMR 
July 2019
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