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

Quarterly Market Commentary 
 
Following the significant falls in equity markets at the end of 2018, the first quarter of 2019 provided 
some respite for investors with the global equity market showing a strong return, fixed income 
producing good, positive returns.  UK direct commercial property returns were positive, although far 
from spectacular.  The main catalyst seemed to be US Federal Reserve comments regarding a 
prolonged pause in US interest rate policy with many commentators, and the market, now expecting 
the next move to be an interest rate cut.  This alleviated some of the concerns around the slowdown 
in global economic growth, the ongoing China/US trade tariff negotiations, geopolitics and the global 
reduction in quantitative easing, amongst others. 
 
Returns from the major equity markets were strong from a sterling investor’s perspective, but they 
were stronger in local currency terms, being around 3%-5% higher in absolute terms due to relative 
currency movements.  The US market was the main driver of global returns, followed closely by the 
UK.  Europe, Asia and EM underperformed but Japan was the main laggard, albeit still producing a 
reasonable positive return.  Smaller companies outperformed globally, although there were regional 
variations, and growth outperformed value in most markets, as did quality. 
 
The UK stock market had a strong quarter despite the continued Brexit uncertainty, weakening 
economic growth, falling consumer confidence, and future corporate investment being postponed.  
All sections of the market performed well with little difference between large and mid-caps and, unlike 
many other markets, value marginally outperformed growth.  Europe performed strongly but lagged 
the main global market, as concerns about the economic backdrop remain.  A noticeable factor was 
the strong outperformance of growth over value.  
 
The US market returned to leading the way, as market valuations became more reasonable following 
Q4’s falls and the interest rate environment became more supportive.  There was particularly strong 
performance from mid-caps and smaller companies despite evidence of a slowdown from peak 
economic growth levels.  There has been no resolution to the US/China trade tariff talks but things 
seem to be moving in the right direction and this has been seen positively. 
 
Asian equity markets performed well but underperformed on a global basis, as evidence of a 
slowdown in Chinese economic data continues.  This is seen negatively by many but is part of the 
government’s plan to engineer a steadier, consumer-driven growth environment with less reliance on 
debt.  The Chinese equity market performed very strongly this quarter, producing double-digit returns, 
and this helped the performance of Hong Kong stocks.  Growth significantly outperformed value but, 
unlike other regions, smaller companies underperformed.  Economic growth is reasonable in the 
region with pockets of strength and weakness.  The US/China trade negotiations are having a knock-
on effect for the Asian region, but a positive resolution seems nearer.  Japanese equities lagged again 
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with growth significantly outperforming value despite little change to the economic backdrop of low 
but steady economic growth, low inflation, ongoing demographic issues but continued monetary 
policy support from the central bank. 
 
In fixed income, sterling-hedged strategies outperformed their non-hedged equivalents due to relative 
currency movements.  Credit outperformed government bonds both in the UK and globally, with 
particularly good performance from sterling credit and global high yield, but the outperformance of 
long-dated assets was positive for particular government bond markets, including UK and global index-
linked.  Local currency Emerging Market Debt was the main laggard. 
 
UK commercial property produced positive monthly returns with income rather than capital 
appreciation being the main driver, although the levels of absolute returns have been reducing.  The 
industrials and offices sectors continue to lead the way, but we saw underperformance and a negative 
return from the retail sector as a whole. 
 

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. 
UK Gilt for any UK gilt holdings and UK All Companies for any UK equity growth). 
 

Strategic Asset Allocations 
 
We last made some changes to the high-level asset allocations in the January 2018 quarterly review, 
but we are proposing some small changes this quarter. 
 
The Cautious and Balanced portfolios have had long-standing allocations to absolute return funds and 
it makes sense to incorporate an absolute return weighting into those strategic allocations.  The new 
allocations will be taken from a combination of fixed income and equities. 
 
Below are the new strategic asset allocations 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 
March 2019, and the differences to the previous strategic asset allocations: 
 
Portfolio Allocations 

 

 
 

Differences to SAA 
 

 
 
Cautious Growth Portfolio 
 
The Cautious Growth Portfolio produced a good, positive return but underperformed its composite 
benchmark this quarter and also underperformed 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 versus the previous quarter to its highest level in around 18 months, albeit still well below 
the average annualised 1-year volatility since the portfolio’s launch. 
 

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 10.00% 10.00% 10.00% 10.00% 0.00%

Fixed Interest 53.00% 34.00% 22.00% 7.00% 0.00%

Absolute Return 20.00% 10.00% 0.00% 0.00% 0.00%0.00%
Others 0.00% 0.00% 0.00% 0.00% 0.00%

Risk Level Cautious Balanced Progressive Adventurous Specialist

Asset Allocation % % % % %

Cash 0.00% 0.00% 0.00% 0.00% 0.00%

UK Equities -2.50% -4.50% -2.00% -2.00% -4.00%

International Equities -2.50% 2.50% 5.00% 5.00% 4.00%

Property 0.00% 0.00% 0.00% 0.00% 0.00%

Fixed Interest -15.00% -8.00% -3.00% -3.00% 0.00%

Absolute Return 20.00% 10.00% 0.00% 0.00% 0.00%

Others 0.00% 0.00% 0.00% 0.00% 0.00%
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The underweight to equities and fixed income and an overweight to absolute return were key 
negatives this quarter based on their relative performance. 
 
The main contributors to performance, both positive and negative, are highlighted within the sections 
below. 
 
Multi-Asset, Absolute Return 
 
The allocation to absolute return in favour of fixed income and equities was negative based on the 
general underperformance of absolute return strategies and the returns of the underlying portfolio 
funds.  
 
The Church House and Invesco funds both produced a positive return and outperformed the sector 
average, but the Jupiter fund had a very disappointing quarter, producing a larger than expected 
negative return.  The fund is positioned with a negative beta and so suffered from the strong rise in 
global equity markets, particularly the US.  It also suffered from its value bias and being short a number 
of highly leveraged growth stocks that performed strongly. 
 
Fixed Income 
 
From an absolute return perspective, UK government bonds, both conventional and index-linked 
performed strongly whilst credit rebounded well after a tough final quarter of 2018.  Sterling-based 
fixed income investments generally outperformed their overseas counterparts, so having mainly 
sterling-based fixed income funds in the portfolio was more positive for absolute performance. 
 
The very small exposure to conventional UK gilts and the lack of exposure to UK index-linked gilts were 
both negative, as they produced good returns, driven by long-dated assets.  The global government 
bond market was a key underperformer, so only having small direct conventional exposure was 
beneficial.  In addition, having a sterling hedged share class for the Vanguard fund was a further 
positive.  The M&G Global Macro Bond fund underperformed but the Standard Life fund performed 
well, benefiting from the outperformance of inflation-linked bonds over conventional bonds and 
having an in-built sterling hedge. 
 
The four credit-based (strategic and investment grade) fund selections performed well in absolute 
terms whilst relative performance was reasonable.  Specific high yield exposure was positive, as the 
asset class outperformed higher grade credit, but the M&G Global Floating Rate High Yield fund 
underperformed its peer group. 
 
Emerging Market Debt underperformed this quarter and the Pictet fund underperformed its peer 
group, although this contains local currency, hard currency and blended funds and so it not the most 
accurate comparator.  The fund did marginally underperform its own benchmark index. 
 
The Schroder Absolute Return Bond fund has been selected for its defensive qualities and its absolute 
return was good this quarter.  It also outperformed the global bond market but did underperform 
most of the sterling bond markets and the IA sterling fixed income sectors. 
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UK Equities  
 
The portfolio underweight versus the strategic asset allocation was only marginally positive, as the 
main UK equity market only marginally underperformed on a global basis. 
 
The average IA UK All Companies fund marginally underperformed the main UK equity index, as larger 
companies again performed well this quarter.  The Investec fund produced a double-digit return and 
outperformed both its sector average and the main UK equity index by reasonable margins. 
 
International Equities 
 
The portfolio underweight versus the strategic asset allocation was marginally negative given the large 
positive return from the main global equity market. 
 
The average IA Global fund marginally outperformed the main global equity index this quarter, but 
fund selection was negative, as the Artemis fund underperformed its sector average by a reasonably 
large margin. 
 
Property 
 
Direct commercial property fund returns were more muted this quarter with the sector average only 
producing a small positive return.  The Janus Henderson fund outperformed the sector average, but 
the BMO fund underperformed seeing a very small negative return. 
 
Changes 
 
We are proposing a small number of changes this quarter. 
 
We have become less positive on the outlook for multi-asset absolute return funds, given that the 
interest rate outlook has changed quite significantly, which means the returns on these funds’ cash 
holdings (mainly to support derivative positions) will remain low.  As a result, we recommend reducing 
the portfolio allocation in line with the new strategic asset allocation position, which will be taken 
from the Jupiter and Invesco funds. 
 
We have become less negative on government bonds, both UK and global, so we recommend 
increasing the UK gilt exposure by 2% and increasing global bonds by 3%.  For the latter, we 
recommend adding the LeggMason Brandywine Global Fixed Income fund, which will provide 
relatively conventional, unhedged exposure to global bonds to complement the other global bonds 
funds currently in the portfolio. 
 
We are also recommending a small change to our property exposure.  We are conscious of the issues 
surrounding Brexit, but we still believe the asset class represents good, long-term diversification, 
although returns are likely to be weaker than in recent years.  We would, however, like to diversify a 
small amount of our exposure into the VT Gravis UK Infrastructure Income fund, which is already held 
in other portfolios. 
 
 
Balanced Growth Portfolio 
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The Balanced Growth Portfolio produced a good, positive return and very marginally outperformed 
its composite benchmark this quarter and also marginally outperformed its most comparable IA sector 
average.  The latest 1-year portfolio volatility figure is in line with the benchmark, but the absolute 
number has increased versus the previous quarter to its highest level since the one-year period to 
mid-2016, although it is now in line with the average annualised volatility since the portfolio’s launch. 
 
The underweight to equities and fixed income and an overweight to absolute return were key 
negatives this quarter based on their relative performance. 
 
The main contributors to performance, both positive and negative, are highlighted within the sections 
below. 
 
Multi-Asset, Absolute Return 
 
The allocation to absolute return in favour of fixed income and equities was negative based on the 
general underperformance of absolute return strategies and the returns of the underlying portfolio 
funds.  
 
The Church House and Invesco funds both produced a positive return and outperformed their sector 
average. 
 
Fixed Income 
 
From an absolute return perspective, UK government bonds, both conventional and index-linked 
performed strongly whilst credit rebounded well after a tough final quarter of 2018.  Sterling-based 
fixed income investments generally outperformed their overseas counterparts, so having mainly 
sterling-based fixed income funds in the portfolio was more positive for absolute performance. 
 
The very small exposure to conventional UK gilts and the lack of exposure to UK index-linked gilts were 
both negative, as they produced good returns, driven by long-dated assets.  The global government 
bond market was a key underperformer, so only having a small amount of direct conventional 
exposure was beneficial.  In addition, having a sterling hedged share class for the Vanguard fund was 
a further positive.  The M&G Global Macro Bond fund underperformed but the Standard Life fund 
performed well, benefiting from the outperformance of inflation-linked bonds over conventional 
bonds and having an in-built sterling hedge. 
 
The three credit-based (strategic and investment grade) fund selections performed well in absolute 
terms whilst relative performance was reasonable.  
 
Emerging market debt underperformed this quarter and the Pictet fund underperformed its peer 
group, although this contains local currency, hard currency and blended funds and so it not the most 
accurate comparator.  The fund did marginally underperform its own benchmark index. 
 
The Schroder Absolute Return Bond fund has been selected for its defensive qualities and its absolute 
return was good this quarter.  It also outperformed the global bond market but did underperform 
most of the sterling bond markets and the IA sterling fixed income sectors. 
 
UK Equities 
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The portfolio underweight versus the strategic asset allocation was only marginally positive, as the 
main UK equity market only marginally underperformed on a global basis. 
 
The average IA UK All Companies fund marginally underperformed the main UK equity index, as larger 
companies again performed well this quarter.  The Investec and Merian funds both produced a double-
digit return and outperformed both their sector average and the main UK equity index by reasonable 
margins, the Franklin fund performed in line with the sector, but the Schroder fund underperformed 
by a reasonably large margin. 
 
International Equities 
 
The portfolio underweight versus the strategic asset allocation was marginally negative given the large 
positive return from the main global equity market. 
 
The average IA Global fund marginally outperformed the main global equity index this quarter.  Fund 
selection was positive overall with the Merian, Troy and Baillie Gifford funds all producing a double-
digit return and outperforming the sector average, the latter by the greatest margin, but the Artemis 
fund underperformed by a reasonably large margin.  The Baillie Gifford fund benefited from strong 
stock selection across regions (US and Emerging Markets) and sectors (Health Care, Financials, 
Consumer Discretionary), as overall regional and sector positioning was negative. 
 
Property 
 
Direct commercial property fund returns were more muted this quarter with the sector average only 
producing a small positive return.  The Janus Henderson fund outperformed the sector average, but 
the BMO fund underperformed seeing a very small negative return. 
 
Changes 
 
We are proposing one change this quarter. 
 
We are recommending a small change to our property exposure.  We are conscious of the issues 
surrounding Brexit, but we still believe the asset class represents good, long-term diversification, 
although returns are likely to be weaker than in recent years.  We would, however, like to diversify a 
small amount of our exposure into the VT Gravis UK Infrastructure Income fund, which is already held 
in other portfolios. 
 
Based on the new strategic asset allocations the portfolio is neutral to absolute return, has a smaller 
underweight to UK equities, a larger overweight to international equities and a small underweight to 
fixed income, all positions we are comfortable with.  
 
 
Progressive Growth Portfolio 
 
The Progressive Growth Portfolio produced a good, positive return and very marginally outperformed 
its composite benchmark this quarter, although it marginally underperformed its most comparable IA 
sector average.  The latest 1-year portfolio volatility figure is higher than the benchmark and the 
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absolute number has increased versus the previous quarter to its highest level since the one-year 
period to mid-2016 and is now marginally above the average annualised 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. 
 
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, UK government bonds, both conventional and index-linked 
performed strongly whilst credit rebounded well after a tough final quarter of 2018.  Sterling-based 
fixed income investments generally outperformed their overseas counterparts, so having mainly 
sterling-based fixed income funds in the portfolio was more positive for absolute performance. 
 
The lack of exposure to both conventional UK gilts and UK index-linked gilts was negative, as they 
produced good returns, driven by long-dated assets.  The global government bond market was a key 
underperformer, so having no direct conventional exposure was beneficial.  The Templeton fund 
produced a negative return and underperformed its peer group average.  The main negatives were 
the interest rate positioning (particularly being underweight in the US and Europe and overweight 
select Emerging Markets) and credit exposure (underweight investment grade) whilst currency 
positioning (underweight Euro and Yen, overweight Mexican peso) was positive. 
 
The three credit-based (strategic and investment grade) fund selections performed well in absolute 
terms whilst relative performance was reasonable.  
 
Emerging market debt underperformed this quarter and the Pictet fund underperformed its peer 
group, although this contains local currency, hard currency and blended funds and so it not the most 
accurate comparator.  The fund did marginally underperform its own benchmark index. 
 
UK Equities 
 
The portfolio underweight versus the strategic asset allocation was only marginally positive, as the 
main UK equity market only marginally underperformed on a global basis. 
 
The average IA UK All Companies fund marginally underperformed the main UK equity index, as larger 
companies again performed well this quarter.  The Investec and Merian UK Alpha funds both produced 
double-digit returns and outperformed both their sector average and the main UK equity index by 
reasonable margins, the Merian UK Mid-Cap fund performed in line with its index, the Franklin fund 
performed in line with the sector, but the Schroder fund underperformed by a reasonably large 
margin. 
 
International Equities 
 
The portfolio overweight versus the strategic asset allocation was positive given the large positive 
return from the main global equity market.  In terms of regional exposure, having no direct US equity 
exposure was negative given the market’s outperformance this quarter. 
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The average IA Global fund marginally outperformed the main global equity index this quarter.  Fund 
selection was positive with all three funds producing double-digit returns and outperforming the 
sector average, the Baillie Gifford fund by the greatest margin.  It benefited from strong stock selection 
across regions (US and Emerging Markets) and sectors (Health Care, Financials, Consumer 
Discretionary), as overall regional and sector positioning was negative. 
 
Regional fund selection was positive overall.  There was strong outperformance from the BlackRock 
fund in Europe with positive contributions from sector and country positioning, but stock selection 
was the main performance driver, particularly in the Healthcare, Industrials and Consumer Goods 
sectors.  The BlackRock Asia fund also outperformed by a reasonable margin and the JPM fund 
outperformed very strongly in Japan.  The latter benefited from positive sector allocation but mainly 
from very positive stock selection, particularly in the Information & Communication sector.  There was 
also reasonably large underperformance from the Man GLG and Lazard funds.  The Man GLG fund 
suffered from the underperformance of both large cap companies versus medium-sized and smaller 
companies and the large underperformance of value versus growth.  The Lazard fund also suffered 
from the large underperformance of value versus growth within Emerging Markets. 
 
Property 
 
Direct commercial property fund returns were more muted this quarter with the sector average only 
producing a small positive return.  Both of our fund selections underperformed the sector with the 
BMO fund seeing a very small negative return. 
 
Changes 
 
We are proposing a number of small changes this quarter. 
 
We have changed some of our overseas equity asset allocation views recently and we would like to 
reflect these in the portfolios.  We have become less positive on Europe relative to some of the other 
markets and would recommend reducing the portfolio allocation.  At the same time, we have become 
more positive on Asia and Emerging Markets and would recommend a small increase to both regions 
through the existing holdings. 
 
We are recommending a small change to our property exposure.  We are conscious of the issues 
surrounding Brexit, but we still believe the asset class provides good, long-term diversification, 
although returns are likely to be weaker than in recent years.  We would, however, like to diversify a 
small amount of our exposure into the VT Gravis UK Infrastructure Income fund, which is already held 
in other portfolios. 
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Adventurous Growth 
 
The Adventurous Growth Portfolio produced a good, positive return but very marginally 
underperformed its composite benchmark this quarter, and marginally 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 versus the previous quarter to its highest level since the one-
year period to mid-2016 and is now above the average annualised 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. 
 
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, UK government bonds, both conventional and index-linked 
performed strongly whilst credit rebounded well after a tough final quarter of 2018.  Sterling-based 
fixed income investments generally outperformed their overseas counterparts, so having mainly 
sterling-based fixed income funds in the portfolio was more positive for absolute performance. 
 
The lack of exposure to both conventional UK gilts and UK index-linked gilts was negative, as they 
produced good returns, driven by long-dated assets.  The global government bond market was a key 
underperformer, so having no direct conventional exposure was beneficial.  The Templeton fund 
produced a negative return and underperformed its peer group average.  The main negatives were 
the interest rate positioning (particularly being underweight in the US and Europe and overweight 
select Emerging Markets) and credit exposure (underweight investment grade) whilst currency 
positioning (underweight Euro and Yen, overweight Mexican peso) was positive. 
 
The TwentyFour fund performed well in absolute terms and relative performance was reasonable.  
 
UK Equities 
 
The portfolio underweight versus the strategic asset allocation was only marginally positive, as the 
main UK equity market only marginally underperformed on a global basis. 
 
The average IA UK All Companies fund marginally underperformed the main UK equity index, as larger 
companies again performed well this quarter.  The Merian UK Alpha fund produced a double-digit 
return and outperformed both its sector average and the main UK equity index by reasonable margins, 
the Merian UK Mid-Cap fund performed in line with its index, the Franklin fund performed in line with 
the sector, the Miton fund marginally underperformed but the Schroder fund underperformed by a 
reasonably large margin. 
 
International Equities 
 
The portfolio overweight versus the strategic asset allocation was positive given the large positive 
return from the main global equity market.  In terms of regional exposure, having much lower US 
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equity exposure versus the main global index was negative given the market’s outperformance this 
quarter.  Regional fund selection was positive overall.   
 
In Europe there was strong outperformance from the BlackRock fund with positive contributions from 
sector and country positioning, but stock selection was the main performance driver, particularly in 
the Healthcare, Industrials and Consumer Goods sectors.   
 
In Asia, the BlackRock fund outperformed by a reasonable margin, but the First State fund 
underperformed the sector by a larger margin.  Country allocation was negative, particularly the 
overweight to India and the underweight to China, as was sector allocation with the overweight to 
Consumer Staples the main negative.  Stock selection was also negative at sector (Consumer 
Discretionary and Financials) and country (Hong Kong) level. 
 
In Japan, the JPM fund outperformed strongly but there was reasonably large underperformance from 
the Man GLG fund.  The former benefited from positive sector allocation but mainly from very positive 
stock selection, particularly in the Information & Communication sector.  The latter suffered from the 
underperformance of both large cap companies versus medium-sized and smaller companies and the 
large underperformance of value versus growth. 
 
In Emerging Markets, the JPM Emerging Markets fund outperformed strongly but there was also 
reasonably large underperformance from the Lazard fund.  The latter suffered from the large 
underperformance of value versus growth within Emerging Markets. 
 
Property 
 
Direct commercial property fund returns were more muted this quarter with the sector average only 
producing a small positive return.  Both of our fund selections underperformed the sector with the 
BMO fund seeing a very small negative return. 
 
Changes 
 
We are proposing a number of small changes this quarter. 
 
We have changed some of our overseas equity asset allocation views recently and we would like to 
reflect these in the portfolios.  We have become less positive on Europe relative to some of the other 
markets and would recommend reducing the portfolio allocation.  At the same time, we have become 
more positive on Asia and Emerging Markets and would recommend an increase to both regions 
through the existing holdings. 
 
We are recommending a small change to our property exposure.  We are conscious of the issues 
surrounding Brexit, but we still believe the asset class provides good, long-term diversification, 
although returns are likely to be weaker than in recent years.  We would, however, like to diversify a 
small amount of our exposure into the VT Gravis UK Infrastructure Income fund, which is already held 
in other portfolios. 
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Specialist Growth Portfolio 
 
The Specialist Growth Portfolio produced a strong, positive return and outperformed its composite 
benchmark this quarter and also 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 
versus the previous quarter to its highest level since the one-year period to mid-2016 and is now above 
the average annualised 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. 
 
The main contributors to performance, both positive and negative, are highlighted within the sections 
below. 
 
UK Equities 
 
The portfolio underweight versus the strategic asset allocation was only marginally positive, as the 
main UK equity market only marginally underperformed on a global basis. 
 
The average IA UK All Companies fund marginally underperformed the main UK equity index, as larger 
companies again performed well this quarter.  The Investec and Man GLG funds produced double-
digit returns and outperformed both their sector average and the main UK equity index by reasonable 
margins, the Merian UK Mid-Cap fund performed in line with its index, the Miton fund marginally 
underperformed but the JOHCM and Schroder funds underperformed, the latter by a reasonably large 
margin. 
 
Specific smaller companies exposure was marginally negative, but the Franklin fund did outperform 
its peer group average. 
 
International Equities 
 
The portfolio overweight versus the strategic asset allocation was positive given the large positive 
return from the main global equity market.  In terms of regional exposure, having much lower US 
equity exposure versus the main global index was negative given the market’s outperformance this 
quarter.  Regional fund selection was positive overall.   
 
In Europe there was strong outperformance from the BlackRock fund in Europe with positive 
contributions from sector and country positioning, but stock selection was the main performance 
driver, particularly in the Healthcare, Industrials and Consumer Goods sectors.   
 
In Asia, both the Baillie Gifford and BlackRock funds outperformed by reasonably large margins, but 
the First State fund underperformed the sector by a larger margin.  For the latter country allocation 
was negative, particularly the overweight to India and the underweight to China, as was sector 
allocation with Consumer Staples the main negative.  Stock selection was also negative at sector 
(Consumer Discretionary and Financials) and country (Hong Kong) level. 
 
In Japan, the JPM fund outperformed strongly but there was reasonably large underperformance from 
the Man GLG fund.  The former benefited from positive sector allocation but mainly from very positive 
stock selection, particularly in the Information & Communication sector.  The latter suffered from the 
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underperformance of both large cap companies versus medium-sized and smaller companies and the 
large underperformance of value versus growth. 
 
In Emerging Markets, the JPM Emerging Markets fund outperformed strongly but there was also 
reasonably large underperformance from the Lazard fund.  The latter suffered from the large 
underperformance of value versus growth within Emerging Markets.  Smaller companies 
underperformed this quarter, but the Templeton fund comfortably outperformed its own benchmark 
index. 
 
Changes 
 
We are proposing a number of small changes this quarter. 
 
We have changed some of our overseas equity asset allocation views recently and we would like to 
reflect these in the portfolios.  We have become less positive on Europe relative to some of the other 
markets and would recommend reducing the portfolio allocation.  At the same time, we have become 
more positive on Asia and Emerging Markets and would recommend an increase to both regions 
through the existing holdings. 
 

Income Portfolios 
 
The absolute performance of the Income portfolios was very positive across the board but relative 
performance was a little disappointing when compared to their respective comparative composite 
benchmarks.  Two of the three portfolios outperformed versus their most comparative IA sector 
averages. 
 
The tables below show the current asset allocations of the Income model portfolios, as at the end of 
March 2019, and the differences to the previous strategic asset allocations: 
 
Portfolio Allocations 
 

 
 
 
 
 
 

Risk Level Cautious Balanced Progressive

Asset Allocation % % %

Cash 2.00% 2.00% 2.00%

UK Equities 8.00% 19.00% 28.50%

International Equities 12.00% 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 10.00% 10.00% 5.00%
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Differences to SAA 
 

 
 
Cautious Income Portfolio 
 
The Cautious Income Portfolio produced a good, positive return but underperformed its composite 
benchmark and performed virtually in line with its most comparable IA sector average.  The current 
historic yield is just over 4.1%.  The latest 1-year portfolio volatility figure is above that of the 
benchmark and the absolute number has increased versus the previous quarter to its highest level in 
around 18 months, albeit still below the average annualised 1-year volatility since the portfolio’s 
launch. 
 
The preference for some alternative funds instead of fixed income 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, UK government bonds, both conventional and index-linked 
performed strongly whilst credit rebounded well after a tough final quarter of 2018.  Sterling-based 
fixed income investments generally outperformed their overseas counterparts, so having mainly 
sterling-based fixed income funds in the portfolio was more positive for absolute performance. 
 
The lack of exposure to both conventional UK gilts and UK index-linked gilts was negative, as they 
produced good returns, driven by long-dated assets.  The global government bond market was a key 
underperformer and fund performance was mixed.  The Templeton fund produced a small negative 
return and underperformed its sector average, but the Standard Life fund performed well, benefiting 
from the outperformance of inflation-linked bonds over conventional bonds and having an in-built 
sterling hedge. 
 
The credit-based fund holdings performed well in absolute terms and relative performance was 
reasonable overall with the Rathbone fund producing the highest return.  Specific high yield exposure 
was positive, as the asset class outperformed higher grade credit, but the M&G Global Floating Rate 
High Yield fund underperformed its peer group. 
 

Risk Level Cautious Balanced Progressive

Asset Allocation % % %

Cash 0.00% 0.00% 0.00%

UK Equities -2.00% -4.00% -3.00%

International Equities 2.00% 2.00% 2.00%

Property 0.00% 0.00% 0.00%

Fixed Interest -10.00% -8.00% -4.00%

Absolute Return 0.00% 0.00% 0.00%

Others 10.00% 10.00% 5.00%
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Emerging Market Debt underperformed this quarter and the Pictet fund underperformed its peer 
group, although this contains local currency, hard currency and blended funds and so it not the most 
accurate comparator.  The fund did marginally underperform its own benchmark index. 
 
UK Equities 
 
The small portfolio underweight versus the strategic asset allocation was only marginally positive, as 
the main UK equity market only marginally underperformed on a global basis. 
 
The average IA UK Equity Income fund underperformed the main UK equity index this quarter, as 
larger companies outperformed mid-cap companies.  Fund selection was very marginally negative 
overall, as the Premier fund outperformed the IA sector average whilst the Threadneedle fund 
underperformed by a slightly larger margin. 
 
International Equities 
 
The portfolio overweight versus the strategic asset allocation was positive given the large positive 
return from the main global equity market. 
 
The average IA Global Equity Income fund underperformed the main global equity index by a 
reasonable margin this quarter.  Fund selection was negative, as both funds underperformed the 
sector average with the Fidelity fund lagging by a reasonably large margin.  The underlying Fidelity 
Global Dividend fund suffered from negative sector and regional positioning, particularly the large US 
underweight, but stock selection was the main reason for the underperformance with Financials and 
the US market the main contributors. 
 
Property 
 
Direct commercial property fund returns were more muted this quarter with the sector average only 
producing a small positive return.  The Janus Henderson fund outperformed the sector average, but 
the BMO fund underperformed seeing a very small negative return. 
 
Others 
 
The Investec fund produced a strong return for a lower risk, multi-asset fund and the VT Gravis fund 
produced a strong, positive return. 
 
Changes 
 
We are proposing a small number of changes this quarter. 
 
Based on the changes to the strategic asset allocations, we would recommend reducing the global 
equity exposure by 4% to a smaller overweight position and re-allocating this to the ‘Others’ holdings 
in the portfolio (Investec and VT Gravis). 
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Balanced Income Portfolio 
 
The Balanced Income Portfolio produced a good, positive return but underperformed its composite 
benchmark and its most comparable IA sector average.  The current historic yield is 4.4%.  The latest 
1-year portfolio volatility figure is slightly above the benchmark and the absolute number has 
increased versus the previous quarter to its highest level since the one-year period to mid-2014 and 
above the average annualised 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 below that of the equivalent growth 
portfolio. 
 
The small underweight to equities was negative but the preference for some alternative funds instead 
of fixed income 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, UK government bonds, both conventional and index-linked 
performed strongly whilst credit rebounded well after a tough final quarter of 2018.  Sterling-based 
fixed income investments generally outperformed their overseas counterparts, so having mainly 
sterling-based fixed income funds in the portfolio was more positive for absolute performance. 
 
The lack of exposure to both conventional UK gilts and UK index-linked gilts was negative, as they 
produced good returns, driven by long-dated assets.  The global government bond market was a key 
underperformer and fund performance was mixed.  The Templeton fund produced a negative return 
and underperformed its peer group average.  The main negatives were the interest rate positioning 
(particularly being underweight in the US and Europe and overweight select Emerging Markets) and 
credit exposure (underweight investment grade) whilst currency positioning (underweight Euro and 
Yen, overweight Mexican peso) was positive.  The Standard Life fund performed well, benefiting from 
the outperformance of inflation-linked bonds over conventional bonds and having an in-built sterling 
hedge. 
 
The credit-based fund holdings performed well in absolute terms whilst relative performance was 
reasonable overall with the Rathbone fund producing the highest return.  Specific high yield exposure 
was positive, as the asset class outperformed higher grade credit, but the M&G Global Floating Rate 
High Yield fund underperformed its peer group. 
 
Emerging Market Debt underperformed this quarter and the Pictet fund underperformed its peer 
group, although this contains local currency, hard currency and blended funds and so it not the most 
accurate comparator.  The fund did marginally underperform its own benchmark index. 
 
UK Equities 
 
The underweight versus the strategic asset allocation was only marginally positive, as the main UK 
equity market only marginally underperformed on a global basis. 
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The average IA UK Equity Income fund underperformed the main UK equity index this quarter, as 
larger companies outperformed mid-cap companies.  Fund selection was marginally negative overall, 
as the Premier fund outperformed the IA sector average whilst the Threadneedle fund 
underperformed by a slightly larger margin and the JOHCM fund also underperformed. 
 
International Equities 
 
The small overweight versus the strategic asset allocation was positive given the large positive return 
from the main global equity market. 
 
The average IA Global Equity Income fund underperformed the main global equity index by a 
reasonable margin this quarter.  Fund selection was marginally negative overall, as the Threadneedle 
and Saracen funds marginally outperformed the sector average whilst the Artemis and Fidelity funds 
underperformed, the latter by a reasonably large margin.  The underlying Fidelity Global Dividend fund 
suffered from negative sector and regional positioning, particularly the large US underweight, but 
stock selection was the main reason for the underperformance with Financials and the US market the 
main contributors.   
 
Property 
 
Direct commercial property fund returns were more muted this quarter with the sector average only 
producing a small positive return.  The Janus Henderson fund outperformed the sector average, but 
the BMO fund underperformed seeing a very small negative return. 
 
Others 
 
The Investec fund produced a strong return for a lower risk, multi-asset fund and the VT Gravis fund 
produced a strong, positive return. 
 
Changes 
 
We are not proposing any changes this quarter. 
 
Based on the new strategic asset allocations the portfolio is underweight to absolute return (has the 
same percentage allocation to Others), has a small underweight to UK equities, a larger overweight to 
international equities and a small underweight to fixed income, all positions we are comfortable with.  
 
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 4.7%.  The latest 
1-year portfolio volatility figure is above the benchmark and the absolute number has increased versus 
the previous quarter to its highest level since the one-year periods to mid-2016 and above the average 
annualised 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 below that of the equivalent growth portfolio. 
The very small underweight to equities was negative but the preference for some alternative funds 
instead of fixed income was positive based on relative fund performance. 
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The main positive and negative contributors are highlighted within the sections below. 
 
Fixed Income 
 
From an absolute return perspective, UK government bonds, both conventional and index-linked 
performed strongly whilst credit rebounded well after a tough final quarter of 2018.  Sterling-based 
fixed income investments generally outperformed their overseas counterparts, so having mainly 
sterling-based fixed income funds in the portfolio was more positive for absolute performance. 
 
The lack of exposure to both conventional UK gilts and UK index-linked gilts was negative, as they 
produced good returns, driven by long-dated assets.  The global government bond market was a key 
underperformer and the Templeton fund produced a negative return and underperformed its peer 
group average.  The main negatives were the interest rate positioning (particularly being underweight 
in the US and Europe and overweight select Emerging Markets) and credit exposure (underweight 
investment grade) whilst currency positioning (underweight Euro and Yen, overweight Mexican peso) 
was positive.   
The credit-based fund holdings performed well in absolute terms whilst relative performance was 
reasonable overall.  Specific high yield exposure was positive, as the asset class outperformed higher 
grade credit, but the M&G Global Floating Rate High Yield fund underperformed its peer group. 
 
Emerging Market Debt underperformed this quarter and the Pictet fund underperformed its peer 
group, although this contains local currency, hard currency and blended funds and so it not the most 
accurate comparator.  The fund did marginally underperform its own benchmark index. 
 
UK Equities 
 
The underweight versus the strategic asset allocation was only marginally positive, as the main UK 
equity market only marginally underperformed on a global basis. 
 
The average IA UK Equity Income fund underperformed the main UK equity index this quarter, as 
larger companies outperformed mid-cap companies.  Fund selection was marginally negative overall.  
The Premier and Marlborough funds both outperformed the IA sector average and the main UK equity 
index by reasonable margins but the Threadneedle and JOHCM funds underperformed the sector 
average and the Schroder fund underperformed by a reasonably large margin. 
 
International Equities 
 
The small overweight versus the strategic asset allocation was positive given the large positive return 
from the main global equity market. 
 
The average IA Global Equity Income fund underperformed the main global equity index by a 
reasonable margin this quarter.  Fund selection was marginally negative overall, as the Threadneedle 
and Saracen funds marginally outperformed the sector average whilst the Artemis and Fidelity funds 
underperformed, the latter by a reasonably large margin.  The underlying Fidelity Global Dividend fund 
suffered from negative sector and regional positioning, particularly the large US underweight, but 
stock selection was the main reason for the underperformance with Financials and the US market the 
main contributors.   
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Property 
 
Direct commercial property fund returns were more muted this quarter with the sector average only 
producing a small positive return.  Both of our fund selections underperformed the sector with the 
BMO fund seeing a very small negative return. 
 
Others 
 
The VT Gravis fund produced a strong, positive return, outperforming fixed income markets but 
underperforming equities. 
 
Changes 
 
We are proposing one change to the portfolio this quarter. 
 
We would like to diversity the global equity income holdings in the portfolio by adding the recently 
RSMR-rated Vanguard Global Equity Income fund, which aims to be a core holding and uses two 
underlying fund managers to balance investment styles.  The existing holdings will be adjusted to 
accommodate this. 
 
 

SRI Portfolios 
 
Strategic Asset Allocations 
 
We made some changes to the high-level asset allocations in the first quarter of 2018, but we are not 
proposing any changes this quarter 
 
Below are the current strategic asset allocation that became effective in February 2018: 
 

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

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%
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Differences to SAA 
 

 
 
Performance 
 
All three portfolios produced strong returns for their risk level but underperformed their respective 
composite benchmarks.  The latest 1-year portfolio volatility figure for the SRI Cautious portfolio is 
below the benchmark but the absolute number has increased versus the previous quarter to its 
highest level since the one-year period to mid-2017, although it remains below the average annualised 
volatility since the portfolio’s launch.   
 
The other two portfolios have also seen a large increase in their volatility figures and they are above 
their respective benchmarks and their average annualised volatility since their 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, although the current levels are also above 
those of the equivalent growth portfolios. 
 
Below are comments relating to positive and negative fund contributors. 
 
Fixed Income 
 
From an absolute return perspective, UK government bonds, both conventional and index-linked 
performed strongly whilst credit rebounded well after a tough final quarter of 2018.  Sterling-based 
fixed income investments generally outperformed their overseas counterparts, so having sterling-
based fixed income funds in the portfolio was more positive for absolute performance. 
Most ethical fixed income funds do not invest in conventional UK gilts or UK index-linked gilts, so this 
was negative, as they produced good returns, driven by long-dated assets.  Relative fund performance 
was mixed with the Liontrust and Rathbone funds the main outperformers but there was reasonably 

Risk Level SRI Cautious SRI Balanced SRI Progressive

Asset Allocation % % %

UK Equities 9.00% 19.50% 27.00%

International Equities 14.50% 29.50% 39.00%

Specialist Equities 0.00% 0.00% 0.00%

Fixed Interest 74.50% 49.00% 32.00%

Cash 2.00% 2.00% 2.00%

Risk Level SRI Cautious SRI Balanced SRI Progressive

Asset Allocation % % %

UK Equities -3.00% -5.00% -6.50%

International Equities 3.00% 5.00% 10.00%

Specialist Equities 0.00% 0.00% -4.00%

Fixed Interest 0.00% 0.00% 0.50%

Cash 0.00% 0.00% 0.00%
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large underperformance from the Amity Short Dated Bond, mainly due to the underperformance of 
short-dated assets.  
 
UK Equities 
 
The underweight versus the strategic asset allocation was only marginally positive, as the main UK 
equity market only marginally underperformed on a global basis. 
 
The average IA UK All Companies fund marginally underperformed the main UK equity index, as larger 
companies again performed well this quarter.  Ethical/SRI funds are typically very overweight to mid-
cap and smaller companies, but all four ‘growth’ funds outperformed their sector average with 
particularly strong performance from the Standard Life UK Ethical fund, which benefited the Balanced 
and Progressive portfolios.  The BMO fund underperformed its sector average, although not by a 
significant margin, but the Unicorn UK Ethical Income fund outperformed by a reasonably large 
margin. 
 
International Equities 
 
The portfolio overweight versus the strategic asset allocation was marginally positive, given their 
marginal outperformance of UK equities and the large positive 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, but fund selection was very mixed.  The Amity International fund is in all 
the portfolios, but it underperformed by a reasonably large margin, partly due to its very large 
underweight to the US equity markets.  Another large underperformer was the Stewart Investors fund, 
which suffered from negative sector (underweight Information Technology and large overweight to 
Consumer Staples) and country allocation (very large US underweight, large overweight to Germany) 
plus negative stock selection at sector and country level.  This affected the Balanced and Progressive 
portfolios.   
 
The Jupiter and Quilter funds outperformed but the main outperformer was the Pictet Global 
Environment Opportunities fund, which significantly outperformed its peer group average and the 
main global equity index.  The fund benefited from its large overweight to the Information Technology 
sector and the lack of exposure to Financials, but the main positive was stock selection, particularly in 
the Information Technology and Healthcare sectors. 
 
Changes 
 
We are recommending a couple of changes to the portfolios this quarter in relation to asset allocation.  
We propose reducing the underweight to UK equities and overweight to international equities within 
the Balanced and Progressive portfolios, as the differentials seem too high given our current asset 
allocation views.   
 
For the Balanced portfolio the UK weighting will be increased by 2%, split across four funds, and taken 
from three of the global equity funds. 
For the Progressive portfolio the UK weighting will be increased by 3%, split across all the funds, and 
taken from four of the global equity funds. 
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Summary 
 
March has marked the 10th anniversary of the start of the great bull market in global equities with US 
equity prices showing a rise of 12.5% p.a. since March 2009 (in US$), and most global stock markets 
following suit.  The factors behind this have attracted much controversy with some suspicious about 
the underlying foundations on which this bull market has been based.  Whilst it is true that some of 
the rise in asset prices has been driven by central bank policy, especially QE, other more fundamentally 
based factors have driven the market. 
 
Markets have responded enthusiastically to the more dovish positioning of the world’s central banks 
and the resulting maintenance of easier monetary conditions, with improved global liquidity expected 
to prolong the uptrend in the economic cycle.  The US Federal Reserve announced a pause in the 
interest rate cycle with the market now expecting no rate rises for the remainder of 2019 and an 
interest rate cut at some point in 2020, a large pivot from the previous quarter.  This has caused further 
yield curve flattening and, with economic data showing signs of a slowdown, this is something to 
watch very closely, particularly if it begins to affect corporate profitability and margins.  One 
consequence of this is a weakening of the US dollar, which has been very strong over the last few years 
providing a headwind to Asia and emerging markets in particular, so a reversal would be favourable 
for these regions.   
 
Inflation seems well contained globally and any slowdown in economic growth would provide 
downward pressure but would allow room for countries to cut interest rates which is more likely in 
Asia and emerging markets. At the moment the signs of softer economic conditions in both the 
developed and emerging world are undeniable, but central banks, including the People’s Bank of China 
have responded with a variety of easier monetary policies or less hawkish guidance. Forward looking 
indicators look to an upcoming improvement in economic data – in China the March manufacturing 
PMI moved above the 50 level and in the US the manufacturing PMI has increased to 55.3. 
 
Since December equity and bond markets have shown correlated gains, indicating this rally has been 
driven by the improvement in global liquidity, as well as a belief that economic fundamentals will not 
deteriorate further through a central bank policy error.  The S&P 500 is now only around 3% below its 
all-time high.  For this rally to continue, the interaction of two factors remains important – how the 
US economic cycle unfolds, and how the Federal Reserve reacts to this (assuming some form of trade 
deal emerges).   
 
The cycle could unfold in a variety of ways.  At one extreme, bad economic news could re-emerge and 
the slowdown reaccelerate.  At the other extreme, a strong rebound in economic activity causing a 
severe fall in bond markets and upward moving yields could also affect equities. In the middle of these 
two extremes lies the base case which would encompass moderate growth and inflation.  This seems 
the most likely scenario for the rest of the year at least.  A realisation by the bond markets that 
recession will be avoided, and economic growth will re-accelerate after yet another mid-cycle pause, 
could see some small backing-up in medium and longer-term yields.  How much equity prices in the 
States are factoring in expectations of lower official rates is hard to judge.  Provided any move to 
higher yields is gradual, equity markets should remain well supported knowing the Fed will maintain 
its current policy settings.   
 
Stewart Smith 
Investment Research Manager – April 2019
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