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1. Investment strategy review to 31 January 2020 

Stock markets have continued to reach new highs over the last twelve months, 
even though forecasts for economic growth were reduced due to the impact of 
the US / China trade disagreements and the Brexit saga.  Chart 1 shows how 
the FTSE World Total Return index has progressed over the last decade.  Long 
term investors have been rewarded with 10 years of strong gains after the 
difficulties of the Global Financial Crisis during 2008 and 2009. 

 
Chart 1: FTSE All-World index total return over the last decade. 

 
 

Over the last year, we retained our view that, despite growth expectations 
moderating, we are in a prolonged business cycle as Central Banks could 
provide some policy support if necessary due to the low prevailing levels of 
inflation in developed countries.  The US Federal Reserve reduced interest 
rates three times in 2019, as shown in Chart 2 below, and the ECB resumed its 
stimulus programme at the end of the year. 
  
Chart 2: US Fed Funds rate since 2015. 
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Chart 2 also shows that US interest rates remain 1.5% above the lows of recent 
years, indicating there is room for some additional easing of monetary policy if 
necessary.  While this currently appears unlikely, as recent economic releases 
have been encouraging, the fact that the Fed has the scope to move rates in 
response to developments, and that governments in advanced economies 
appear more willing to loosen fiscal policy, reinforces our confidence the 
current cycle should continue. 
 
The recent improving economic data has likely received a boost from lower US 
interest rates as well as the easing of trade tensions between the US and China.  
Given a buoyant US economy should bolster President Trump’s re-election 
prospects in the Presidential vote to be held on 3 November 2020, we expect 
him to be more emollient on trade discussions with China for a while, and to 
continue to pressure the Fed to support US output.  
 
Another support for the global economy was the decisive outcome of the UK 
General Election on 12 December 2019, which is likely to reduce the 
uncertainty around the Brexit situation.  The UK formally left the EU on 31 
January 2020 and the British Government is trying to ensure new trading 
arrangements between the UK and EU will come into force at the beginning of 
2021.  While there is still a risk of a hard Brexit, should a new trade deal not be 
reached in time, the improved clarity, together with the removal of the risk of a 
left-wing Labour government, has improved sentiment in the UK’s financial 
markets.  Sterling strengthened at the end of 2019 but remains below the 
levels it was trading at against the US dollar before the EU referendum in June 
2016, as shown in Chart 3 below, reflecting the weaker relative performance of 
the UK economy since then. 
 
Chart 3: Sterling/US dollar exchange rate since 2016. 

 
 

We note there is uncertainty about the economic impact of the coronavirus 
outbreak; it currently seems reasonable to assume the measures being taken 
should control its spread and any adverse impact is likely to be transitory.   
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Summary of global market performance 
 

Table 1 shows that, during the twelve months to 31 January 2020, global 
company shares (measured by the FTSE All-World Index) returned 17.0% in 
local currencies, and 15.8% in sterling.  UK gilts and UK index-linked gilts rose 
6.3% and 5.3%, respectively, while US Treasuries returned 9.2% in local 
currency and 9.0% in sterling.  UK commercial property rose 0.1%. 

 

Table 1: Six and twelve month market returns. 

  % Total Return  

 Six months Twelve months 

Index / sector local £ local £ 

FTSE All-World 7.4 -0.1 17.0 15.8 
MSCI World 9.1 2.2 20.1 19.7 
FTSE All-Share (£) 0.1 0.1 10.7 10.7 
S&P 500 ($) 9.0 1.2 21.0 20.7 
FTSE Europe ex-UK  6.6 -1.0 17.6 14.4 
TOPIX (Y) 8.3 0.7 9.5 9.8 
FTSE All-World Asia ex-Japan 3.8 -3.8 8.7 6.6 
FTSE Emerging Markets 3.2 -4.2 5.9 5.7 
FTSE UK Govt 5-15 years (£) 1.2 1.2 6.3 6.3 
FTSE UK Govt I-L 5-15 years (£) -2.0 -2.0 5.3 5.3 
iBOXX £ Corp Bonds (£) 4.1 4.1 11.9 11.9 
ICE US Treasury Index ($) 4.3 -3.1 9.2 9.0 
ICE US Inflation-Linked Treasury ($) 4.2 -3.3 9.7 9.4 
IA UK Direct Property (£) -0.5 -0.5 0.1 0.1 
Gold Bullion ($) 2.5 3.3 9.8 20.5 

 
Table 2 shows returns over the last three and five years.  Company shares have 
largely generated the strongest returns in sterling terms over the longer term; 
the US stock market has performed particularly well, but the UK has lagged.  UK 
commercial real estate, bonds and gold have also produced positive returns. 
 
Table 2: Three and five year market returns. 

  % Total Return  

 Three years Five years 

Index / sector local £ local £ 

FTSE All-World 36.2 30.3 53.7 71.3 
MSCI World 39.5 34.6 58.1 78.6 
FTSE All-Share (£) 18.4 18.4 35.6 35.6 
S&P 500 ($) 47.6 40.9 73.7 98.0 
FTSE Europe ex-UK  27.1 22.9 36.2 49.1 
TOPIX (Y) 17.8 16.8 32.0 63.0 
FTSE All-World Asia ex-Japan 27.6 19.7 33.7 45.3 
FTSE Emerging Markets 25.4 19.7 24.5 41.8 
FTSE UK Govt 5-15 years (£) 11.3 11.3 16.2 16.2 
FTSE UK Govt I-L 5-15 years (£) 9.4 9.4 20.6 20.6 
iBOXX £ Corp Bonds (£) 18.4 18.4 25.6 25.6 
ICE US Treasury Index ($) 13.0 7.9 12.3 28.0 
ICE US Inflation-Linked Treasury ($) 12.3 7.2 12.9 28.6 
IA UK Direct Property (£) 11.7 11.7 21.3 21.3 
Gold Bullion ($) 7.7 25.8 -11.1 44.9 

Notes: 
1. Figures as at 31 January 2020.  
2. All figures include income reinvested. 
3. Local currency indicated in index name, for single country indices. 
4. The FTSE All-World index is market cap weighted, while the MSCI World index is free-float weighted.  
5. Source: FE Analytics. 
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2. Outlook and approach  

Our asset allocation strategy has remained unchanged for several years, 
reflecting our belief we are in a prolonged era of economic growth.  We still 
expect that investing in strong, high quality businesses will prove fruitful for 
long-term investors and we continue to expect company shares should deliver 
stronger returns than bonds or cash.  We take comfort that, despite 10 years of 
strong returns from stock markets, there are few signs of investor 
over-enthusiasm, either anecdotally or from market sentiment surveys.  We 
subscribe to Sir John Templeton’s maxim that ‘bull markets are born on 
pessimism, grow on scepticism, mature on optimism and die on euphoria’, and 
with sentiment subdued, we are content to recommend a heavy allocation to 
company shares.  We will, however, continue to monitor the risks to our 
sanguine outlook. 

Another matter to which we will remain attentive is that of Environmental, 
Social and Governance (“ESG”) issues, and especially climate change, for which 
our recommended portfolios are well positioned; our preference for funds that 
invest in high quality, resilient companies leads to our model funds having a 
negligible allocation to sectors emitting the most carbon dioxide and which 
could be vulnerable to new Government initiatives.  For instance, our 
recommended funds have a minimal allocation to industries such as oil, coal, 
steel, aluminium, cement, airlines, plastics producers, conventional auto 
companies and shipping.  

Reflecting the growing public interest in Responsible Investment matters, fund 
managers have responded by launching new ESG products.  To date we have 
not recommended such funds, except for those clients who wish to exclude 
specific industries from their portfolios, and for whom this can only be 
achieved by using an ESG fund.  Our stance reflects our confidence in our 
conventional funds and the way their managers build portfolios.  We 
deliberately choose managers who take a long-term approach, and who rarely 
change the companies in their portfolios.  As these managers’ aspirations are 
to hold their investments for decades, they consider a broad range of issues 
which could impact their companies in the long-term, such as corporate 
culture, environmental practices and governance standards.  Our managers use 
their experience to take a rounded, commercial view of their investee 
companies, with ESG matters being an important, but not the primary, element 
in their decision-making process.  We believe a pragmatic approach such as this 
should lead to better outcomes than those delivered by managers focusing 
predominantly on ESG considerations. 

We expect climate change will receive even more prominence in 2020, not only 
because the next UN conference on the subject will be held in Glasgow in early 
November 2020, but also because it could become an issue in the US 
Presidential election.  We envisage that the Democratic Presidential candidate 
will advocate a more interventionist approach to climate change than President 
Trump and this could spark a renewed focus on the issue in the US.   
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Overall, however, we don’t expect the US elections to have a material impact 
on markets, as it appears likely that November’s Congressional elections will 
result in different parties retaining control of the House of Representative and 
the Senate, thereby ensuring contentious legislation will be hard to get 
enacted.   

Another issue, which may continue to receive heightened attention in the year 
ahead, is that of holdings in less liquid investments by UK retail funds.  This 
matter came to the fore in 2019 due to the troubles of Woodford Investment 
Management, and the suspension of dealing in a pooled fund investing in UK 
commercial real estate.  We don’t believe these matters should concern our 
clients as the daily-dealing pooled funds we recommend invest only in listed 
investments and have no unquoted holdings.  While our model portfolios do 
include funds which hold less liquid investments, these are closed-ended 
investment companies, which do not need to liquidate assets to meet 
redemption requests and are structured appropriately for the purpose of 
providing private investors with an allocation to private equity and commercial 
property. 

An additional reason for reflecting on investments in unquoted companies is a 
trend for a number of years of a shrinkage of public stock markets, which is 
being offset by the growth of private equity markets.  Chart 4 below shows that 
the number of publicly traded companies in North America and Europe has 
been declining materially, while the number of companies backed by Private 
Equity has been increasing markedly.   

Chart 4: Number of companies in North American and Europe:  
Publicly traded (blue) and Private Equity backed (red). 
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There appear to be a number of factors responsible for these developments.  
Firstly, the attractions of a stock market listing have probably been adversely 
impacted by the increasing scrutiny of and regulatory burden on public 
directors in recent years.  Secondly, some corporate leaders appear to be able 
to earn more working for private equity, so are content to see their quoted 
companies taken private.  Thirdly, some companies feel better able to take 
long-term decisions which could adversely impact their short-term profitability 
in the private arena as the public markets tend to focus excessively on 
quarterly profits trends.  Fourthly, many of today’s new technology businesses 
require only limited capital investment to achieve their growth potential and 
therefore stay private until they become mature, and only then seek a stock 
market listing.   

While the decline in the number of listed companies does not yet appear to be 
limiting the investment choices for the managers of our recommended 
mainstream funds, it may do so in due course, and is a matter we will continue 
to monitor.  Meanwhile our model portfolios include a number of listed 
investment companies, which have either a total or partial allocation to 
unquoted companies.  The investment companies that only invest in private 
equity continue to thrive, and the two specialist investment trusts, which focus 
on healthcare and innovative companies respectively, have been successfully 
increasing their allocation to younger, unlisted businesses.  Our model 
portfolios and clients should benefit from a prospering private equity industry. 

3. Bonds and cash 

We remain cautious on bonds as they are likely to generate only modest 
performance given yields are low; their prospective returns are unlikely to 
match inflation over the medium and long term.   
  
We believe other asset classes should deliver superior returns and currently 
recommend that bonds should only be held as “insurance” against unexpected 
adverse economic events; we believe clients should have the lowest bond 
allocation appropriate for their circumstances.  We also recommend clients 
seek the highest quality insurance, i.e. government rather than corporate 
bonds; high quality government bonds tend to gain in value during periods of 
economic weakness.  For clients who require bonds to provide portfolio 
protection, we currently advocate a mix of UK and US government 
inflation-linked and conventional bonds. 
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3.1. Inflation-linked bonds 
 
For many years we have believed that index-linked gilts were the most 
appropriate inflation-linked bond instrument for UK investors; they 
offer safe-haven characteristics at times of financial market dislocation 
and the prospect of a modest positive return if held to redemption.  In 
addition, as gilts are exempt from capital gains tax, low coupon stocks 
are especially suitable for taxable accounts as the majority of the 
returns are earned in tax-free capital gains rather than taxable income. 
There have been two developments that mean we believe 
index-linked gilts no longer offer the highest quality insurance for 
portfolios, and why we recommend, where appropriate, holdings in 
their US equivalent, US Treasury Inflation-Protected Securities 
(“TIPS”).  TIPS are similarly structured to index-linked gilts but 
guaranteed by the US rather than the UK government.  The first 
development is illustrated by Chart 5, which shows the real yields 
offered by the two bond markets; the real yield on index-linked gilts is 
now materially lower than that on TIPS, meaning that TIPS should 
offer marginally higher returns in normal conditions, and more 
potential upside at times of stress.  Offsetting this somewhat is that 
UK investors bear US dollar currency risk, but we would note that the 
dollar tends to appreciate in troubled times. 
 
Chart 5: US (red) and UK (blue) inflation-linked real bond yields since 1997. 

 
 

The second development relates to the construction of the Retail Price 
Index (“RPI”), the UK inflation series used to adjust the value of 
index-linked gilts.  The UK Government has announced a consultation 
on the calculation of RPI, with guidance that the new methodology is 
likely to produce a number closer to the current CPI rate of inflation, 
rather than being structurally, on average, c.1% p.a. higher as has 
historically been the case.  The Chancellor has indicated the change is 
likely to be implemented between 2025 and 2030 from when the 
prospective return from index-linked gilts will decline accordingly. 
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3.2. Conventional bonds 
 

While inflation-linked bonds offer a modest degree of protection 
against an unexpected increase in inflation, conventional bonds should 
help to defend a portfolio against a recession; interest rates are 
usually cut in response to an economic downturn and this generally 
supports conventional bond prices.  We are currently advocating a 
minimal allocation to conventional bonds as yields and prospective 
returns are low and we are not expecting an imminent recession.   

 

3.3. Cash 
 

UK interest rates have been 0.75% since August 2018 and returns from 
cash are likely to remain below the Government’s CPI inflation target 
of 2% p.a. for the foreseeable future.  We recommend that long term 
investors keep cash weightings as low as practicable. 

 
4. Real assets 

 
We continue to recommend allocations to commercial property and global 
listed infrastructure.  We expect these real asset investments to outperform 
cash and bonds, to deliver attractive returns above inflation over the medium 
and long term and to provide appropriate portfolio diversification.   
 
4.1. Commercial real estate 
 

The troubles of the retail industry have dominated developments in 
the UK commercial real estate market in the last year.  Chart 6 shows 
how material the growth in on-line shopping has been in the UK, and 
this has led to the retrenchment and bankruptcy of numerous 
retailers.  Property companies have suffered as retail rents and shop 
values have fallen and this trend appears likely to continue for the 
foreseeable future. 
 

Chart 6: UK on-line shopping: internet sales as a % of total retail sales since 2007. 
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Other UK real estate sectors have fared materially better than retail; the 
need for additional delivery capacity for internet shopping has led to 
strong demand for distribution and industrial properties and the office 
sector has been resilient to Brexit challenges.  In the regions there has 
also been a removal of supply of offices as developers have taken 
advantage of Government legislation, which has eased the regulatory 
burden of converting office buildings into flats. 
 
During the last year we have started to diversify our recommended real 
estate allocations with the addition of a fund, which invests in listed real 
estate companies whose properties are primarily based in the world’s 
leading cities.  This fund seeks to take advantage of the stronger 
economic growth and innovation found in such conurbations; they also 
typically have a constrained supply of land which should lead to 
continued stronger rental growth than is typically found in the UK. 

 
4.2. Infrastructure 

 
Infrastructure companies operate long life assets such as pipelines, toll 
roads, ports, airports, gas, water and electric utilities.  Their profits are 
relatively unaffected by economic cycles and therefore infrastructure can 
usually be regarded as a defensive asset class.  Many infrastructure assets 
are insulated from inflation by regulation, concession terms or contracts 
that are explicitly linked to a relevant inflation rate. 
 
Infrastructure assets generally have long lives and stable cash flows, 
which support their long-term value, especially as few have material 
maintenance requirements.  Infrastructure companies also rarely have 
competitors and therefore can be subject to government regulation; we 
advocate taking a global approach to investing in listed infrastructure to 
diversify regulatory and political risk across different jurisdictions.  The 
global listed infrastructure fund we recommend has an interest in some 
UK utility companies, and the share prices of these reacted positively to 
the UK election result at the end of 2019; the manifesto of the 
challenging Labour party had indicated plans for renationalising some of 
these businesses. 
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4.3. Gold 
 
Gold gained 20.5% in the last twelve months and over the last five 
years it has increased by 44.9% (both in sterling terms).  The price 
appears to have benefited as some investors have switched out of 
negative yielding bonds into this alternative safe haven asset.  For 
portfolio protection, we currently prefer to recommend conventional 
and inflation-linked government bonds with a positive prospective 
return, as they offer a guaranteed redemption value and an income, 
which gold does not.  The gold price remains below its all-time high 
reached in 2011, during the European sovereign debt crisis, as shown 
in Chart 7.  

 
Chart 7: Gold price (US$ per ounce) since 2010. 

 
 

5. Conclusion 
 
To determine the appropriate asset allocation between cash / bonds and 
company shares / real assets, it is essential to first understand the objectives 
and circumstances as an investor, whether a family or as trustees, including any 
gifting plans.  Independent advice on short, medium and long term investment 
allocations should help optimise the positioning.  
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Appendix - Regulatory Information and Disclosures 

 
Table 6 – Discrete twelve-month total returns in local currency. 

  Return (%) for the 12 months to: 

Index 31.01.20 31.01.19 31.01.18 31.01.17 31.01.16 

FTSE All-World 17.0 -4.7 23.3 18.0 -3.2 
MSCI World 20.1 -3.8 21.4 16.7 -2.9 
FTSE All-Share (£) 10.7 -3.8 11.3 20.1 -4.6 
S&P 500 ($) 21.0 -2.9 25.7 19.3 -1.3 
FTSE Europe ex-UK  17.6 -6.9 18.1 10.9 -1.8 
TOPIX (Y) 9.5 -12.8 23.3 8.6 3.2 
FTSE All-World Asia ex-Japan 8.7 -9.7 30.4 20.1 -12.2 
FTSE Emerging Markets 5.9 -9.1 31.7 22.7 -12.0 
FTSE UK Govt 5-15 years (£) 6.3 3.9 0.8 3.1 1.2 
FTSE UK Govt I-L 5-15 years (£) 5.3 4.3 -0.3 11.0 -0.7 
iBOXX £ Corp Bonds (£) 11.9 0.5 5.3 10.1 -3.6 
ICE US Treasury Index ($) 9.2 2.7 0.8 -0.8 0.2 
ICE US Inflation-Linked Treasury ($) 9.7 0.8 1.6 4.1 -3.5 
IA UK Direct Property (£) 0.1 3.6 7.7 1.0 7.6 
Gold Bullion ($) 9.8 -2.0 11.3 10.1 -12.4 

 
Table 7 – Discrete twelve-month total returns in sterling.  

  Return (%) for the 12 months to: 

Index 31.01.20 31.01.19 31.01.18 31.01.17 31.01.16 

FTSE All-World 15.8 0.3 13.4 33.9 -0.7 
MSCI World 19.7 1.0 11.3 32.0 0.5 
FTSE All-Share (£) 10.7 -3.8 11.3 20.1 -4.6 
S&P 500 ($) 20.7 5.0 11.2 34.5 4.5 
FTSE Europe ex-UK  14.4 -7.3 17.8 25.7 -1.8 
TOPIX (Y) 9.8 -5.4 12.5 31.7 6.0 
FTSE All-World Asia ex-Japan 6.6 -6.6 20.6 39.2 -12.4 
FTSE Emerging Markets 5.7 -6.5 22.0 43.3 -16.7 
FTSE UK Govt 5-15 years (£) 6.3 3.9 0.8 3.1 1.2 
FTSE UK Govt I-L 5-15 years (£) 5.3 4.3 -0.3 11.0 -0.7 
iBOXX £ Corp Bonds (£) 11.9 0.5 5.3 10.1 -3.6 
ICE US Treasury Index ($) 9.0 11.0 -10.8 11.9 6.0 
ICE US Inflation-Linked Treasury ($) 9.4 9.0 -10.1 17.4 2.2 
IA UK Direct Property (£) 0.1 3.6 7.7 1.0 7.6 
Gold Bullion ($) 20.5 6.0 -1.5 24.2 -7.2 

 
Notes: 
1. All figures include income reinvested. 
2. Local currency indicated in index name, for single country indices.  The returns of non-sterling assets 

may increase or decrease as a result of currency fluctuations. 
3. The FTSE All-World index is market cap weighted, while the MSCI World index is free-float weighted. 
4. Source: FE Analytics. 
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