
tions on the terms of 

Britain leaving the EU 

following which there 

will be up to two years 

before we cast off 

and set sail alone. 

During this period 

there will undoubtedly 

be various crises of 

confidence and peri-

ods of market volatil-

ity, but we also be-

lieve that the fall in 

the value of sterling 

has conferred a very 

real advantage on 

the UK economy from 

which export led busi-

nesses will gain a last-

ing benefit. Our job 

will be to ensure that 

your clients benefit 

from this without tak-

ing inappropriate risks. 

On this point and with, 

at one stage recently, 

more than $14tn of 

government debt 

trading at a levels that 

guaranteed the hold-

ers a loss if the bonds 

are held to redemp-

tion it may be worth-

whi le considering 

what we mean by 

investment risk.  There 

is a substantial body 

of academic research 

into the measurement 

and managing of risk, 

but this is not the 

place to indulge in a 

review of the literature 

on the topic so I will 

simply say that we 

define risk as being 

“the chance of suffer-

ing a permanent loss 

of capital”. The 

phrase is quite simple 

and is seemingly read-

On the basis that con-

fession is good for the 

soul I’m going to start 

by humbly admitting 

that recently we might 

have got some things 

wrong. I’m truly sorry 

for this and in an act 

of contrition I will at-

tempt to emulate the 

acolytes of the god of 

“short term perform-

ance”. To do this I will 

promise to purge my-

self of all concerns 

about risk and reward 

and valuation metrics 

and instead buy shed-

loads of gold with no 

yield, add in some low 

yield long dated 

bonds with massively 

inflated duration risk 

and high multiple eq-

uities with low divi-

dend cover. But I will 

only do this if you tell 

me that what you 

want for your clients is 

massive volatility and 

a cavalier approach 

to protecting their 

capital.  Otherwise we 

will stick to building 

well diversified portfo-

lios that aim to deliver 

a long term return 

greater than inflation, 

lower than average 

volatility and a rea-

sonable assessment of 

downside risk. 

 

So before you all rush 

off to write to instruct 

me to take the high 

risk approach let’s 

look at what worked 

well for clients.  Firstly, 

it is worth pointing out 

that across all strate-

gies client portfolios 

have grown by more 

than UK inflation but 

have lagged bench-

marks. This lag is 

mainly because in the 

last year we remained 

invested when mar-

kets panicked over 

the slowdown in Chi-

n e s e  g r o w t h 

(something we had 

already identified) 

and, because equities 

are relatively attrac-

tive compared to 

bonds, we retained a 

high exposure to UK 

equities over the pe-

riod around June’s 

referendum.  

 

Three months on from 

the referendum it is 

not surprising that 

Brexit (whatever that 

means) has domi-

nated UK investor sen-

timent. We believe 

that we are now in 

the early stages of 

what are likely to be 

protracted negotia-
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MORE AWARDS 

FOR R C BROWN 
 

 

In addition to our 

Defaqto 5 star 

award earlier in 

the year, we are 

delighted to 

have had further 

recognition of 

our portfolio 

management 

skills: 

 

 

Best Discretionary Fund 

Management Company

-UK 2016 

 

 

 

 

Discretionary Fund Man-

agement Firm of the 

Year-UK 2016 

 

 

 



 Our portfolios are managed on an ‘individual client’ basis, with direct access to the Investment 

Manager making the decisions 

 Our minimum portfolio size is only £15,000 

 We have a clean, transparent fee structure free from transaction & custody charges (starting from 

0.625% for actively managed portfolios) 

 We have our own money, and that of relatives, invested in the same strategies as our clients 

 We have our own NISA, at no additional cost, and we can manage portfolios within SIPP, SSAS and 

Bond wrappers 

 We are here to support the Adviser with THEIR clients, as we only provide discretionary portfolio man-

agement services 
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ily understandable but perhaps 

it may be useful to unpick some 

of the implications of what this 

means for the way we manage 

your money. As long term inves-

tors we accept that price vola-

tility is normal, it may ebb and 

flow but it does not permanently 

destroy value. We try to make a 

friend of volatility by adding to 

investments that have per-

formed relatively badly but 

where the fundamentals have-

n’t changed. However, volatility 

may work against you if you 

need to raise cash in the short 

term. Because bonds have pre-

dictable returns they have tradi-

tionally been used to reduce 

volatility in a portfolio while 

earning an attractive fixed in-

come. To many people this pre-

dictable return path makes 

bonds a lower risk asset class 

than equity type investments, 

where both the price and the 

income are variable. But in a 

world where central bank policy 

has pushed bond yields down 

to levels where investors are 

guaranteed to make a loss if 

they don’t sell out to a greater 

fool, we think it is tosh to regard 

bonds as low risk. We have held 

this view for many years now 

but consideration of our defini-

tion of risk ensures that we will 

always prioritise the protection 

of capital over the long term 

and we will never be comfort-

able holding an asset that is 

guaranteed to make a loss. It is 

attractive once the frustrated 

sellers have been able to sell 

and we certainly regard the 

yield on property as being 

more attractive than that from 

short dated high duration 

bonds, where the sensitivity to 

an interest rate change ap-

pears massively high. 

Relative to other asset classes 

equities continue to appear 

attractive but we are also very 

aware that in absolute terms 

valuation multiples are high, 

making individual stocks vul-

nerable to bad news. We be-

lieve that by maintaining a 

well diversified portfolio across 

geography, industry sectors 

and by company size this spe-

cific risk is greatly reduced, 

allowing portfolios to continue 

to benefit from upward market 

moves without taking in-

creased levels of risk. 

 

Looking forward is always diffi-

cult but inevitably there are 

things on the horizon that may 

cause investors to run scared 

and to upset markets. How-

ever, while it is rational to fear 

the unknown cold hard logic 

should help us to weigh up the 

risks and potential rewards of 

any course of action.  In the 

coming months Britain will be-

gin in earnest to negotiate the 

terms on which we leave the 

EU, America is to vote for a 

new president, the US fed may 

increase interest rates again, 

important to understand that 

this approach may lead to in-

creased levels of volatility in cli-

ent portfolio when interest rates 

around the world begin to nor-

malise, we don’t expect a ma-

jor upward move in rates in the 

near future but there appears to 

be growing acceptance that 

QE has not delivered the levels 

of sustainable growth that had 

been hoped for and there may 

now be a shift to using fiscal 

policy to raise taxes to invest in 

infrastructure projects as a 

means of raising aggregate de-

mand and productivity. 

 

Our strategy of selling relative 

outperformers and adding to 

relative under performers has 

been maintained throughout 

the period of high market vola-

tility. In this way we took addi-

tional profit from highly valued 

North American equities and 

reinvested by adding to equities 

in Europe, Japan, the Far East 

and global emerging markets. 

Having observed that the flow 

of new money into commercial 

property funds had diminished 

greatly we reduced exposure to 

property ahead of a number of 

funds being closed to redemp-

tions in the summer. These funds 

are now being reopened to 

daily trading after their manag-

ers sold buildings to raise liquid-

ity in their funds. On balance we 

now regard investment in com-

mercial property as being more 
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the Chinese economy may suf-

fer a hard landing, Italy is to re-

vise its constitution, a number of 

EU countries have elections, the 

refugee crisis will get worse, 

state sponsored cyber attacks 

look likely to increase and the 

proxy war between the US and 

it’s allies and Russia, which is 

being played out in Syria may 

flare up into further ground skir-

mishes. All of this looks negative 

or downright frightening but it 

doesn’t mean that we should all 

head for the hills and hide in a 

cave. Any one of these events 

may result in increased market 

volatility but given what I wrote 

earlier about risk being the 

chance of suffering a perma-

nent loss of capital there is little 

in this list that should cause real 

fear for a long term investor. The 

one concern that would impact 

long term capital values would 

be a rapid return to a “normal” 

interest environment. This would 

hit bond markets first and hard-

est, but as we already have the 

minimum bond exposure we 

can take the impact on our 

portfolios would be mitigated. A 

rapid rise in interest rates would 

also hit equity markets, but on 

any objective measures that we 

can apply we do not see inter-

est rates rising other than in a 

slow and very measured way 

(particularly outside of the US), 

because the hit to expectations 

for economic growth would be 

too great. We can envisage a 

shift from monetary policy to 

fiscal policy as governments 

preferred lever for stimulating 

economies around the world, 

but such a shift into infrastruc-

ture spending for example may 

deliver a reasonably well tar-

geted boost to areas of the 

economy which would benefit 

most from the consequent effi-

ciency gains. Whether or not 

such a policy shift happens soon 

we remain firm in our belief that 

dividend growth is likely to be 

the most important driver of in-

vestment returns in the near fu-

ture. Sterling is expected to re-

main weak relative to the US$ 

and so, although US equities 

are expensive by historical 

standards, we are likely to 

maintain a reasonable expo-

sure to the US market. In select-

ing funds, we are favouring 

those managers that are re-

ducing exposure to highly 

rated bond proxies and who 

are adding to relatively attrac-

tively valued domestic plays 

with good earnings growth 

potential and a progressive 

dividend policy. Commercial 

property also may look more 

attractive if funds can be 

bought at good rental yields 

on the underlying portfolios 

and where the risk of sentiment 

driven redemptions has 

passed. 
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