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I
T CAN BE DIFFICULT FOR TRUSTNET 
MAGAZINE to cover asset classes outside of 
our usual patch of funds, trusts and equities 
without drawing accusations of bias – as a 

free magazine, we make our money from selling adverts 
and our only customers so far have been asset 
management groups.

You may wish to bear this in mind when reading my cover story on 
the wisdom of basing your retirement portfolio on buy-to-let. This 
is not supposed to be a hatchet job on an asset class that doesn’t pay 
us for advertising space – it is simply a reflection that while it has 
been difficult for landlords not to make money since the turn of the 
millenium, the prospect of rising interest rates, stagnant house-price 
growth and tax changes will necessitate more of a business-minded 
approach – and an awareness of many practical problems you may not 
get with other investments. 

There is a whole other layer of complications if you are thinking 
of buying somewhere abroad – as Cherry Reynard finds out in “Sun 
trap”. Elsewhere, Holly Black weighs up the pros and cons of gaining 
exposure to property via funds and investment trusts, while Adam Lewis 
examines the prospects for the IA Property sector after a reoccurrence of 
previous liquidity problems. 

Away from the major theme of this issue, John Blowers finds out 
how you can help soften the blow of tuition fees on your children, 
Merchants Trust’s Simon Gergel names three stocks whose prospects are 
being enhanced through restructuring and Investment Quorum’s Lee 
Robertson reveals why he has bought Fidelity China Special Situations. 

Enjoy reading – from a hopefully not-too-biased editor. 

Anthony Luzio 
Editor  

Trustnet Magazine
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Anthony Luzio finds out why property may not be the most solid 
foundation on which to base your retirement portfolio
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BUILT 
ON SAND?



/ BUY TO LET /
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T
HE SAYING “SAFE AS 
HOUSES” appears to 
be the default headline 
for any financial 
journalist writing about 

property – and despite being more 
than 150 years old, it still retains its 
original meaning. Its first 
documented use was in John 
Camden Hotten’s dictionary of slang 
in 1874, but it is believed to have 
gained popularity in the 1850s when 
used to describe the relative stability 
of property as an investment 
following the bursting of a bubble in 
railway stocks.

Property’s safe haven status has 
rarely been questioned since then, 
whether in literary works (in James 
Joyce’s 1922 novel Ulysses, Leopold 
Bloom says: “Landlord never dies 
they say. They buy the place up 
with gold and still they have all the 
gold.”) or by the Bank of England’s 
chief economist Andy Haldane, 
who last year raised eyebrows in the 
financial services industry when he 
stated that property was a better bet 
for retirement than a pension.

The general public appear to 
have a similar view – recently 
published results from the ONS 
Wealth and Assets Survey suggest 
that UK residents are looking to 
property as the “workhorse” of 
their pension savings, with 49 per 
cent of respondents citing it as the 
method of saving for retirement 
they believe will make the most 
of their money. This is compared 

with 27 per cent for employer and 
personal pension schemes, the 
second most popular choice.

Meanwhile, in a survey conducted 
by Wealth and Protection expert 
Drewberry on 2000 British workers, 
24 per cent of respondents said they 
expected their property investments 
to help subsidise their retirement. 
Almost 8 per cent stated that buy-
to-let investments would deliver 
additional income in retirement, 
but twice as many thought the 
equity in their home would do the 
same thing.

Tom Conner, director of 
Drewberry, described this result 
as worrying.

“We think that spiralling 
property values have created a 
false sense of affluence for many 
UK homeowners,” he said. “While 
it’s true that their biggest asset is 
now worth more than it once was, 
their home is an illiquid asset as 
well as their main residence. Based 
on average UK property prices, a 
retired couple that’s actually in a 
position to sell the family home 
and ‘downsize’ will be lucky to 
clear £100,000 after stamp duty, 
transaction fees and moving costs.”

Patrick Connolly, head of 
communications at Chase 
de Vere, agrees with Conner, 
saying that many people are 
forced to rely on property in 
retirement because they haven’t 
saved enough and it is through 
necessity rather than choice.



“I know 
someone 
who did all 
the reference 
checks on one 
tenant – yet they 
went on to cause 
£30,000 of 
damage”
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“But some people believe they don’t 
have to invest for retirement because 
they have a property and this is not a 
sensible approach,” he adds.

“There are big risks here with how 
to live off this asset. There are costs 
associated with downsizing and 
they may have to move away from 
family and friends.”

WIPE OUT
Kerry Nelson, managing director 
of Nexus IFA, says there are many 
practical problems with property 
as well that you don’t get with most 
other asset classes.

“I know someone who owns a 
property who did all the reference 
checks on one tenant, which came 
back fine – yet the tenant went on to 
cause £30,000 of damage,” she says.

“That’s wiped out returns for 
five years – you just can’t account 
for stuff like that. A lot of people 
who own property don’t have the 
time to manage it, so they employ 
a property manager – but this is yet 
another layer of expense.”

However, Connolly admits 
that despite these problems with 

physical property as an asset class, 
it has been quite rare that things 
haven’t worked out for his clients 
who make money from buy-to-let.

“Some people haven’t made as 
much as they would have liked, 
but there have been no out-and-out 
catastrophes so far,” he says.

“Having said that, this has been 
in an environment where house 
prices have gone up and up and 
up. If they stagnate or start to go 
down, combined with all the raft of 

changes to tax on buy-to-let, there is 
a decreased likelihood this will still 
be the case going forward.”

TAXING TIMES
It is these changes to buy-to-let tax 
rules that have made many landlords 
finally sit up and take notice – 
warnings about relying on property 
in retirement have repeatedly fallen 
on deaf ears over most of the past 
decade as the asset class continued to 
appreciate in value.

Whereas before April, landlords 
could offset all of their mortgage 
interest against rental income before 
tax, higher-rate taxpayers can now 
only offset 75 per cent of this figure 
– this will drop to 50 per cent next 
year, 25 per cent in 2019 and zero in 
2020. They will instead receive a tax 
credit equal to 20 per cent of their 
interest costs, which means higher 
and additional rate taxpayers are 
likely to pay far more as they would 
have qualified for up to 45 per cent 
tax relief under the old system.

While the landlords hit hardest 
by the changes will be those that 
already pay higher-rate income tax, 
some basic-rate taxpayers will be 
nudged into the higher-rate bracket 
once their rental income is included 
in their total earnings.

Research carried out by online 
lettings agency Upad suggests that 
the average landlord will pay 13 
per cent more tax in the 2018/2019 
financial year than in 2017/2018.

Andrew Montlake, director at 
mortgage broker Coreco, says 
these tax changes represent 
one of the biggest challenges 
to landlords and have already 
caused the number of buy-to-let 
purchases to fall massively.

“To be fair, this is what the 
government wanted,” he says. 

/ BUY TO LET /



Long-term investment partners

SCOTTISH AMERICAN INVESTMENT COMPANY

*Source: Baillie Gifford & Co, data as at 31 December 2016. Your call may be recorded for training or monitoring purposes. The Scottish American 
Investment Company P.L.C. is available through the Baillie Gifford Investment Trust Share Plan and the Investment Trust ISA, which are managed by 
Baillie Gifford Savings Management Limited (BGSM). BGSM is an affi liate of Baillie Gifford & Co Limited, which is the manager and secretary of The 
Scottish American Investment Company P.L.C. 

SAINTS’ CORE BELIEF IS 
THAT INCOME, GROWTH 
AND DEPENDABILITY 
MAKE A POWERFUL 
COMBINATION.

AGAIN AND AGAIN.
SAINTS (The Scottish American Investment Company) was founded way back in 1873 to invest in 
American railways but these days aims to deliver dividend growth ahead of any rise in infl ation, mainly 
from a portfolio of global equities, though investments are also made in bonds and property. The Trust, 
which is managed by Baillie Gifford, seeks out attractive, quality companies which offer long-term 
growth potential rather than merely providing a high yield. SAINTS pays out a regular dividend 
every quarter. It has successfully grown its dividend every year for 37 years – over the last 10 years 
SAINTS has increased its dividend by 46% compared to a 25% rise in the Consumer Price Index.*

2012 2013 2014 2015 2016

Total dividend per ordinary share 
(net) – pence per share* 9.8 10.2 10.5 10.7 10.825

Past performance is not a guide to future returns.

Please remember that changing stock market conditions and currency exchange rates
will affect the value of your investment in the fund and any income from it. The level
of income is not guaranteed and you may not get back the amount invested.

For an investment that aims to beat infl ation over the medium 
to long term, call 0800 917 2112 or visit www.saints-it.com

https://www.bailliegifford.com/individual-investors/funds/scottish-american-investment-company/
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“It only takes 
interest rates 
to go up by a 
few points and 
the rent may 
not cover the 
mortgage” 

“There are still opportunities, but 
people need to get proper advice.”

Nelson agrees with Montlake on 
this point. She says many of the 
people she knows who have made 
property work as an investment are 
those who are tradesmen who carry 
out a lot of the upkeep themselves. 
However, she says problems 
can occur when they become 
emotionally involved.

“Their problem is they didn’t look 
at it as a business, which is what 
it is, they didn’t do any financial 
planning when they set out,” she 
explains. “As such, they are in a 
situation where, with all the tax 
implications, they won’t be getting a 
great return for the amount of work 
they put in. They should have set 
up limited companies when they 
began, to make it all tax efficient.”

Buy-to-let properties held in 
limited companies are exempt from 
the new tax rules, with corporation 
tax paid at a rate of 19 per cent. 
However, if you already own a 
buy-to-let property and wish to 
transfer it into a limited company, 
you will effectively have to sell it to 
yourself, meaning you will have to 
pay capital gains tax if the value has 
risen since you bought it.

COLD HARD NUMBERS
If, even after taking into 
consideration the issues mentioned 
above, you are still keen on buy-to-
let, Montlake warns against simply 
buying a property because it is in 
a convenient location, and instead 
advises paying close attention to 

the areas of the country with the 
highest yields.

“It varies on the area – in London 
it is as low as 2 to 3 per cent,” he 
says. “You can get more through 
ex-local council or HMOs [houses 
in multiple occupation] and you 

can get more outside London, so a 
lot of people are diversifying their 
portfolios outside of the capital.”

Peer-to-peer property lender 
Kuflink recently examined the 
average rental yield on 50 major 
towns and cities across the UK. It 
found properties in Salford yielded 
the most, with an average of 7.08 
per cent in the first quarter of the 
year, followed by Leeds at 5.96 per 
cent and Manchester at 5.79 per 
cent. Chelmsford had the lowest 
yields at 2.89 per cent. London was 
ninth from bottom with yields of 
3.45 per cent, but this varied from 
Barking and Dagenham where 
yields were highest at 5.3 per cent, to 
Kensington and Chelsea where they 
were lowest at 2.88 per cent.

However, Nelson says you can’t 
simply look at the yield – you need 
to factor in the total return as well.

“It only takes interest rates to go 
up by a few basis points and the rent 
may then not cover the mortgage – 
what do you do? You can’t put the 
rent up mid-contract and even at 
the end they are governed by supply 
and demand. Then if house prices 
fall, even if you get a good yield, 
your total return may go negative.”

Despite the problems mentioned 
above, Montlake says there is no 
reason why physical property 
can’t be used as part of a balanced 
retirement portfolio, although he 
says for most people it would be 
better to hold it alongside savings 
and stock market investments.

And, while he believes the easing 
in house price growth will continue 
in the short term and there will 
be no repeat of the boom of the 
past 20 years, he points out supply 
and demand is still out of kilter 
in the UK, adding: “Even the most 
conservative predictions are that 
property will still increase in value 
over the next five or 10 years. The 
professionals still think there are 
opportunities to make gains.”

UK TOWNS AND CITIES 
WITH HIGHEST AVERAGE 

RENTAL YIELDS

Source: Kuflink

Town Average rental yield  
March 2017

Salford 7.08%

Leeds 5.96%

Manchester 5.79%

Coventry 5.64%

Belfast 5.46%

Portsmouth 4.92%

Birmingham 4.90%

Edinburgh 4.88%

Durham 4.85%

Fife 4.54%

/ BUY TO LET /



Active managers who invest in their own funds 

Active investment management requires confi dence,
courage and commitment in every investment decision, 
something the managers of CRUX’s European Special 
Situations Fund have plenty of.

They are also committed to aligning their investment
aims with that of their clients by investing meaningful
amounts of their own assets in their funds.

As you can see from the table above, it’s an approach which 
is delivering strong performance and over the years they 
have achieved an impressive track record.

The Fund has comfortably lapped the index and most 
of the tracker funds that follow it nearly every year over 
the past fi ve years, as shown in the table above. So if 
you’re investing in Europe put yourself on the podium 
with active asset management, not in the slow lane with
a passive investment.

Past performance is not a guide to future returns. The 
value of an investment and any income from it are not 
guaranteed and can go down as well as up and there is 
the risk of loss to your investment.

Courage and commitment - that’s the

FP CRUX European Special Situations Fund

Fund featured; FP CRUX European Special Situations Fund I ACC GBP class. The Henderson European Special Situations Fund was restructured into the FP CRUX European Special 
Situations Fund on 8 June 2015. Any past performance or references to the period prior to 8 June 2015 relate to the Henderson European Special Situations Fund. This fi nancial 
promotion is issued by CRUX Asset Management, who are authorised and regulated by the Financial Conduct Authority of 25 The North Colonnade, Canary Wharf, London 
E14 5HS. A free, English language copy of the full prospectus, the Key Investor Information Document and Supplementary Information Document for the fund, which should be 
read before investing, can be obtained from the CRUX website, www.cruxam.com or by calling us on 0800 304 7424. For your protection, calls may be monitored and recorded. 

0800 30 474 24 www.cruxam.comConsult your fi nancial adviser, call or visit:

Source: FE © 2017, bid-bid, £1,000 invested, cumulative performance to 30.04.17.  *Launch date 01.10.09. 

Return on £1,000 invested

CRUX European Special Situations Fund

Sector average : IA Europe ex UK

£2,629

£1,910

£1,872

£1,036

£2,172

£1,929

£1,947

£1,023

£1,651

£1,534

£1,520

£1,018

£1,507

£1,334

£1,324

£1,013

£1,370

£1,252

£1,237

£1,008

£1,284

£1,261

£1,288

£1,003

Index : FTSE World Europe ex UK

Cash : Bank of England Base Rate

1 year
Since launch*
- 30.04.17

2 years 3 years 4 years 5 years

http://www.cruxam.com/
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India is laying the groundwork for the largest digital and financial 
network in the world, writes Pacific Horizon Investment 

Trust’s Ewan Markson-Brown

THE DIGITAL JEWEL 
IN THE CROWN

T
HE PACIFIC HORIZON 
INVESTMENT 
TRUST, managed by 
Baillie Gifford, 
currently has 17% of 

its portfolio invested in India. But let 
us go back over 2000 years to 260BC 
when Ashoka, the Indian emperor 
of the Maurya Dynasty, unified a 
vast area which we now call India. 
Following a violent war, he forged a 
Buddhist empire based on peace and 
trade controlling around one third 
of world GDP; until the birth of 
Christ when a long and mostly slow 
decline began. With the adoption of 
socialism following independence 
in 1947, India’s global GDP weight 

history when it becomes clear that 
what came before cannot continue. 
For India, one such moment was 
1991. The balance of payments crisis 
which ended socialism/stasis in the 
country ushered in a period of 
reforms and consequently much 
higher growth. The 2014 election of 
Narendra Modi as India’s Prime 
Minister was another. Around 172 
million voters, out of a total of 553 
million, voted overwhelmingly for 
growth and Modi’s BJP party – many 
of whom were under the age of 22. 
The impact of youth voters is likely 
to be even bigger by 2019; as politics 
change, so will the economy.

In November 2016, Modi 

troughed in 1979 at just above 3%. 
Since then it has risen steadily. 
Today, meaningful steps are being 
taken by the government, the 
private sector and, most 
importantly, by the people of India 
to change their destiny. With the 
average age of the population below 
29, India will most likely be the 
world’s youngest large nation until 
2056. By 2030 it is possible that 
India’s economy will have grown 
three-fold in nominal terms, from 
$3 trillion today to $10 trillion1 – 
and be striving for the title of the 
world’s largest economy by the 
middle of this century. There are 
certain moments in a country’s 
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1Based on analysis from Invest India, using a 
growth rate of 10% over 10 years.

The views expressed in this article should not be considered as advice or a recommendation to buy, sell or hold a particular investment. 
Some of the views expressed are not necessarily those of Baillie Gifford. Investment markets and conditions can change rapidly, therefore 
the views expressed should not be taken as statements of fact nor should reliance be placed on them when making investment decisions. 
This article contains information on investments which does not constitute independent investment research. Accordingly, it is not subject 
to the protections afforded to independent research and Baillie Gifford and its staff may have dealt in the investments concerned. Please 
remember that the value of a stock market investment and any income from it can fall as well as rise and investors may not get back the 
amount invested. Investments with exposure to overseas securities can be affected by changing stock market conditions and currency 
exchange rates. The Trust invests in emerging markets where difficulties in dealing, settlement and custody could arise, resulting in a 
negative impact on the value of your investment.

unilaterally decided to demonetise 
over 85% of currency in circulation 
without warning. Critics 
highlighted the short-term costs 
to growth and the inconvenience 
caused by this move. They also 
questioned the efficacy of the 
operation. Taking a step back, a 
bigger picture emerges. India over 
the past few years, via the Aadhaar 
program, has created the largest 
digitalised database of people in the 
world. One billion people have had 
their fingerprints and irises scanned 
and registered. In essence, India 
has created the groundwork for the 
largest digital and financial network 
within any country in the world. 
Demonetisation was just another 
step on the path towards making 
India a digital economy. This 
data network will drive profound 
changes in the economy. India is 
leap-frogging developed nations 
into the digital age. At IDFC, a small 
Indian private bank, an account 
can be opened and fully functional 
within ten minutes with only a 
mobile phone and a finger-print 
reader.

PAYTM, the leading company 
in digital payments (and 
60% owned by Alibaba and 
Ant Financial) whose offline 
transactions have soared 12- fold 
since demonetisation, is helping 
India bypass credit and debit cards 
completely. In India, there are 
around 20 million unique credit 
card users and around 1.5 million 
point of sale machines at merchants. 
PAYTM has in a stroke enabled its 
177 million unique users to pay 
and accept payments, making it 
the biggest financial transaction 
network in the country with over 
1 billion transactions in 2016. 
Frictionless and costless banking 

India can be 
the world’s 
fastest growing 
large economy 
over almost all 
timeframes

has arrived in India before anywhere 
else in the world. 

The private banking sector, 
especially some of the more nimble 
banks which can embrace new 
technology, is very well placed to 
participate in the rapid growth of 
the financial inclusion of the Indian 
population. As well as exposure 
to PAYTM via Alibaba, the Pacific 
Horizon portfolio has holdings 
in IDFC, a new small bank, ICICI 
and IndusInd. All three are rapidly 
growing mid-sized banks. Another 
aim of demonetisation was to help 
bring the unorganised, or black, 
economy into the formal economy 
by increasing the costs of tax 
avoidance. In India, most companies 
will have two books, one for the 
taxman and one for the owner. It is 
in this dual economy that the move 
towards digitalisation is really going 
to bring about change, as the costs 
of managing untaxed money and 
assets begins to spiral upward. 

The implementation of a goods 
and service tax (GST) in July 2017 
will bring about another profound 
move towards a more formal 
economy. In short, the final seller 
of a product or service has to pay 
the GST but can claim back the 
tax paid by all of its supply chain 
– effectively forcing the entire 

chain to be either in the formal or 
informal economy. This is likely 
to lead to a significant increase 
in India’s total tax income which 
languishes at around 11% of 
GDP. If this occurs, there will be a 
reduction of India’s structural fiscal 
deficit and a renewed ability for 
greater government investment in 
infrastructure. It would also likely 
result in a fall in interest rates 
and a stronger currency. Pacific 
Horizon holds a number of stocks 
that could gain from these trends. 
LIC Housing Finance, for example, 
is one of the largest mortgage 
providers in the country which 
might benefit significantly from 
increased housing starts across the 
country. Land has been a good place 
to store illicit wealth; hence land 
prices are artificially high. Enforced 
digital land registration will bring 
land back into the formal economy, 
increase tax revenues and lower 
land prices. Government support for 
middle-income housing is likely to 
produce significant growth in the 
housing sector over the next few 
years.

India remains one of the most 
exciting growth markets in the 
world today. It can be the world’s 
fastest growing large economy 
over almost all long-term 
timeframes. It is quite possible that 
economists, strategists and investors 
underestimate the profound 
changes that the government, and 
the people of India, are creating 
today. The positive effect of data 
networks, digitalisation and 
increased transparency on an 
economy the size of India’s may 
well be felt for decades to come. 

/ BAILLIE GIFFORD /
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Cherry Reynard says anyone thinking of spending their 
retirement years abroad could be in for a nasty surprise 

if they don’t do their research

I
T IS THE LATER-
LIFE IDYLL: A 
PROPERTY 
ABROAD, blending 
with the locals, 

learning a new language, sampling 
the local cuisine. However, 
experience suggests it doesn’t 
always work like that and many 
people end up with unexpected tax 
bills, shouting in English to idle 
builders, or become victims of 
huge currency fluctuations. While 
many of those who take the plunge 
don’t regret the decision, few 
would consider it the most 
efficient use of capital. Is there a 
way to make foreign property 
work as an investment as well as a 
lifestyle choice?

THE EASY BIT
In countries with a well-developed 
legal system, buying the house 
is usually the easy bit. Different 
countries have different systems: 
in France, for example, the deal is 
binding when the deposit is paid 
and the “compromise de vente” 
signed. Back out and the deposit 

is lost. However, most developed 
countries have systems that are 
recognisable to someone who has 
bought a house in the UK.

In each case, an independent 
solicitor is vital. Adrian Kidd, 
lifestyle financial planner 
at Radcliffe & Newlands, 
cautions against using solicitors 
recommended by a project manager 
or agent. He says: “A lot of agents will 
inflate the prices between the buyer 
and seller. It is easy to go for the first 
choice because you believe it’s your 
only option.” 

English-speaking solicitors who 
specialise in domestic law are 
easy to find. There are also English 
lawyers specialising in international 
transactions registered with the Law 
Society. All solicitors must have 
professional indemnity insurance.  

FOREIGN EQUIVALENTS
A solicitor may also advise on tax 
implications of a purchase abroad. 
At the start of the transaction, there 
is the foreign equivalent of stamp 
duty. There will also be ongoing 
council tax equivalents, such as 

trustnetdirect.com10

“taxe d’habitation” and “taxe 
foncière” in France or impuesto 
sobre bienes inmuebles 
(property ownership tax) in 
Spain. Many other countries 
also have a wealth tax. It 
isn’t due on worldwide 
income and assets as long 
as you aren’t resident in 
the country, but if your 
foreign property is valuable 
enough, there may be a 
liability. 

If the property is rented out as 
a holiday let, this can also attract 
foreign tax liabilities. These can be 
complex, so again it is worth seeking 
the help of a solicitor. As with 
the UK system, there will 
be deductions for 
expenses, such 
as letting 
fees and 

SUN TRAP
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“There are 
longer-term 
considerations, 
such as the 
thorny issue 
of foreign 
inheritance tax”

ongoing maintenance. There may 
also be cross-border agreements with 
your country of residency. 

A THORNY ISSUE
There are longer-term 
considerations, such as the thorny 
issue of foreign inheritance tax. In 
France, you can’t disinherit your 
children, even if you make a will, 
though new rules allow you to use 
the inheritance tax rules of your 
country of habitual residence. 
Every country comes with its own 
set of rules. Again, a solicitor can 
advise whether it is worth making a 
separate will for any foreign assets. 

Capital gains tax is another 
consideration. Foreign property 
will not count as a “principal 
private residence” and therefore 
capital gains tax is payable on any 
increase in the value on sale. Kidd 
says foreign buyers must be alert 
to currency fluctuations: “If you 
sell a house for the same price you 
bought it for, but there has been a 20 
per cent currency gain, that will be 
considered a capital gain when it is 
converted back to sterling.” 

Herein lies one of the biggest 
problems for those buying abroad: 
currency movements. This has been 
a particularly difficult issue this year. 
Colin Dewar, currency specialist 
at Hargreaves Lansdown, says: 
“There has been a big sterling/euro 
movement since Brexit. The day 
before the vote, it was possible to get 
1.31 euros to the pound, afterwards 
it dropped as low as 1.2 and its 

futures, which can put a floor on 
falls in the currency. You can buy a 
future at, say, €1.25 for six months. 
If the price drops below this level 
at any point during the six months, 
you have to honour the contract, 
but it means that the exchange 
won’t drop below it. 

BE VIGILANT
You also need to be vigilant. 
Kidd says: “It is not like changing 
money for a holiday, where you 
can panic-buy at the airport. You 
need to be vigilant on an ongoing 
basis, ensuring you take advantage 
of good rates when they happen.” 
Your bank is likely to be among 
the worst options; currency 
specialists are a better bet.

It is possible to take your 
pension with you: once you 
qualify for the UK state pension, 
you can claim it no matter where 
you live. There will be currency 
considerations for this as well, 
however. If you are considering 
a permanent stay abroad, you 
can transfer into a Qualifying 
Recognised Overseas Pension 
Scheme (QROPS). There may be 
tax advantages, but it is complex 
and requires financial advice. 

In buying a property abroad, 
it is important to recognise you 
may be vulnerable and therefore 
truly independent advice – from 
solicitors, financial advisers and 
accountants – is important in 
preventing your idyll from turning 
into an abyss. 

12-month low is 1.09. Volatility has 
been the watch-word and that is 
likely to continue.”

WILDLY UNPREDICTABLE
He points out the pound has proved 
receptive to different scenarios 
– Theresa May’s decision to call 
a general election, for example, 
and recent comments by Bank of 
England governor Mark Carney; 
nevertheless, it has also proved 
wildly unpredictable. 

For those looking to buy a place 
outside the UK, this has a huge 
impact. For a €200,000 house, it is 
the difference between £154,000 
(at €1.3) or £182,000 (at €1.1). For 
those with a mortgage or who 
receive a pension, it can create real 
unpredictability month to month, 
meaning income and outgoings can 
fluctuate significantly. 

There are options to help. It is 
possible to fix the rate, for example, 
for three or six months down 
the line. It is also possible to buy 
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Active managers who invest in their own funds 

Active investment management requires confi dence,
courage and commitment in every investment decision, 
something the managers of CRUX’s European Special 
Situations Fund have plenty of.

They are also committed to aligning their investment
aims with that of their clients by investing meaningful
amounts of their own assets in their funds.

As you can see from the table above, it’s an approach which 
is delivering strong performance and over the years they 
have achieved an impressive track record.

The Fund has comfortably lapped the index and most 
of the tracker funds that follow it nearly every year over 
the past fi ve years, as shown in the table above. So if 
you’re investing in Europe put yourself on the podium 
with active asset management, not in the slow lane with
a passive investment.

Past performance is not a guide to future returns. The 
value of an investment and any income from it are not 
guaranteed and can go down as well as up and there is 
the risk of loss to your investment.

Courage and commitment - that’s the

FP CRUX European Special Situations Fund

Fund featured; FP CRUX European Special Situations Fund I ACC GBP class. The Henderson European Special Situations Fund was restructured into the FP CRUX European Special 
Situations Fund on 8 June 2015. Any past performance or references to the period prior to 8 June 2015 relate to the Henderson European Special Situations Fund. This fi nancial 
promotion is issued by CRUX Asset Management, who are authorised and regulated by the Financial Conduct Authority of 25 The North Colonnade, Canary Wharf, London 
E14 5HS. A free, English language copy of the full prospectus, the Key Investor Information Document and Supplementary Information Document for the fund, which should be 
read before investing, can be obtained from the CRUX website, www.cruxam.com or by calling us on 0800 304 7424. For your protection, calls may be monitored and recorded. 

0800 30 474 24 www.cruxam.comConsult your fi nancial adviser, call or visit:

Source: FE © 2017, bid-bid, £1,000 invested, cumulative performance to 30.04.17.  *Launch date 01.10.09. 

Return on £1,000 invested

CRUX European Special Situations Fund

Sector average : IA Europe ex UK

£2,629

£1,910

£1,872

£1,036

£2,172

£1,929

£1,947

£1,023

£1,651

£1,534

£1,520

£1,018

£1,507

£1,334

£1,324

£1,013

£1,370

£1,252

£1,237

£1,008

£1,284

£1,261

£1,288

£1,003

Index : FTSE World Europe ex UK

Cash : Bank of England Base Rate

1 year
Since launch*
- 30.04.17

2 years 3 years 4 years 5 years

http://www.cruxam.com/
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Shinzo Abe’s economic reforms have led Bankers IT’s Alex Crooke to 
increase exposure to the ‘sleeve’ of his portfolio focused on Japan

THE ABE 
UP OUR SLEEVE 

T
HE BANKERS 
INVESTMENT TRUST 
contains a broad mix of 
global equity stocks. 
We aim for a blend of 

small, medium and large-sized 
firms, seeking those with strong and 
rising dividends as well as those 
with the potential for strong growth 
of earnings. In addition, we take a 
view on asset allocation, 
apportioning our investors’ cash 
into different stock markets through 
the portfolio’s ‘sleeves’, where our 
regional fund managers pick stocks 
according to where they best find 
value and opportunity.

This means we can invest in 
every major stock market across 
the globe, and at certain times we 

Plenty of investors focus, more 
bearishly, on ageing populations, 
poor profitability and disinflation, 
and have tended to underplay the 
region. For Bankers, the allocation to 
this sleeve is overweight to both the 
index and, significantly, our peers. 
Our investment thesis is centred 
on the belief that corporates are 
undergoing a variety of significant 
positive changes and that this is 
enabling them to release value from 
decades of poor capital allocation 
and governance.

EXTRACTING VALUE
The first change lies in the 
shifting corporate mentality 
towards generating shareholder 
value. 

will be more bullish on one region’s 
prospects over another’s.

Three years is often a good yard-
stick for performance. Looking 
over the varying markets that the 
Bankers portfolio invests in – the 
UK, North America, Japan, Asia 
Pacific, Europe (ex UK), and Latin 
America – the underlying Japanese 
market has been a strong performer 
globally, coming in second only 
in Sterling terms to the US, which 
contains a strongly self-sustaining 
domestic economy. 

Within the Banker’s Japanese 
‘sleeve’, stock selection has 
further added to performance, 
with picks coming from our 
Tokyo based Japanese fund 
manager, Junichi Inoue. 
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Before investing in an investment trust referred to in this document, you should satisfy yourself as to its suitability and the risks involved, 
you may wish to consult a financial adviser. The value of an investment and the income from it can fall as well as rise and you may not get 
back the amount originally invested. Nothing in this document is intended to or should be construed as advice.  This document is not a 
recommendation to sell or purchase any investment. It does not form part of any contract for the sale or purchase of any investment.
Issued in the UK by Henderson Investment Funds Limited (reg. no. 2678531), incorporated and registered in England and Wales with 
registered office at 201 Bishopsgate, London EC2M 3AE, is authorised and regulated by the Financial Conduct Authority to provide 
investment products and services. 

In the past, Japanese firms 
have tended to hoard cash on 
their balance sheets, leading 
to either under-investment in 
capital expenditure and falling 
global market share, or over-
diversification into competing 
firms and maligned business 
areas, creating highly fragmented 
industries where businesses resist 
mergers or become buried in a 
quagmire of non-core assets. 

Cheap labour has compounded 
poor investment decisions – access 
to large pools of cheap available 
labour has reduced returns by 
encouraging management to 
needlessly add capacity. 

The broader effect has been to 
produce low rates of return on 
equity (ROE), reducing profits 
and discouraging investors to the 
detriment of share price returns.

We believe this issue of 
shareholder value is now being 
seriously addressed. Since the 
country’s Prime Minister, Shinzo 
Abe, unleashed his ‘three arrows’ of 
economic reforms – often referred 
to as ‘Abenomics’ – Japanese 
firms have started to adopt much 
more western corporate thinking. 
Cross-holdings are being unwound 
and non-core assets sold; boards 
are choosing to hand back cash 
where appropriate, as can be seen 
in rising dividends, pay-out ratios 
and share buy-backs; and firms are 
now taking a much more cautious 
approach to labour investment 
amid increasing shortages. 

A LONG-NEEDED SHAKE-UP
The second area is corporate 
governance. Many firms have been 
guilty of nepotism and lacking in 
meritocracy in the past, where age 
and tenure has become the primary 

Our continuing 
focus will be on 
stock selection, 
seeking quality 
companies with 
strong drivers in 
place for future 
earnings growth

driver of salary and progression. Mr 
Abe has taken aim at these areas as 
well, attempting to introduce greater 
boardroom checks and balances. 

In 2014, Japan’s financial regulator 
introduced the ‘stewardship code’ 
which directed asset managers and 
investors as to how they should 
engage with firms more responsibly; 
in 2015 the government introduced 
the corporate governance code, 
encouraging firms to have at 
least two independent directors 

on their boards. The chart below 
demonstrates growing board 
independence.

The attempts of Mr Abe 
and corporates alike are very 
encouraging, and if firms continue 
to focus on the value they can 
create for shareholders, we expect 
increasing investor participation 
in Japanese stocks. Indeed, Japan’s 
stock market is attempting to 
revitalise interest in its companies 
for these reasons, creating an index 
of 400 leading firms with high 
investor appeal by departing from 
the traditions of simple market-cap 
weightings to include measures 
of corporate governance and 
profitability.  

In the Bankers portfolio, our 
continuing focus will be on stock 
selection, seeking quality companies 
with strong drivers in place for future 
earnings growth. And with valuations 
appearing inexpensive both relative 
to history and wider markets, we 
expect good stock selection to add 
to performance for our investors for 
some time to come.

/ HENDERSON /

INCREASING APPOINTMENT OF EXTERNAL DIRECTORS
Corporate governance will improve from the greater checks and balance

Source: MUMSS, from the Japan Association of Corporate Directors, as at January 2017

Note: Figures for years prior to 2016 are based on (i) corporate governance and (ii) research on corporate governance of 
the listed companies conducted by Japan Association of Corporate Directors. The figures for 2016 are based on corporate 
governance reports submited by listed companies as of July 14, 2016.
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NO CONTEST
Holly Black weighs up the pros and cons of open- and closed-ended 

property funds – but finds one type of vehicle has all the chips 
stacked in its favour

YOUR PORTFOLIO

P
ANIC IN THE 
MARKETS AFTER 
THE EU 
REFERENDUM 
brought the risks of 

property investing into sharp focus. 
While investment companies saw 

their share prices fall and discounts 

widen, open-ended funds locked 
their doors and suspended trading. 
As a result, many investors are 
questioning whether open-ended 
funds represent the best way to 
invest in property. 

“Open-ended property funds 
should be a thing of the past,” says 

Caroline Shaw, head of fund & asset 
management at Courtiers. “They 
are not fit for purpose; investors 
have the illusion of liquidity until it 
evaporates when they need it most.”

“A closed-ended structure is far 
more appropriate: it means the 
manager can invest all of his assets 
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/ PROPERTY TRUSTS /

without worrying about flows in 
and out of the fund, and can do his 
job with a long-term view.” 

IN BLACK AND WHITE
Performance figures are supportive 
of the case for investing in property 
using the closed-ended structure. 
The average AIC Direct Property 
UK trust has returned 86.13 per 
cent over the past five years, while 
the typical open-ended IA Property 
fund has returned 49.03 per cent 
over the same period. Over one 
year, closed-ended trusts have 
returned an average of 21.15 per 
cent, while open-ended funds have 
returned just 6.72 per cent. 

Part of the reason for this is the 
large amount of money open-ended 
funds often hold in cash to meet 
redemptions; this can be as much 

as 25 per cent of total assets, which 
cannot be put to work.

Ian Sayers, chief executive of 
the Association of Investment 
Companies, says this is 
particularly relevant for income-

seekers as such balances will 
earn very low returns, whereas 
investment companies’ ability to 
remain fully invested can help to 
deliver a higher yield. 

SLIM PICKINGS
Regardless of which type of fund 
investors choose to back, however, 
some experts are warning the 
spoils for the sector may not be so 
rich in the future as they have been 
in the recent past.

“After such strong growth over 
the past few years, investors may 
need to lower their expectations,” 
says Nathan Sweeney, senior 
investment manager at Architas. 
“I expect capital growth to slow 
dramatically, so investors should 
focus on the income they can get 
from these investments instead.”

Some experts 
are warning the 
spoils for the 
sector may not 
be so rich in the 
future as they 
have been in the 
recent past
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Sweeney thinks the property 
investments that will do well over 
the coming years are those that 
specialise in a particular area. He 
likes investment company Tritax 
Big Box, which develops large-
scale logistics and distribution 
locations across the UK. “Industrial 
warehouse space is hot property 
at the moment because of the shift 
away from the high street towards 
online shopping,” he says.

Assets owned by the trust, 
which yields around 4.25 
per cent, include a 550,000ft2 

warehouse in Peterborough used 
by online retailer Amazon and 
an Argos distribution facility in 
Staffordshire. 

LET THE HALLS
Another popular area of 
investment is student 
accommodation, which is 
booming thanks to the rising 
numbers of young people going 
to university and the low supply 
of appropriate living quarters. 
GCP Student Living, which 
yields almost 4 per cent, owns 
teaching facilities and student 
accommodation across the 
country, such as a 588-bedroom 
building in east London, which 
also includes retail space, and a 
153-bedroom building in Bristol. 

Medicx, which focuses on 
healthcare infrastructure, is a 
favourite of Ben Yearsley, director 
at Shore Financial Planning. The 
trust owns 157 primary care 
buildings in the UK, including 
doctor’s surgeries and medical 
practices. It yields 6.7 per cent 
from rental income while also 
benefiting from the rise in the 
value of its assets. 

Gary Millward, financial 
consultant at Alan Steel Asset 
Management, is a fan of TR 
Property Investment Trust, which 
invests in a mixture of bricks & 
mortar and company shares.

He likes that the trust invests 
outside of the UK as well, and is 
currently tapping into the growing 
popularity in Europe of shopping 
centres that offer an entire day out, 
housing cinemas, restaurants and 
leisure activities as well as shops. 
It has made 20.64 per cent over the 
past year and yields 3.1 per cent. 

CONCENTRATION RISK
Despite all of the issues, investors 
still have more than £25bn 
invested in property funds, 
according to the latest figures 
from the Investment Association. 
The sector is often a popular 

/ PROPERTY TRUSTS /

“Open-ended 
property funds 
should be a thing 
of the past. They 
are not fit for 
purpose”

PERFORMANCE OF OPEN- AND CLOSED-ENDED
PROPERTY SECTORS

Source: FE Analytics

Sector 1yr (%) 3yr (%) 5yr (%) 10yr (%)

AIC Property Direct UK  21.15 33.83 86.13 24.37

IA Property  6.72 25.89 49.03 17.04

choice because investors feel that 
they understand the asset class. 
However, experts say that this 
can lead to concentration risk, 
particularly among older investors 
who may have a considerable 
proportion of their wealth tied up 
in property. 

Shaw says: “If you already own 
your own home, then investing 
in residential property can mean 
you are overexposed to the sector, 
so you need to make sure you are 
investing in something that isn’t 
directly correlated to the value of 
your house.”

While many of the issues 
with the property sector were 
highlighted last year, the asset 
class can still play an important 
role in many investors’ portfolios: 
it provides much-needed 
diversification from other assets 
such as bonds and equities, and 
can also produce a reliable income 
stream – which is particularly 
appealing to investors who have 
entered retirement.

“A lot of people may be spooked 
about the property market but, at 
least in uncertain times and when 
inflation is high, you have the 
protection of owning a physical 
asset,” adds Sweeney.

“Companies can go bust, but 
buildings stay standing.”  

https://www.trustnetdirect.com/fund/factsheet/JXHI
https://www.trustnetdirect.com/fund/factsheet/JXHI
https://www.trustnetdirect.com/fund/factsheet/JDEZ
https://www.trustnetdirect.com/fund/factsheet/Z521
https://www.trustnetdirect.com/fund/factsheet/HE06
https://www.trustnetdirect.com/fund/factsheet/HE06
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CONCERNS OVER THE HEALTH 
OF THE UK ECONOMY and the 
challenges posed by Brexit 

have made many investors more 
cautious about their exposure to 
domestically focused companies.

Analysts and economists have 
warned that household spending-
led growth since last year’s EU 
referendum is not sustainable, as 
inflation picks up and wage growth 
remains low.

Amid these concerns, Mark Martin 
and Holly Cassell have begun to 
position their five FE Crown-rated 
£588m Neptune UK Mid Cap fund for 
a downturn.

However, while many investors 
have retreated from mid and small 
caps over concerns they are too 
exposed to the domestic economy, 
Cassell said the FTSE 250 derives 
more revenues from overseas than 
many people might expect.

“Contrary to what people think, 
there are a lot of opportunities in 
the FTSE 250 and FTSE Small Cap 
indices,” Martin added. “A lot of 
people have been indiscriminately 
selling the FTSE 250 and buying the 
FTSE 100.”

Mid caps suffered in the immediate 
aftermath of the EU referendum last 
year. The FTSE 250 fell 14.92 per 
cent between 23 and 27 June before 

NEPTUNE UK MID CAP
This fund’s managers remain positive on mid caps, pointing out the FTSE 250 derives 
more revenues from overseas than many people think

MANAGERS: Mark Martin & Holly 
Cassell 
LAUNCHED: 15/12/2008 
FUND SIZE: £586m 
OCF: 0.82%

recovering those losses later in the 
month, although it underperformed 
the FTSE 100 index by some margin.

Despite the challenges mentioned 
above, the managers remain 
convinced the mid cap space can 
deliver decent long-term returns.

Cassell said: “We’re trying to do 
something different from most of our 
peers in the mid cap space.”

The average market capitalisation 
of stocks in the fund is just over 
£1bn, although it has the flexibility to 
invest in smaller companies as well. 
Cassell said investing in the mid- 
and small-cap space increases its 
prospects of owning an M&A target, 
highlighting high long-term average 
activity compared with blue-chips.

She said this is a result of 
sterling weakness following the 
EU referendum, which has made 
UK companies a more attractive 
prospect for overseas buyers. 

However, she said an M&A bubble in 
2017 was unlikely.

Although the fund has made less 
than the 21.49 per cent delivered by 
its FTSE 250 (ex IT) benchmark over 
the past year, it has still returned a 
respectable 19.15 per cent.

“When the market is rising fairly 
rapidly we just about catch up with 
it,” said Cassell. “Where we see 
significant outperformance is when 
the market is flat or falling.”

The team at Square Mile described 
Neptune UK Mid Cap as a fund that 
offers “solid exposure to a specialist 
area of the market and is run by 
a pair of managers who appear 
to have formed a strong working 
relationship”.

The fund has returned 111.8 
per cent over the past five years 
compared with 105.21 per cent from 
its benchmark. It has an ongoing 
charges figure of 0.82 per cent.

PERFORMANCE OF FUND VS SECTOR 
AND INDEX OVER 5YRS

trustnetdirect.com

IN FOCUS
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MANY INDUSTRY EXPERTS 
SAY smaller companies 
represent the way forward 

for investors just starting out on 
their pension saving plan, as despite 
being among the most volatile asset 
classes, they also tend to offer the 
biggest rewards.

IA North American Smaller 
Companies has been the best 
performing small cap sector over 
the past 10 years, with returns of 
195.48 per cent, and Peter Toogood, 
chief investment officer at Embark 
Group, said he would still back it 
over significant periods of time.

“Their constant ability to innovate 
is not going to change and while this 
area of the market is a bit expensive 
at the moment, we are building 
a long-term portfolio here, not a 
short-term one,” he explained.

It can be difficult for UK investors 
in particular to venture outside the 
domestic market when looking at 
smaller companies, but it can be a 
risk worth taking.

Simon Evan-Cook, multi-asset 
manager at Premier, noted: “UK 
investors feel they’re taking enough 
risk just investing away from the 
Motherland, without compounding 
that by doing it through small caps.”

T. ROWE PRICE US SMALLER 
COMPANIES EQUITY
Investors in the early stages of pension saving may wish to consider small cap funds, 
which tend to provide larger returns over the long term

MANAGERS: Ryan Burgess 
LAUNCHED: 31/07/2001 
FUND SIZE: £820m 
OCF: 1.12%

FILE

“More fool them I say, because as 
your stats show, small-cap investing 
adds plenty of value all over the 
world, not just in the UK.”

The best performer in the 
IA North American Smaller 
Companies sector over five and 10 
years is T. Rowe Price US Smaller 
Companies Equity. This is despite 
frequent changes at the top – it has 
had seven different managers since 
its inception in 2001.

However, the performance of 
small caps can fluctuate more than 
that of large caps and the fund has 
a volatility score of 17.66 per cent, 
which is 3.06 percentage points 
more than the average fund in the IA 
North America sector.

It also has a maximum drawdown 
– the most investors could have lost 

if they bought and sold at the worst 
possible moments – of 28.75 per 
cent over 10 years, meaning it can 
see periods of large losses in the 
short term.

The fund is most overweight 
technology as well as consumer 
staples and utilities and is 
underweight energy, financials and 
real estate.

It is well diversified, with 184 
holdings, though this is still 
concentrated when compared 
with the benchmark, and its top 
10 positions – which include gas 
utility firm Atmos Energy and media 
company Cable One – account for 15 
per cent of total assets.

Ryan Burgess has been in charge 
of this four crown-rated fund since 
October 2016.

PERFORMANCE OF FUND VS SECTOR 
AND INDEX SINCE LAUNCH

Pension
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Source: FE Analytics

T. Rowe Price US Smaller Companies Equity (387.31%)
Russell 2500 (358.44%)

IA North American Smaller Companies (319.73%)

Ju
l 0

2
Ju

l 0
4

Ju
l 0

6
Ju

l 0
8

Ju
l 1

0
Ju

l 1
2

Ju
l 1

4
Ju

l 1
6

0%

50%
100%

150%
200%

250%
300%

350%
400%

-50%

https://www.trustnetdirect.com/fund/factsheet/F7MC
https://www.trustnetdirect.com/fund/factsheet/F7MC


Trust

/ FUND, PENSION, TRUST /

trustnetdirect.com22

FINSBURY GROWTH & INCOME
This trust represents one option for investors who want exposure to Nick Train but are put 
off by Lindsell Train IT’s large premium 

PERFORMANCE OF TRUST VS SECTOR
 AND INDEX OVER 10YRS

NICK TRAIN IS ONE OF THE 
BIGGEST NAMES IN THE 
UK fund management 

industry. Over the past decade, the 
FE Alpha Manager’s funds have 
made an average return of 301.27 
per cent, more than three-and-a-
half times the amount made by his 
peer group composite.

Train is the sole manager of 
three investment vehicles: the 
open-ended CF Lindsell Train UK 
Equity fund and the Lindsell Train 
and Finsbury Growth & Income 
investment trusts. 

The most well-known of the 
two closed-ended funds is the 
five crown-rated Lindsell Train IT, 
which has a concentrated portfolio 
of global stocks alongside a hefty 
37 per cent holding in Lindsell 
Train plc itself. 

While the trust has performed 
remarkably well over the years, 
this is more than reflected in its 
price. Its premium stands at 14.5 
per cent, but this has reached as 
high as 30 per cent in the past.

Anyone who is seeking exposure 
to Train’s prowess through a 
closed-ended fund but is put off 
by this excessive valuation may 
wish to look at Finsbury Growth & 
Income instead.

Granted, it resides in the AIC 
UK Equity Income sector as 
opposed to the AIC Global sector 
and doesn’t have the significant 
holding in Lindsell Train plc. 
However, it still consists of a 
highly concentrated portfolio of 
quality brand names that Train 
believes will generate solid 
returns for years to come. What’s 

more, its premium currently 
stands at a modest 0.2 per cent.

Finsbury Growth & Income 
also has a stellar performance 
track record to boot. Over 10 
years to the end of June, it has 
made 188.35 per cent, beating its 
sector average and FTSE All Share 
benchmark by 129.4 and 119.88 
percentage points, respectively.

An investor who put £10,000 
into the trust at the start of this 
timeframe would have received 
£2,985.62 in income alone.

Train said approximately 60 per 
cent of the trust’s holdings have 
been in the portfolio for 15 years 
or more, with “new” positions in 
Burberry and Heineken added in 
2008 and 2011, respectively. 

The trust’s largest individual 
weighting is in consumer giant 
Unilever, which accounts for 10.4 
per cent of its 25-stock portfolio. 

Other significant holdings include 
RELX and Diageo.

Train recently increased his 
exposure to consumer goods 
brand Mondelez which, like 
Unilever, has a significant 
exposure to emerging market 
consumers. This is a growing 
theme in the trust.

The FE Alpha Manager abides 
by Unilever chief executive Paul 
Polman’s philosophy, which is: 
“Why wouldn’t you want to be in 
emerging markets? It’s where all 
the people are.”

MANAGER: Nick Train
LAUNCHED: 01/01/1926
DISCOUNT/PREMIUM: 0.2%
TER: 0.74%

FILE

Source: FE Analytics
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https://www.trustnetdirect.com/fund/factsheet/L532
https://www.trustnetdirect.com/fund/factsheet/L532
https://www.trustnetdirect.com/fund/factsheet/LB04
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Long-term investment partners

*Source: Morningstar, share price, total return as at 31.06.17. †Ongoing charges as at 31.03.17. Your call may be recorded for training or monitoring 
purposes. Scottish Mortgage Investment Trust PLC is available through the Baillie Gifford Investment Trust Share Plan and the Investment Trust ISA, 
which are managed by Baillie Gifford Savings Management Limited (BGSM). BGSM is an affiliate of Baillie Gifford & Co Limited, which is the manager 
and secretary of Scottish Mortgage Investment Trust PLC. 

PICKING STOCKS WITH 
PRECISION.
Scottish Mortgage Investment Trust plays a ‘long game’ with a focused list of around 80 stocks. 
Our aim is to meticulously seek out truly innovative organisations (the obvious and the unexpected) and 
stick with them over the long-term. We believe this strategy gives us a strong competitive advantage in 
identifying companies with real potential for significant sales growth – often as a result of their intelligent 
deployment of transformational technology. 

But don’t just take our word for it. Over the last five years Scottish Mortgage, managed by Baillie Gifford, 
has delivered a total return of 221.2%* compared to 118.7%* for the sector. And Scottish Mortgage is  
low-cost with an ongoing charges figure of just 0.44%.†

Standardised past performance to 30 June*:

2013 2014 2015 2016 2017

Scottish Mortgage 26.9% 28.9% 25.8% 4.9% 48.8%

Average of AIC Global Sector 22.9% 16.7% 13.2% 1.7% 32.1%

Past performance is not a guide to future returns.

Please remember that changing stock market conditions and currency exchange  
rates will affect the value of your investment in the fund and any income from it.  
You may not get back the amount invested.

For a free-thinking investment approach call 0800 917 2112 
or visit www.scottishmortgageit.com

SCOTTISH MORTGAGE WAS ORIGINALLY 
LAUNCHED TO PROVIDE LOANS TO 
RUBBER GROWERS IN MALAYSIA IN THE 
EARLY 20TH CENTURY. 

SCOTTISH MORTGAGE INVESTMENT TRUST



IN FOCUS

HISTORY 
REPEATING ITSELF

With Brexit the latest event to highlight the problem with open-
ended property funds, Adam Lewis asks if investors should rethink 

their exposure to the asset class

A
S A SECTOR OF THE 
MARKET IN WHICH 
TO INVEST, UK 
commercial property is 
never far from the 

headlines. It seemed investors had 
forgiven it for its sins of the past the 
last time Trustnet Magazine profiled 
it back in May 2015, but then along 
came Brexit and the yo-yo love affair 

trustnetdirect.com24

sprang forth once more. Retail 
investors panicked and sought to 
sell their holdings in open-ended 
UK commercial property funds as 
soon as possible. The end result, for 
the second time in the sector’s 
history, was that many large funds 
were forced to suspend dealing and 
place penalties on investors who 
wanted to remove their cash.

The first time was back in 
2008 when commercial property 
prices crashed, and it seems 
investors have not learnt from 
their previous mistakes. While 
he could not have forecast Brexit, 
Hargreaves Lansdown’s head of 
research Mark Dampier predicted 
as much in the previous focus 
on the sector. At the time, he 

http://joom.ag/DlYp/p18
http://joom.ag/DlYp/p18


IN FOCUS
/ SECTOR PROFILE /
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upon the operational challenges of 
investing in property, rather than 
the investment challenges,” he 
says. “When you are looking for an 
allocation to property, you have to 
ask yourself ‘what is available and 
what is suitable?’ In most cases, the 
answer is that while there are 44 
funds available, I do not think any 
of them are suitable for portfolio 
management services.”

SLAVES TO PANIC
This, says Husselbee is not because 
of what the funds are trying to do – 
the best fund in the sector over five 
years (F&C Real Estate Securities) 
has produced a return of 147.3 per 
cent – but more because of how 
they are slaves to the actions of 
panicked retail investors.

“The sector requires long-term 
patience and unfortunately for 
me, the majority of investors are 
looking to trade and speculate with 
property,” he says. “They wouldn’t 

& mortar or through the listed-
shares of property companies.

As a result, while Liontrust’s 
head of multi-asset John Husselbee 
has an allocation to property in the 
target risk funds he manages, he 
has no allocation in his target risk 
portfolio management service.

“This zero weighting is based 

said: “My worry is what happens 
where there is a downturn and 
money flows out again? You 
could have the very best fund 
manager, but he will still be 
forced to sell assets and this will 
affect the price of the fund.”

A RE-THINK
Just 13 months later in June 
2016, several funds – including 
Standard Life UK Real Estate, 
Aviva Property Trust and M&G 
Property Portfolio – did exactly 
that. So should investors re-assess 
their opinion of the asset class 
and what are the best types of 
funds to use?

There are currently 44 IA 
Property funds to choose from, but 
comparing them is no easy task. 
This is because the sector does not 
differentiate between geographic 
areas, property types (residential 
or commercial) or whether the 
funds invest directly in bricks 

“While there are 
44 [IA Property] 
funds, I do not 
think any of 
them are suitable 
for portfolio 
management 
services”

https://www.trustnetdirect.com/fund/factsheet/IIR1
https://www.trustnetdirect.com/fund/factsheet/MYAJ
https://www.trustnetdirect.com/fund/factsheet/I0XP
https://www.trustnetdirect.com/fund/factsheet/RZ82 
https://www.trustnetdirect.com/fund/factsheet/RZ82 


do this with their own home, so 
I don’t know why they do it in 
commercial property.”

Another challenge is how to 
benchmark the performance of 
property. Most investors take the 
IPD UK Property Index. However, 
Husselbee says that while every 
active manager finds it difficult to 
replicate the performance of an 
index, he says doing so with the IPD 
is “nigh on impossible”. 

As a result, he says that while 
he can see the attractiveness 
of property from a capital and 
income perspective, he argues it is 
too difficult to access. But should 
investors ignore it altogether, and 
of the two routes, which is better, 
direct or via property shares?

Addressing the first question, 
recent research from Schroders 
shows that if you invested £100 in 

Source: FE Analytics

PERFORMANCE OF PROPERTY FUNDS VS SECTOR
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“The 
property 

issues of 
the last 12 

months have 
once again brought 

the issue of liquidity 
back into sharp focus,” 

says Ryan Hughes, head 
of fund selection at AJ Bell 

Investments. “While I still 
believe there is a place for physical 
property funds, particularly for 
those who are able to take long-term 
asset allocation views, I think we 
will see buyers being more cautious 
when it comes to allocating to this 
type of fund going forward.”

This, says Hughes, plays into the 
hands of property shares funds, 
which can offer daily liquidity and 
remove the risk of fund suspensions. 
“While this doesn’t give as smooth 
a return as physical property given 
the equity beta that comes with 
holding property shares, this trade-
off will be seen as acceptable by 
many,” he adds.

Jon Cheigh, head of global real 
estate at Cohen & Steers and 
manager of its Global Real Estate 
Securities fund, argues it is a myth 
that listed property shares are more 
volatile than physical property.

Name 1yr (%) 3yr (%) 5yr (%) 10yr (%)

Henderson Horizon Pan European Property Equities 13.56 50.7 125.82 37.58

L&G UK Property 7.77 25.2 43.41 36.07

iShares UK Property UCITS ETF 9.08 17.2 75.6 -9.64

IA Property 6.72 25.89 49.03 17.04

“The case for 
going direct 
and investing in 
bricks & mortar 
is it gives you a 
purer exposure 
to the asset 
class”

property in 2003, today it would be 
worth £271, a compound annual 
growth rate (CAGR) – not adjusted 
for inflation – of 7.38 per cent. This 
makes it the second best performing 
asset class behind equities, which 
had a CAGR of 8.3 per cent.

The case for going direct and 
investing in bricks & mortar is it 
gives you a purer exposure to the 
asset class and will be affected 
less by the volatility in the stock 
market than would be the case with 
a property shares fund. The case 
against is it is extremely illiquid, 
hence you get all the structural 
issues when you try to sell out. For 
example, Husselbee notes recent 
problems that direct funds have had 
with meeting redemptions have led 
many managers to hold up to 25 per 
cent of assets in cash, which he says 
is diluting the returns.
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The long termer
HENDERSON HORIZON PAN EUROPEAN 
PROPERTY EQUITIES
SITTING SECOND IN THE IA PROPERTY SECTOR over five years is Guy 
Barnard’s Henderson Horizon Pan European Property Equities fund, which 
has made 125.82 per cent over this time compared with gains of 49.03 per 
cent from its sector. Despite concerns regarding Brexit, the UK was the 
fund’s biggest country weighting at the end of April, representing 33 per cent 
of its assets. Henderson Horizon Pan European Property Equities is 99 per 
cent invested in property shares.

The passive option
iShares UK PROPERTY ETF
If you want exposure to property, but do not know whether to go down the 
route of property shares or bricks & mortar, AJ Bell’s Ryan Hughes says 
there is a passive option. The downside is that it is a very limited option, with 
only one vehicle focused on the domestic market to pick from – the iShares 
UK Property ETF. The fund tracks the FTSE EPRA/NAREIT UK Property Index, 
which contains a diversified set of 37 UK property stocks. It has an ongoing 
charges figure of 0.4 per cent, compared with 1.25 per cent from the IA 
Property sector.

The direct option
L&G UK PROPERTY
WHILE LIONTRUST’S JOHN HUSSELBEE HAS A MINIMUM WEIGHTING to 
property, the exposure he does have comes through bricks & mortar funds. 
He highlights the £2.7bn L&G UK Property fund, co-managed by Matt Jarvis 
and Michael Barrie, which is diversified by sectors and geography. At the 
end of May, some 70 per cent of the fund was in direct property, 24 per 
cent in cash and over 6 per cent was held in real estate investment trusts 
(REITs). Husselbee says the fund benefits from L&G’s depth of resources and 
experience. 

“Though real estate is considered 
a long-term investment, the 
perception that real estate securities 
exhibit higher risk stems from the 
short-term volatility associated with 
liquid securities markets,” he says. 

“Asset allocation models are 
typically structured to capture 
the risk of an asset class through 
the standard deviation of either 
monthly or quarterly returns. Due 
to the normal fluctuations of equity 
markets, measured volatility for 
real estate securities tends to be 
relatively high. In contrast, direct 
real estate valuations use appraisal-
based equilibrium prices, which, 
due to their infrequent nature, may 
artificially smooth the returns of the 
underlying assets.”

Given these differences in 
measurement frequency and 
methodology, Cheigh believes many 
asset allocation models understate 
the true risk of physical property, 
leading to a “systematic over-
allocation to private real estate”.

So, like yo-yos, property goes up 
and down. Right now it is down, just 
as it was back in 2008; however as 
investors regain confidence, expect 
the string to tighten and sentiment 
to move in the opposite direction. 
Just how long this will take is 
anyone’s guess.

Source: FE Analytics

PERFORMANCE OF DIRECT PROPERTY FUNDS IN 2016
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Graduates now leave university with debts of up to £54,000. 
John Blowers finds out how you can soften the blow for your children 

IN THE BACK
/ PLATFORMS /

I  RECENTLY 
ATTENDED MY SON’S 
GRADUATION at Bath 
University, the 
culmination of four 

years’ hard work and, I suspect, some 
monumental beer drinking.

He graduated with a 2:1 in politics 
and now begins the task of finding 
a job, as he’s going to need to find 
work fast. The reason? He’s in debt to 
the tune of £30,000 and I have to say 
we haven’t fared much better, having 
sent him many thousands more to 
keep the local pubs running.

As we drove back home we began 
to wonder exactly how much the 
whole exercise cost, because we 
simply hadn’t planned for it. In my 
distant memories, I recall most of the 
cost of going to university was either 
paid for by the government through 
a series of grants, with my parents 
throwing a little bit of cash in here 
and there (but never quite enough).

These days it costs more – a 
lot more – and I do sympathise 
with parents who may have been 
subjected to years of school fees too.

If you have several children, the 
amount we’re talking about is mind-
boggling.

29trustnetdirect.com

BRIGHT 
BANKRUPT

Anyway, after some pretty basic 
calculations, we worked out that 
we must have spent (or borrowed 
through student loans) around 
£54,000. Could this be right?

Well, the Institute for Fiscal 
Studies (IFS) recently produced a 
report on the university funding 
situation, which was convenient 
given the maths we were trying to 
carry out in the car journey home.

The average amount of debt that 
children from lower-income families 
accumulate during a degree is 
£57,000, according to the IFS, as they 
receive more loan assistance. These 
loans can accrue interest of nearly 

and

£6,000 before the student has even 
graduated, with interest rates of 6 per 
cent or more in some instances.

Worse still, the IFS seems to think 
that these new graduates could still 
be paying off their student loans 
while in their 50s. How on earth 
are they going to save for a house, 
pay off the mortgage or save for 
retirement in these circumstances?

So how can we help our little ’uns 
avoid this debt millstone around 
their necks? The secret – as always – 
is in the planning.

People these days tend to have 
children in their late 20s or early 30s, 
so with university fees arriving 18 
years later, this means when you are 
approaching your 50s. This should 
be your peak earning time, which 
you can take solace from, but for 
most people, an extra £18,000 per 
year (per child) of taxed income can 
be difficult to rustle up.

So, we should all try to set up a 
fund as early as possible to fund our 
children’s education. Or even your 
grandchildren’s if your own children 
are feeling the heat from the current 
economic climate.

There are many ways to go about 
this, but you need to start early.

We haven’t fared 
much better, 
having sent him 
many thousands 
more to keep 
the local pubs 
running

https://www.trustnetdirect.com/fund/help-me-choose#!helpMeChooseID_1_school_fees
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WHEN YOU’RE INVESTING FOR THE MEDIUM TERM, you may feel 
more confident about taking additional risk when it comes to paying 
for costs such as education. If, due to a down market, you don’t make the 
target amount at the point your child enrols, you are effectively entering 
a three-year period where you’ll draw down the money gradually. Leave 
any money you don’t need invested so it has the chance to recover, as the 
market tends to move in cycles. If you hit your target in an up market, 
you may choose to cash in your investments to ensure costs are covered.

Why take more risk? Well, lower-risk investments will never take you 
on a roller-coaster ride that some investors find uncomfortable, but the 
less risk you take, the lower your returns tend to be. 

In conclusion, it seems our children are likely to have it harder than us 
baby-boomers, so it makes sense to cushion the blow of university fees so 
they don’t start their working lives with a mountain of debt.

Then our little darlings can concentrate on trying to afford to get on the 
housing ladder… 

Source: Trustnet Direct

HOW TO FUND THE COST OF TUITION FEES

IF I COULD WIND BACK THE 
CLOCK to when my children 
were born I would have opened a 
portfolio and invested a small sum 
each month, gradually increasing 
this amount every year.

The amount depends on whether 
you want to fund the entire cost 
of a university degree or at least 
mitigate the need for student loans.

I’ve been mucking around on the 
Trustnet Direct retirement planners 
to see how much I needed to put in 
each month to cover the £54,000 
we reckoned it cost to make our son 
employable. 

The planners are not yet clever 
enough to show gradual increases 
in yearly contributions, but came 
up with the answer of £227 each 
month into investments that would 
produce a 5 per cent annual return 
(net of charges) over 18 years.

HOWEVER, IF YOU DECIDE TO START SMALL and increase your 
contributions by, say, 5 per cent per annum, you can reduce the pain 
in the early years. The rule of thumb is that as you move through your 
30s and into your 40s, you should have more disposable income and 
therefore a better ability to invest a little more each year.

A quick calculation suggests that when your child is born, if you invest 
£120 per month and increase this amount by 5 per cent each year over 
the next 17 years, you will have accrued over £59,000 to cover university 
fees by the time they enrol. We assume 5 per cent average annual growth 
net of charges, but there are no adjustments for inflation.

Tip 1 
START AS SOON AS YOUR 
CHILD IS BORN

Tip 2
GRADUALLY INCREASE YOUR CONTRIBUTIONS

Tip 3
TAKE MORE RISK

30

£0k

£15k

£30k

£45k

£60k

£75k

33 36 39

Age

42 45 48

Taking more risk and aiming for 7% growth 
can generate over £24,000 more than 
aiming for 3% growth net of charges

7% growth = £73,421

3% growth = £48,826

https://www.trustnetdirect.com/investing-for-education
https://www.trustnetdirect.com/investing-for-education
https://www.trustnetdirect.com/retirement/planning-for-retirement
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*The graph displays platform fees plus the cost of 5 transactions per annum with Trustnet Direct compared with 
platforms charging 0.45%, 0.40%, 0.35% and 0.25% per annum in platform fees. Assumes £15,000 new ISA limit 

invested each year for 10 years and assumes 5% growth net of charges.

The good news is that if you invest the new ISA limit of £15,000 per annum over the next 10 years and it grows at 5% per annum 
net of charges, you’ll have built a nest egg of over £198,000 tax-free.

The bad news is that platform fees can seriously damage your wealth, as the chart above shows.

At Trustnet Direct, we charge 0.25% in platform fees but cap it at just £250 max per annum (£200 + 5 trades at £10 per trade).

We may not be the cheapest on day one, but when your investments grow, your charges don’t.  
So, if you want a premium platform, without the premium price tag, open your next ISA with Trustnet Direct.

Trustnet Direct does not provide advice on the suitability of investments. It is an execution-only service. If you are unsure 
about the suitability of investments, seek independent financial advice.

The price and value of investments and their income fluctuates: you may get back less than the amount you invested. 
Past performance is no guarantee of future performance.

Prevailing tax rates and relief are dependent on your individual circumstances and are subject to change.

These are the growth f igures you 
don’t want to see in your next ISA

www.trustnetdirect.com
Set your account up now at:

Trustnet Direct is a trading style of Trustnet Limited, Authorised and Regulated by the Financial Conduct Authority.

https://www.trustnetdirect.com/
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STOCKPICKER

The Merchants Trust’s Simon Gergel 
names three stocks with strong market 
positions whose prospects are being 
enhanced through restructuring 

I
NVESTORS ARE CURRENTLY PAYING 
HIGH PRICES for companies in sectors 
such as food and beverages, which offer 
perceived stability and reliability in 
earnings. Consequently, there are many 

good value opportunities for income investors in 
companies that are restructuring, where there is 

greater short-term uncertainty over earnings 
prospects – even though these may be strong 
businesses with valuable market franchises. The 
following three companies have attractive market 
positions, which are being enhanced by 
restructuring, and offer good value as well as high 
dividend yields.

FOLLOWING A COMPLEX 
TRANSACTION WITH NOVARTIS, 
GlaxoSmithKline’s vaccines and 
consumer health businesses are 
now in a world-leading position, 
as is its pharmaceutical portfolio 
in sectors such as respiratory and 
HIV. Consumer health is a high-
quality business, while the vaccine 
industry has large barriers to entry, 
allowing both businesses to make 
strong returns. The restructuring 
of these activities has obscured 
Glaxo’s earnings power, but recent 
results have been encouraging and 
we expect profitability growth to 
gain momentum. The value of the 
shares reflects historic issues, rather 
than the improving quality. 

STANDARD LIFE HAS BEEN 
REPOSITIONING ITSELF from a 
life insurance business into a fund 
management company and the 
proposed merger with Aberdeen 
is the latest transaction. Aberdeen 
brings scale and expertise in 
complementary asset classes, such 
as Asian and emerging market 
equities as well as multi-asset 
portfolios. It has been through a 
difficult period, but Standard Life 
is paying a realistic price for the 
business without any premium for 
control, and consolidation should 
drive cost synergies. The combined 
business is modestly valued, with 
a dividend yield of over 5 per cent 
and the potential to grow higher.

TATE & LYLE IS IN THE MIDST 
OF A LONG AND COMPLEX 
TRANSFORMATION from a 
commodity-producing and 
processing company to one 
more focused on speciality food 
ingredients. These are designed into 
food products, commanding higher 
customer loyalty, better long-term 
growth and superior profit margins. 
This transformation has not been 
smooth, which has provided an 
opportunity to invest at a sensible 
valuation before the benefits 
are evident. However, there are 
encouraging signs that investment 
in R&D is creating exciting 
products showing considerable 
growth, albeit from a low base.

RE-STRUCTURAL 
GROWTH 

https://www.trustnetdirect.com/equity/factsheet/GSK
https://www.trustnetdirect.com/equity/factsheet/SL
https://www.trustnetdirect.com/equity/factsheet/TATE


 

W
E HAVE RECENTLY BOUGHT 
THE FIDELITY CHINA 
SPECIAL SITUATIONS 
INVESTMENT TRUST of 
Anthony Bolton fame, although 

it is now run by the very able Dale Nicholls.
While this will always be a smaller, 

specialist play in our portfolios, some general 
China market and other more specific 
reasoning made buying it a priority. 

The obvious fund-specific reason is that  
it is running at a substantial double-digit 
discount to the net asset value, making it  
an attractive “buy”. 

China stocks hit an 18-month high after 
they were included in the MSCI’s global 
benchmark index for the first time. This move 
by the MSCI means that mainland Chinese 
equities, known as A-shares, will be included 
next year in its flagship Emerging Markets 
index – and an estimated $1.6trn of tracker 
funds will need to buy the stocks.

The Chinese stock market is valued at 
about $7trn and with respect to Beijing this 
is good news given that it wants to draw 
international funds into what is now the 
world’s second largest market. Shanghai 
Index 300 comprises the top 300 stocks on 
both the Shanghai and Shenzhen exchanges 
and the recent news caused the index to rise 
to its highest level since December 2015.   

China-related stocks already make up 
27 per cent of the MSCI Emerging Markets 
index, but these are shares listed offshore in 
Hong Kong and the US. China’s equity and 
bond markets are the second and third largest 
in the world, respectively, yet foreigners hold 
less than 2 per cent of each. 

FIDELITY CHINA 
SPECIAL SITUATIONS
Investment Quorum’s Lee Robertson bought this trust in anticipation 

of a capital influx resulting from the inclusion of China A-shares 
in the MSCI’s global index

It is possible that this pivotal move by the 
MSCI is likely to be the start of a process 
through which Chinese equities will achieve 
a prominence in global investors’ portfolios 
over the years to come, which will reflect the 
size and significance of China’s domestic stock 
market and its economy.

HSBC projects that $500bn of net inflows 
will arrive over the next five to 10 years as 
both the MSCI and FTSE indices move to 
include A-shares. Furthermore, Goldman 
Sachs estimates that China could represent 
34 per cent of MSCI Emerging Markets in five 
years’ time if the index provider gradually 
increases the weighting of mainland stocks. 
If this happens, then the Chinese weightings 
within the MSCI World and MSCI All World 
indices will also increase.   

A survey from Standard & Chartered this 
week indicated that more than 60 per cent of 
investors regard China as one of their three 
priorities for the coming year – almost half 
as many again as last year, so clearly this 
will lead to real interest from global asset 
allocators and investors. 

Lee Robertson is chief executive officer of 
Investment Quorum 
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The financial crisis 
10 years on 

Trustnet Magazine will take a break in August, 
but we will be back in September with an issue 

marking 10 years since the first signs of the 
financial crisis began to appear in the UK with 

the run on Northern Rock. We will examine the 
causes of the “credit crunch”, as it was initially 

christened, and find out how the next decade in 
investing is likely to differ from the last one.

Our sector focus will fall on AIC UK Equity 
Income as we ask if the banks that accounted 
for such a high proportion of the FTSE 100’s 
dividend yield in 2007 will ever regain their 

pole position in income investors’ portfolios. 

SEPTEMBER PREVIEW




