Our Investment Philosophy

We believe that an investment portfolio should be constructed to match the investor’s appetite
for risk and capacity to withstand loss and we take care in explaining the inherent features of the
different types of assets that we recommend, which are predominantly equities, bonds and cash.

Academic research by Nobel laureates has shown that it is not possible consistently to forecast the movement of
stockmarkets as they respond to news and, by definition, news is not foreseeable. Consequently, we believe that it is
impossible to predict with any accuracy the direction in which any of the world’s stockmarkets or individual shares will
move and, since active fund management relies on predicting winners, we recommend the use of low-cost, widely
diversified, tracker-style funds in preference to higher-cost, more concentrated actively managed funds.

Research has shown that, on average in any year, approximately 80% of actively managed equity funds fail to beat their
benchmark stockmarket index. Whilst this means that 20% do beat their benchmark index, there is no way of knowing
in advance which funds they will be as it tends to be different ones each year.

The solution

One solution is to use index tracker funds to capture the returns of

a stockmarket index. This strategy alone should beat 80% of actively
managed funds. Additionally, tracker style funds generally have

no initial charges and very low annual management charges and
expense ratios. Why pay high fees to active fund managers when
80% of them are unlikely to match the returns you can obtain just by
being in the market?

But which index do you buy? There is now a multitude of indices and
index tracker funds available to the retail investor. Whilst it would
make sense for a UK investor to invest in a UK stockmarket index,
such as the FTSE-All Share, the UK only represents about 7% of the
total of global stockmarkets. We believe a better approach is to use
globally diversified tracker style funds that capture the performance
of all the world’s stockmarkets in both developed and emerging
economies.

Research has also shown that, whilst it is important to capture all of the
shares in an index, the best returns over the longer term have always
been provided by “value companies” and “smaller companies”albeit that
they present higher risk and volatility than large companies.
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It seems logical, therefore, to 'tilt"an investment portfolio towards
smaller companies and value companies whilst still providing
exposure to a core of large and growth companies and we aim to
do this by using modified or “smart” tracker funds.

Stockmarkets are inherently volatile and exposure to them will
inevitably mean that portfolio values will fall from time to time as
well as rise.

As a counter-weight to the volatility of global stockmarkets, we
usually recommend diversification of part of a portfolio into less
volatile asset classes, namely bonds and cash. Bonds are fixed-
interest securities issued by governments and by large corporate
bodies and, in particular, we recommend short-dated bonds, i.e.
those that are within five years of maturity, since their values tend to
be more stable than longer-dated bonds.

A combination of investment in all the major world stockmarkets and
in low-volatility fixed-interest securities, with regular rebalancing of
the portfolio, should prove to be a successful strategy for most long
term investors. When combined with the low fund charges levied by
tracker fund managers, it becomes a strategy that is difficult to beat.
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