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In the words of the late David Bowie:

“ Ch-ch-ch-ch-changes, turn and face the strange”
With a US President from the world of reality TV, China seemingly 
replacing the United States as the main advocate of global free 
trade and England reaching the semi-final of the World Cup 
while the UK basked in Mediterranean weather, the world seems 
a strange place at the moment. And whatever the outcome of 
the Brexit negotiations, our relationship with Europe will 
undoubtedly change.

Despite the many and various changes, we must “face the strange” and 
ensure our recommended portfolios are positioned appropriately.

1. Recent Performance of Global Indices

Index (including 
dividends)

2013 2014 2015 2016 2017 2018*

FTSE 100 18.66 0.74 -1.32 19.07 11.95 3.22

S&P 500 29.93 20.76 7.26 33.55 11.28 9.80

FTSE Developed 
Europe (ex UK)

26.47 0.04 5.99 19.67 17.21 4.03

FTSE Japan 28.65 1.45 17.04 25.96 14.44 1.57

MSCI Asia Pacific 
ex Japan

1.70 9.30 -4.10 27.99 25.13 -0.10

MSCI Emerging 
Markets

-4.41 3.90 -9.99 32.63 25.40 -1.62

*Returns to the 31st July 2018

“The longest bull run in history – but the stock markets look 
like an accident waiting to happen”

Jeremy Warner in the Daily Telegraph on 21st August 2018

Returns from global equity markets have been strong in recent 
years and, on the 22nd August, the S&P 500 broke the record for 
the longest bull run in history, dating back to March 2009.

Morningstar’s analysis suggests that “although valuation levels are 
generally high across global equity markets, many markets are not at 
extreme levels”.  This is shown in chart 1 which plots the valuation of 
developed stock markets as a percentage of history. 
Experience shows just how hard it is to predict when markets will 
fall. Our more seasoned investors may remember two famous 
stockmarket pessimists, from the 1980’s and the 1990’s.

Bob Beckman (a fund manager and radio presenter) consistently 
predicted stockmarket falls. In 1979, he forecasted that property 
prices would fall by 50% within three years, (they did not).  
In 1983, in his book, The Downwave, he predicted a second  
Great Depression (this didn’t happen). 

Tony Dye was the Chief Investment Officer for Phillips & Drew, 
one of Britain’s largest asset management firms. He soon earned 
the nickname, “Dr Doom”, as he insisted that global markets 
were overvalued in early 1995, (when the FTSE 100 Index was 
approaching 4,000 points). By 1996, he had begun to move large 
sums of clients’ money out of equities and into cash. Dye’s defensive 
investment strategy ensured that his firm’s funds significantly 
underperformed their competitors. The FTSE 100 Index eventually 
breached 7,000 points in February 2000, by which time, Dye had 
lost his job.

Both Beckman’s and Dye’s predictions eventually came true,  
but at huge cost.

Our point is this:

Stockmarkets will suffer downturns, and one can keep prophesizing 
that this will ultimately happen, although trying to predict exactly 
when, has two main risks. First, the risk of missing out on returns 
and second, having made the decision to exit equities and hold cash, 
when to reinvest. We all know emotion can blur such decisions, and 
investors then can miss out on the recovery.

By now, you will be well versed in PMN’s investment approach: 
• Focus on the long term.

•  Diversify risk via a portfolio which is balanced across all main
asset classes. 

•  Only accept a level of risk or price volatility where a significant fall
in the value of your portfolio, does not impact on your standard
of living or quality of life. 

•  Reserve cash (outside the portfolio) to meet anticipated
expenditure, and any shortfall in income. 

This approach allows you to remain invested throughout, accepting 
the periods of turbulence for eventual real (above inflation) returns 
and using more secure assets, with lower (below inflation) returns, 
to fund capital and living expenses.

History tells us that forecasters are eventually right, but that 
our approach works.
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Chart 1. Valuation Levels as % of History

Source: Morningstar Investment Management, Morningstar Direct (31/03/2018)



2. Proposed Asset Allocation Changes
Amidst the strange outbursts from the White House and the 
constantly evolving Brexit negotiations, it is tempting to respond 
in a short-term manner with knee jerk reactions. This is not, and 
has never been, PMN’s style.  As readers of previous Investment 
Strategy Team ( IST) communications will know, our recommended 
portfolios are influenced by guidance from Morningstar.  Their most 
recent update provides an excellent summary of their investment 
approach based on long term valuations, with which we fully concur.

“By comparing an asset’s current price with our estimate of its 
fair value (the value of its underlying cash flows) it is conceptually 
possible to identify pockets of opportunity as prices will eventually 
realign with the fundamentals. To say this another way, fair value 
is our anchor in a sea of uncertainty. When the market pushes 
asset prices well ahead of “fair value”, our framework calls on us to 
consider reducing exposure to that asset. Similarly, when assets are 
priced well below fair value, we often see opportunity.”

Source: Morningstar AWS Update, Effective June 2018.

It is this approach of calculating a “fair value” and comparing this to the 
current value that leads to our decision to recommend a reduction 
in UK Mid Cap and UK Small Cap holdings with the balance being 
reinvested in UK Large Cap holdings. The detail of this is shown below.

Change in allocation (%)

Sector Moderate Moderately 
Adventurous

Adventurous

UK Large +2 +3 +5

UK Mid -1 -1 -2

UK Small -1 -2 -3

Why rotate from UK Mid and UK Small Cap into 
UK Large Cap?

Valuations

•  Chart 2 shows the returns over the last five years from UK
Large (HSBC FTSE 100 Index), Mid (HSBC FTSE 250 Index)
and Small Cap (BlackRock UK Smaller Companies) funds:

•  Clearly, UK Mid Cap and UK Small Cap holdings have performed 
very well over the last five years and therefore by reducing
these holdings, we are effectively locking in some of these gains.

Structural

•   The FTSE 100 Index has a disproportionately large exposure to
Banks, Energy and Materials stocks (when compared to other
large cap indices around the world).

•  All three sectors have underperformed in recent years and
therefore offer better value and the prospect of higher future
returns relative to other sectors.

•  Banks are likely to benefit from rising interest rates, whilst energy
and material stocks should benefit from rising oil prices and
from having made substantial cost savings when oil prices were
at recent record lows.

•  By increasing exposure to FTSE 100 holdings, we hope to
capture some gains when these stocks recover.

Brexit 

•  It is hard to remember a period when the immediate future of
the UK economy has been so uncertain. 

•  Therefore, it may seem perverse to increase exposure to UK
large companies at this time.

•  Our reasoning for this move is twofold:

i.  71% of revenues from FTSE 100 Index companies are
derived from overseas earnings. By contrast, the FTSE 250 
Index derives approximately half of its earnings from the 
UK (with the other half being predominantly from Europe) 
whilst the FTSE Small Cap has an even greater domestic bias.   
The international exposure and overseas earnings are likely 
to provide some insulation against any volatility caused by a 
chaotic Brexit.

ii.  If the UK’s exit from Europe is chaotic, sterling may come
under further pressure.  This would have a more positive
impact on overseas earnings as they become more valuable
when returned to the UK. So, in some ways, by increasing
exposure to FTSE 100 companies we are hoping to
provide a hedge against a particularly difficult period for the
UK economy.

The IST feel that it is helpful to restate the progression of equity 
exposure within our five model portfolios.

This shown in chart 3.
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  HSBC FTSE 100 Index 48.37

Chart 2. 



THE PROFESSIONALS’ CHOICE

2.00%

0.00%

0.50%

1.00%

1.50%

IMA UK All Companies
Index Tracking Funds

IMA UK All Companies
Actively Managed Funds

0.54%
2012

2013
2014

2015
2016

1.12%

0

20

40

60

80

100

0

20

40

60

80

100

Moderate Moderately
Adventurous

AdventurousModerately Cautious

Commercial Property EquitiesFixed Interest

Cautious

61%

79%

92%

39%

19%

34%

15%

4%

56%

78%

5% 6% 4%5%3%

Commercial Property

Equities

Fixed Interest

3.) Fund Changes

Replacing Vanguard FTSE UK Equity Income Index 
with Schroder Income and reducing allocation

•   We propose to replace Vanguard FTSE UK Equity Income Index
fund with the Schroder Income Fund and reduce the allocation 
to approximately 40% of the UK large cap exposure.

Fund Morningstar 
Rating

Ongoing 
Charge
(p.a.)

Fund launch 
date

Information 
Ratio* 
(5 yr)

Vanguard FTSE 
UK Equity 
Income

0.22% 23/06/2009 -0.91

Schroder 
Income

0.91% 31/05/1987 0.37

* Information Ratio measures a portfolio manager’s ability to generate excess returns 
relative to a relevant benchmark, whilst also identifying the consistency of the 
manager. To justify the inclusion of an active fund within our model portfolios, we 
would want to see a positive Information Ratio over five years which demonstrates 
that the manager is consistently outperforming the benchmark when adjusted for any 
additional risk being taken.

Replacing M&G Global Emerging Markets with 
Baillie Gifford Emerging Markets Growth

Fund Morningstar 
Rating

Ongoing 
Charge
(p.a.)

Fund launch 
date

Information 
Ratio* 
(5 yr)

M&G Global 
Emerging 
Markets

0.99% 05/02/2009 -0.32

Baillie Gifford 
Emerging 
Markets 
Growth

0.79% 03/03/1997 0.56

Source: Morningstar, August 2018

4.) Summary / Rebalancing Strategy

•   There will be no tax implications if these changes are made in a
pension or ISA.

•    However, fund disposals within General / Collective Investment
Accounts could be liable to capital gains tax, and so this needs
to be treated with caution, and on a case by case basis.

•   Where your investments are held on the Raymond James platform, 
they will incur trade charges of either £12.50 or £27 per trade, 
depending on which charging structure applies to your portfolio.

•   The portfolio annual running costs will increase given the
higher ongoing fund charge for Schroder Income vs the existing
Vanguard fund.  The weighted annual fund management costs, as
a percentage, are shown below:

Cautious Moderately 
Cautious

Moderate Moderately 
Adventurous

Adventurous

Old 0.32 0.33 0.34 0.38 0.39

New 0.35 0.37 0.38 0.41 0.41

•    Note that there is currently a bid / offer spread on the purchase
of Schroder Income units which is 0.57%.  This represents £5.70
per £1,000 switched into the fund.

•   Your adviser will be in touch with you to confirm the specific
recommendations.

•   From the 17th September, the Schroder Income fund will move
to a single pricing basis. The bid / offer spread will be replaced
with a “dilution adjustment”. The dilution adjustment applicable
to purchases is 0.47% and to redemptions is 0.07%. Therefore, 
the total cost is equivalent to the current bid / offer spread.

•   Any clients who have purchased units in this fund on the bid /
offer basis will not be charged a dilution adjustment when the
units are switched to a single price basis.

Documentation to Accompany this Bulletin

This bulletin should be read in conjunction with the updated asset 
allocation, rationale for fund changes, key investor information 
documents, PMN Guide to Investment Risk and PMN Jellybean.

Chart 3. Overall Portfolio Allocations



Established 1992

This culminated in Mark riding “L’Étape du Tour” in early July. This 
year’s Étape provided amateur riders with the opportunity to 
ride the 169 kilometre route from Annecy to Le Grand-Bornand, 
replicating the 10th stage of the Tour de France (which happened 
just 9 days later). Full details of the route can be found here: 
www.letour.fr/en/stage-10

Another ride of almost equivalent brilliance took place this year 
on stage 19 of the Giro D’Italia. At the start of the stage, Chris 
Froome was in 4th place, 3 minutes and 28 seconds behind race 
leader Simon Yates. By the end of the day, Froome had won the 
stage and taken a 40 second lead in the overall race, a lead he 
would maintain to the end of the tour.

The BBC have an excellent article which details how 
the stage was won and the planning that took place:  
www.bbc.co.uk/sport/cycling/44372328 but in summary, the 
key part of the day was the ascent up the 2.7 kilometre high 
Colle Delle Finestre. Team Sky (for whom Froome rides) had 
ridden the mountain as part of a training exercise the year 
before. Froome’s coach described the ride as “the worst day I’ve 
ever had on a bike” and concluded “if you have a bad day on that 
mountain you can lose a lot of time”.

The night before the stage, Team Sky’s management met to 
finalise the tactics for the next day. They had a clear objective: 
to get Froome to the top of the Colle Della Finestre on his own. 
They then devised a plan to do this, breaking the ascent into 2 
sections. The first part of the plan would put all of Team Sky’s 
riders at the front of the peloton with the aim of spreading the 
field across the 27 hairpins that start the climb. 

The second part of the plan was for Froome to complete the 
final 8 kilometres of the ascent on his own. They calculated the 
times Froome would need to cycle each section in and translated 
this into the carbohydrates required to provide enough energy. 
To achieve this Team Sky arranged to have people at 10-minute 
intervals handing out sufficient food and water to sustain Froome 
for the next 10-minute section. This process continued all the 
way up the remaining 8km and the frequency of the refuelling 
meant that everybody in the team, from press officers, mechanics 
and security woud be needed to hand out food and water. 

The next day, Froome, his team mates, and all of the Sky Team 
put the plan into action and executed it perfectly producing “one 
of the most dramatic days of sport in recent memory” (Tom 
Fordyce – BBC Chief Sports Writer, 06/06/2018).

And finally….
For those of you who read last year’s IST bulletin to the end, we explained how a number of us here at 
PMN enjoy playing golf. This year, Mark (one of PMN’s founding partners) has spent rather less time on 
the golf course and more time on two wheels cycling around Hayling Island and the surrounding area. 

PMN Financial Management
B4 Endeavour Place, 11 Coxbridge Business Park, 
Farnham, Surrey GU10 5EH 

Tel: +44 (0)1252 735010   Fax: +44 (0)1252 719806 
E-mail: info@pmnfinancial.co.uk   www.pmnfinancial.co.uk

Authorised and Regulated by the Financial Conduct Authority

So, what can we learn?  
Our recommended retirement planning 
strategy has a number of parallels.
1.  Set a clear objective: without this your planning

has no focus.

2.  Devise a clear plan: giving you a greater chance of
meeting your objective.

3.  Plan ahead: as with Team Sky, the best time to plan
your retirement is well in advance. It may have seemed
that this was about the final 8 kilometres of the climb
but the planning started 12 months before.

4.  Involve experts in your planning: Team Sky’s
pre-stage meeting involved their team manager, 
performance manager, logistics manager, team
nutritionist, sports director and Froome’s coach. You
probably won’t need quite that level of support but a
good financial planner, together with good accountants
and lawyers, working together, can help create a plan, 
ensure tax efficiency and consider any future legal issues.

5.  Break your retirement into smaller sections: for
Chris Froome, that was 10-minute sections of the
climb. For your retirement, we like to think in five-year
time frames.

6.  Ensure you can fuel each section: for Froome this
meant enough carbohydrates, so he didn’t run out
of energy putting his objective under serious threat. 
For you, this will mean having enough cash to ensure
you can fund the next five-year period, and that your
retirement planning strategy is sustainable.

7.  Communication: just as Froome was in regular
contact with his support team to understand his
progress against the plan, so to should you be. By
meeting at least annually, we can ensure you are on
track and have sufficient funds in place to live the
lifestyle you choose.

8.  Wear lycra: actually, that’s enough of the parallels, 
let’s leave that to Mark!


