
Money Matters

Recent research by City-
wire, a leading fund re-
search firm, has revealed

that the average fund will only re-
tain its fund management team
for two-and-a-half-years. The
analysis, which concentrates on
UK funds, is the most compre-
hensive conducted yet and in-
cludes five years of data. 

The survey examined 1,741
funds and found that over the five
years to the end of August there
were 3,440 manager moves. It
found that managers are more
likely to move during times of
stock market turmoil, and unsur-
prisingly they move less when
markets are doing well. 

Let’s look at some statistics:

– During the 2002/03 bear mar-
ket, 27 per cent of funds changed
hands

– In the year to August 2004, some
23 per cent changed hands

– In 2005, it was 19 per cent, and 15
per cent in 2006.

But what do all these moves
mean to you?

If your investment manager
has moved during the last two
years (and the likelihood is that
some will have), you have a num-
ber of options:

– Leave your money invested
where it is

– Find out where the fund manager
has moved to and transfer  your
money there (ensure you check
the details of the fund on offer)

– Take a step back and look at
whether your money is being  in-
vested with a strategic invest-
ment philosophy, as opposed  to
a tactical approach.

The reality (in our experi-
ence), is that many investors are
following the tactical approach.
They hold a number of funds, per-
haps with a handful of product
providers, and have no real idea
where their money is actually in-
vested or which fund managers
are in charge anyway.

In fact, one recent client that
we dealt with had total invest-
ments (pensions, ISAs, PEPs) of
£300,000, spread across six
providers and 13 funds. Once the
overall portfolio was broken
down we saw that he had an 89 per
cent exposure to equities/shares.
When we analysed his attitude to
risk it was shown that he would be
uncomfortable with more than 55
per cent exposure to equities.

We also calculated that he did
not need to take as much equity
risk that he was as he was on track
to achieve his overall retirement
income goals. What we did in this
case was alter his overall portfolio
so that:

– His exposure to equities
was reduced to 50 per cent

– We created a portfolio that
was invested predomi-
nantly in low cost asset
class institutional funds

– We added a percentage of
bond funds to act as an
insurance  against market
falls

– We adopted a ‘buy and
hold’ strategy to minimise
fund  trading costs (if you
don’t know what these are
you need to  find out).

Academic studies show
that Strategic Asset Alloca-
tion is behind 90 per cent of a
portfolio’s return. Ibbotson Asso-
ciates conducted research that
shows that:

– 91.5 per cent of a portfolio’s return
is due to strategic asset allocation

– 4.6 per cent is due to stock picking
– 1.8 per cent is due to tactical as-

set allocation (market timing).

And William Bernstein of The
Intelligent Asset Allocator said:
‘Market timing and security selec-
tion are obviously important. The
problem is that nobody achieves
long-term success in the former,
and almost nobody in the latter.
Asset allocation is the only factor
affecting your investments that
you can actually influence.’

So why don’t investors follow
this path if all the research points
this way? There are a number of
reasons:

– Ignorance (never heard of it)
– Ignorance (heard of it but can’t

be bothered)
– Greed (I can pick best perform-

ing funds and beat the market)
– Ego (I know best, don’t tell me

what to do)
– Conditioning (I don’t want to do

something my peers are not)

And no doubt there are many
other reasons. Some in the fund
management industry will have
you believe that all you have to do is
pick a few good funds and you'll be
well on the way to making great re-
turns on your capital. Of course, this
could happen, but all the research
points to adopting an alternative
approach. One which you’re prob-
ably not aware of right now. 

So what can you do? Simple.
Find out how this alternative ap-
proach works. Do your research,
just as we have, and you’ll be
pleasantly surprised with what
you discover. 

The bottom line
As impartial advisers we are

able to recommend anyfund from
the thousands available. 

What we’ve done is take a step
back (a number of years ago) and

look at the alternative investment
methods available to our clients.
All based around Strategic Asset
Allocation. 

Maybe it’s time for you to do
the same.

Action point
The reality is that we have yet

to meet a new client who under-
stands the importance of asset al-
location (and the majority have
never heard of it). Just Google the
term and you’ll see 2.8m results. 

The good news is that it's rela-
tively easy to implement a strate-
gic asset allocation approach with
your investments. It's just a case of
knowing which buttons to press to
make it happen.

Free audio CD
To learn more about how to in-

vest with a Strategic Asset Alloca-
tion approach, you can request a
free copy of Rutherford Wilkin-
son’s latest CD: ‘How To Avoid
The Three Most Common Re-
tirement Planning Mistakes’.
Just call Catherine Lowes on 0191
217 3340 and a copy will be posted
to you (please quote ref: DT33). DT
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