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Spot the Dog



The guide fund managers would love to ban | 2016 Volume 2



About us Bestinvest is a leading UK investment firm providing award-winning services for people who want to choose and manage their own investments or invest with support from an adviser. Founded in the 1980s, Bestinvest helped shake up the investment industry when it launched. We were a pioneer of affordable investing and quickly earned a reputation as a consumer champion. Remaining true to these roots today, we give clients great value for money and high levels of personal service no matter how they want to invest. Our Online Investment Service makes it effortless to buy, sell and review investments. You get access to more than 2,500 funds, nearly every UK share and our range of Ready-made Portfolios. These portfolios are looked after by our experts, making them a really simple way to invest if you don’t have the time or knowledge to do it yourself.



With the Investment Advisory Service clients are given a recommendation of an investment portfolio that is tailored to their exact needs. Our advisers can then offer ongoing advice on all your investment decisions to make sure the portfolio stays suitable. All of the services we provide are underpinned by investment and research expertise. We have one of the largest, dedicated research teams in the industry. Our analysts carry out more than 400 fund manager meetings a year as part of their work to highlight those funds offering the greatest potential to our clients. The team’s research is freely available on the Bestinvest website. We are part of the Tilney Bestinvest group, which manages more than £11 billion of client money and provides a range of services for clients whatever stage of life they are at or however much money they have. Through the Tilney brand we offer investment



management services and have a huge team of financial planners based across the UK. They can help you with retirement planning, Inheritance Tax, saving for the children in your life and anything else you want to achieve with your money. Many Bestinvest clients use the services of our Tilney financial planners. Bestinvest has won many awards. Our advisory service was named Best Advisory Service in 2015 and 2016 at the City of London Wealth Management Awards. In 2015 Financial Times readers voted us Best Online/ Execution-only Stockbroker and Best Self-select ISA Provider. Your Money readers also named us Best Direct SIPP Provider.
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Our recent awards



Best Advisory Service 2016



Investment and Wealth Management Awards 2015 Winner



Investment and Wealth Management Awards 2015 Winner



Investment and Wealth Management Awards 2015 Winner



Best Self-select Isa Provider Tilney Bestinvest



Best Online/Execution-only Stockbroker Tilney Bestinvest



Stockbroker of the Year Tilney Bestinvest



Stockbroker Best Online/ of the Year Execution-only 2015 Stockbroker 2015 Past performance is not a reliable indicator of future returns.



Best Advisory Service 2015



Best Self-select ISA Provider 2015



BEST BestDIRECT Direct SIPPSIPP PROVIDER Provider TILNEY BESTINVEST 2015



Please note that Spot the Dog is intended purely as a representation of statistical data. The value of investments, and any income derived from them, can go down as well as up and you may get back less than you originally invested.



Prevailing tax rates and relief are dependent on your individual circumstances and are subject to change. If you are unsure about the suitability of any investment, you should seek professional advice. Past performance is not a guide to future performance. Please note we do not provide tax advice.
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Introduction Spot the Dog is our landmark report that names and shames funds that have consistently underperformed. We have been raising awareness of dismal fund performance for more than 20 years and the term ‘dog fund’ has now entered the lexicon of the UK financial services industry. The report doesn’t win us any popularity awards with fund management companies, who loathe it and howl out excuses when their funds appear. However, we believe it puts pressure on them to address problems. Warren Buffet famously quipped “only when the tide goes out do you discover who’s been swimming naked”. After several years of strongly rising markets, which have lifted the value of most stock market funds and helped to mask some poor decisions from managers, the recent market environment has been much tougher. The ‘Brexit’ result in the EU referendum has led to volatility in the UK and European markets. Concerns about the Chinese economy have resulted in turbulence in Asia, and the US Federal Reserve seems forever stuck over thinking about when to raise interest rates again. In a volatile environment, the decisions a manager takes over sectors or stocks can make a very big difference in returns and it’s important to be selective about who you entrust your money to.



Which managers are swimming naked? Fund companies like to push their ‘star’ fund managers and funds that are doing well at the time. The reality is however that many of them will have skeletons in the closet that aren’t mentioned in advertising campaigns – the financial services industry has



Whether you want to an unfortunate habit of overpromising and under delivering. When all is going well, funds are promoted heavily and managers are feted like rock stars of the City. Yet it’s hard to ignore the fact that some of these stars simply crash out of orbit. Many funds fail to beat their benchmarks over the long run, after all the fees have been taken, and investors need to consider their fund managers carefully. Surprisingly many investors continue to put up with weak or pedestrian performance and it’s the fund management companies that benefit. This suffering in silence can be a result of investors not reviewing their investments regularly; a lack of ongoing advice and information from the adviser who originally recommended the investment; or simply inertia and disinterest. Yet with many set to rely on the returns from ISAs and pensions for future financial security, performance really does matter. Spot the Dog’s message is simple: no matter how thoroughly you research your choices ahead of investing, the fate of funds and their managers can change over time. Many fail to deliver and you need to monitor your investments closely. Here at Bestinvest, we have everything you need to make the most of them.



make your own investment decisions, invest with help from an investment adviser or simply let the experts manage your investments for you, we can help. Call us on 020 7189 2400 or visit bestinvest.co.uk



In this edition of Spot the Dog „„ This edition lists 30 dog funds, down from 54 six months ago. However, the decline is in large part due to our decision to analyse the lower cost, commission-free versions of funds from this report onwards, as it is now three years since the introduction of new rules removing commission as a means of paying for financial advice. This means that many disappointing funds narrowly missed inclusion because of lower fees, which slightly improved returns „„ Despite the drop in the number of funds included, the level of assets held in dog funds remains the same as it was in the previous edition at £18 billion „„ The kennel of shame remains dominated by some big beasts, with the three largest hounds representing 60% of total dog fund assets. Worryingly, all three are managed by the same company, Prudential-owned M&G. The leader of the pack is the £5.5 billion M&G Global Dividend fund, followed by serial underachievers M&G Recovery (£3.4 billion) and M&G Global Basics (£1.8 billion)



„„ Global equities is the area with the largest number of dog funds, with 16 funds across the combined IA Global and IA Global Equity Income sectors (down from 18 six months ago). These funds represent 15% of the total funds in these sectors „„ The sector area with the second-highest manager failure rate after the Global sector is North America, where the six dog funds identified represent 13% of the US funds universe „„ Dog funds are however a rare breed when it comes to some sectors. In UK Equities, only two funds out of a universe of 191 were dog collared, and in Europe we rounded up just one mutt out of 77 funds. Japan, Asia Pacific ex Japan and Global Emerging Markets are other sectors where dog funds are nearing extinction



„„ Groups with large fund ranges are inherently more likely to feature in Spot the Dog, since few companies are consistently good across the board. In the current report only two stood out as having a number of funds included. Aberdeen Asset Management has six funds (down from 11 in the previous edition) while M&G has five funds „„ Who deserves a treat and tummy rub? Notable groups who are completely absent from the report are: Aviva Investors, AXA, Artemis, Baillie Gifford, Baring, BlackRock, BMO Global, First State, JO Hambro Capital Management, JP Morgan, Liontrust, Man GLG, Royal London and Standard Life.



If you no longer have the time to research which dogs are hiding in your portfolio, why not pick a Ready-made Portfolio of funds that our experts have put together already? • Choose from a range of four, according to your goals and appetite for risk • We look after the investments in your Ready-made Portfolio over time • The cost-effective and simple way to have your investments managed



Open one in minutes. Find out more at bestinvest.co.uk/ready-made-portfolio or call us on 020 7189 2400
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How we identify dog funds Our dog ratings are based solely on statistical criteria relating to a fund’s past performance. Here we explain the methodology. Over the last couple of decades the fund management industry has become increasingly competitive. Markets trade globally around the clock, information is available within seconds and large companies in particular are analysed in detail by scores of analysts at banks, brokers and fund managers all of whom are trying to find an edge. It is unsurprising then that fund managers need to be really good just to be average. If you are going to invest in actively managed funds, you need to be very selective in choosing those managers with the skill to deliver superior returns that justify their fees. Most fund managers do not achieve this over the long term. Spot the Dog is focused on identifying those funds that warrant special attention because they have performed particularly badly compared to their benchmark over a reasonable time period and consistently so.



Our universe



Establishing a benchmark



Definition of a dog fund



„„ We analyse UK domiciled and regulated open-ended investment companies (OEICs) and unit trusts that invest predominantly in equities as this is where the greatest differentials in performance between funds occur



To assess the performance of a fund, we need to compare it with a suitable benchmark. In most cases this will be an index that represents the overall movements in the market that the fund operates in. For example, for most UK equity funds the comparison will be against the FTSE All-Share Index but for more specialist funds, such as those that focus on smaller companies, we allocate a more appropriate index. We try to identify whether the performance of the fund after charges has added or detracted from the returns delivered by general movements in the benchmark. Every fund group allocates a benchmark to each of their funds; this is usually a market index but sometimes a peer group of competitor funds or a measure such as a target return above inflation or interest rates is used. In most cases we will use the benchmark set by the fund group but we will occasionally override this. For example, we think it is wrong for a fund that has a remit to focus on FTSE 250 index stocks to be compared with the broader FTSE All-Share Index.



We apply two filters to identify dog funds. First we filter the fund universe to identify those that have failed to beat their benchmark over three consecutive 12-month periods. This filter is used to highlight those funds that have consistently underperformed and to strip out those that may simply have had a short run of bad luck. However, if this was the only filter it would generate a huge list of funds including all index trackers as these are bound to regularly underperform at least slightly due to their charges, which the index does not have. We therefore apply a second filter: the fund must have underperformed its benchmark by 10% or more over the entire threeyear period of analysis.



„„ We only consider funds that have share classes that are open to retail investors, stripping out those only accessible to institutional investors „„ We do not include investment trusts or investment companies as their share price performance may not reflect the net asset value performance delivered by the fund manager due to discounts or premiums. We do however research and rate investment trusts and we make our research available to investors „„ We exclude funds of funds/multimanager funds because of the absence of like-for-like benchmarks.
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Should you switch out of a fund if it is a dog? There are many reasons why funds go through periods of poor performance. Deciding whether to stay invested or switch is all about assessing its future prospects and whether you might be able to do better elsewhere. It is important to stress that Spot the Dog is not a list of funds that should be sold automatically, as it is based purely on factual analysis of past performance which is not necessarily a guide to how a fund will perform in the future. Indeed there may be good reasons to believe the future prospects are better. For example, there are many different ways of investing and some funds have distinctive styles or investment approaches that can go through periods that are deeply out of step with the current markets, but could be about to come back into favour. Some managers are better suited to tougher times, others to rising markets. It can also be the case that action is underway to improve performance. For example if a new fund manager with a strong, proven track record elsewhere is appointed or a change of investment approach is now being applied to a fund that has historically underperformed, performance could be turned around.
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So, Spot the Dog is not a ‘sell’ list. However funds that appear in it do require further investigation. Unless there are good reasons to believe performance will turn around based on an assessment of its prospects, it may make sense to switch to a pedigree picks fund. Bestinvest has been assessing fund managers for more than 20 years and our fund research team, which is one of the largest in the industry, has developed a number of proprietary techniques to distinguish the top pedigree funds from the mutts. This includes both statistical and qualitative analysis and involves hundreds of fund manager interviews each year.



Whether you want to make your own investment decisions, invest with help from an investment adviser or simply let the experts manage your investments for you, we can help. Call us on 020 7189 2400 or visit bestinvest.co.uk



For each sector where we highlight dog funds, we also provide a comparison with the pedigree picks of our research team. However, there is no certainty that funds that meet our rigorous criteria today are destined to outperform in the future.



How to read the data A summary of the sector. The number of dog funds is expressed as a proportion of the number of funds in the dog universe and by their total value.



WATCH DOG



UNIVERSE



DOGS



%



Number of Funds



X



X



X



Value of Funds (£mn)



X



X



X



BENCHMARK



3 YEARS



5 YEARS



XXXXX XXXXX



X



X



This shows the performance of the benchmark index over three and five years. When reviewing the dog funds, we compare the three-year return of the index with the three-year return on £100 invested.



IN THE DOGHOUSE X



Full name of the dog fund. Funds are listed in order of poor performance (see next column).



3 year return on £100



Relative 3 year return %



1st year return



2nd year return



3rd year return



4th year return



5th year return



X



X



X



X



X



X



X



These two columns show the performance of the fund over the last three years. The second column is performance relative to the stated benchmark. The lower the figure, the worse the fund.



PEDIGREE PICKS X



Discrete total return (income reinvested) oneyear performance is shown across these five columns. Each figure shows what the value of a £100 investment made at the start of the period would have been at the end of the period, so a figure of less than 100 represents a loss and a figure above 100 represents a gain. For example, 1st year return is the year to 30 June 2016, 2nd year return is the year to 30 June 2015.



3 year return on £100



Relative 3 year return %



1st year return



2nd year return



3rd year return



4th year return



5th year return



X



X



X



X



X



X



X



The funds listed in this section are Bestinvest’s current top-rated funds in the sector which have track records of at least three years. These ratings by our research team are based on both statistical and qualitative assessment of the current fund management teams and does not indicate that these funds are the top past performers. bestinvest.co.uk
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Fund groups in the doghouse Below we expose the fund houses that are the main culprits in this edition of Spot the Dog. M&G



Aberdeen



Invesco Perpetual



You have to go back several years to find an edition of Spot the Dog without M&G leading this feral pack – and in many cases, it has some very misbehaving mutts. With £11.9 billion in dog funds, more than half of the dog asset universe sits with the Prudentialowned firm this time around. The biggest fund is also a new entrant – M&G Global Dividend accounts for £5.5 billion – but the likes of M&G Recovery (£3.4 billion) and M&G Global Basics (£1.8 billion) are repeat offenders. The latter now has new masters, so we will see if they can rein the beast in.



Still in second place, Aberdeen finds itself with £2.1 billion of dog assets, spread across six different funds, which is actually an improvement on last time when it had almost double that. Most of this is down to Aberdeen Asia Pacific Equity, a £1.2 billion heavyweight that has fallen on hard times. Different breeds of global fund strategy, as well as a US and European smaller companies fund, account for the rest. The group is currently going through some regrouping as senior, and well-respected, fund managers are changing roles internally – we will have to see if this leads to a turnaround.



This is the first time in recent memory that household name Invesco Perpetual has had a fund sniffing around this publication. It is just a single fund that sees it catapulted onto the podium of poorly pooches, albeit a fairly chunky one. Invesco Perpetual Global Equity Income (£764 million) saw a change of manager in 2012, and unfortunately it seems the new owner is struggling to bring this particular fund to heel. Let’s hope this fund’s stay in the doghouse is only transient.



A phantom hound is responsible for St James’s Place finding itself ostensibly in fourth position, for two reasons. The St James’s Place Far East fund has appeared in this report in the past, disappeared and then reappeared once again, giving it a ghost-like quality. It also isn’t even managed by St James’s Place at all. The firm contracts out management of its own-branded funds to external managers, and this particular fund is actually managed by Aberdeen Asset Management – highlighted on this page.



Number of dogs



Value of dogs (£mn)



Previous Spot the Dog ranking



M&G



5



11,917.37



1



Aberdeen



6



2,134.90



2



Invesco Perpetual



1



763.73



N/A



St James’s Place



1



426.70



4



Columbia Threadneedle



1



407.68



N/A



Jupiter



2



397.58



8



NFU Mutual



1



304.40



N/A



Columbia Threadneedle



Old Mutual



1



294.16



N/A



Sarasin



2



250.48



N/A



GAM



1



224.90



11



The rebranded Columbia Threadneedle (from just Threadneedle previously) is another sizeable firm that generally avoids getting caught up in our pound, but also finds itself in the spotlight due to a single fund chewing up the furniture, Threadneedle Japan. This £408 million fund is also the only dog in the Japan wing, though its performance history suggests it has only previously escaped by a whisker.



GROUP



No Unauthorised Copying



IMPORTANT INFORMATION All data in this report are sourced from Lipper for Investment Management (30 June 2016)
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UK Equity dogs WATCH DOG



UNIVERSE



DOGS



%



191



2



1%



Value of Funds (£mn)



£95,113.15



£3,714.64



4%



BENCHMARK



3 YEARS



5 YEARS



FTSE All-Share



118.62



135.52



Number of Funds



IN THE DOGHOUSE VS PEDIGREE PICKS 190 180 170 160 Total Returns (%)



The number of UK Equity dogs has been in decline since January 2014 and in this edition, only two dogs appear in the kennel. The trend is supported by small and mid-cap companies outperforming their larger counterparts over the last year, with a number of funds carrying an overweight to small and mid-caps while allocating less capital to larger FTSE 100 stocks. Avoiding poorly performing oil & gas and mining stocks was a popular theme during 2015, boosting relative return figures. However, the market has experienced a sharp rotation into more cyclical and commodity-related areas since the start of the year, with volatility spiking further following the UK’s unexpected vote to leave the EU. Volatile markets tend to improve outlook for skilled active managers and if the market weakness continues, our doghouse is likely to see its vacancy rate picking up in the coming months.



150 140 130 120 110 100 90 80



NFU Mutual UK Growth is a new entrant but we are very familiar with M&G Recovery. This dog seems to show reluctance to make his way home from the kennel. Despite ongoing headwinds, the manager of the fund refuses to disown this misbehaving hound – the once-



Jun 11



Dec 11



Jun 12



Dec 12



Jun 13



FTSE All-Share



Evenlode Income



M&G Recovery NFU Mutual UK Growth



Jun 14



M&G Recovery



Dec 14



Jun 15



Dec 15



Jun 16



Source: Lipper for Investment Management



while a relatively large allocation to mid and small-caps makes us wonder whether this pet needs to shed a few more pounds.



flagship strategy has lost half of its assets, shrinking from £7 billion in 2014 to £3.4 billion more recently. Overweight positions in oil and miners detracted from returns,



IN THE DOGHOUSE



Dec 13



3 year return on £100



Relative 3 year return %



1st year return



2nd year return



3rd year return



4th year return



5th year return



93



-22



87.78



97.56



108.22



111.13



95.80



106



-11



95.40



100.15



110.79



117.54



95.68



No Unauthorised Copying



3 year return on £100



Relative 3 year return %



1st year return



2nd year return



3rd year return



4th year return



5th year return



Evenlode Income



138



17



112.34



108.27



113.76



125.81



104.79



Trojan Income



137



16



109.88



109.74



113.92



116.28



108.72



Liontrust Special Situations



130



10



106.85



108.90



112.02



123.33



108.11



JO Hambro CM UK Opportunities



130



9



108.85



105.10



113.43



117.78



106.42



Threadneedle UK Equity Income



130



9



103.32



105.59



118.89



124.17



101.40



PEDIGREE PICKS



No Unauthorised Copying



IMPORTANT INFORMATION



The value of investments, and the income derived from them, can go down as well as up and you can get back less than you originally invested. Past performance should not be considered a reliable indicator of future returns. Funds may carry different levels of risk depending on the industry sector(s) in which they invest. You should ensure that you understand the nature of any fund before you invest in it. This guide does not constitute personal advice. bestinvest.co.uk
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UK Smaller Companies dogs



Despite there being choppier markets since the start of the year, CFIC Octopus Micro Cap Growth is the only laggard in the UK smaller companies sector this time – Majedie UK Smaller Companies and Aberdeen UK Smaller Companies are amongst the escapees since our last report. Despite poor performance, the tiny £15 million Octopus Micro Cap pup shouldn’t lose hope of exiting the doghouse. The fund bounced back recently, leading the index over the last three months. The performance was driven by stock selection, including Styles & Wood and Fever Tree, which were up 45% and 14% respectively during the month of May.



WATCH DOG



UNIVERSE



DOGS



%



35



1



3%



Value of Funds (£mn)



£8,400.35



£15.83



0%



BENCHMARK



3 YEARS



5 YEARS



124.00



156.74



Number of Funds



Numis Smaller Companies (ex Investment Trust)



350 IN THE DOGHOUSE VS PEDIGREE PICKS 220



200



Total Returns (%)



Having outperformed the FTSE 100 index by c. 12% during 2015, smaller companies lagged the broader market in the run up to the EU referendum, with the sector selling off sharply in the aftermath of the UK’s decision to leave the EU. The market reaction was driven primarily by concerns over the sector’s geared exposure to the UK domestic economy and a relatively low proportion of sales derived from overseas.
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Dec 11



Jun 12



Dec 12



Jun 13



Dec 13



Jun 14



Dec 14



Liontrust UK Smaller Companies



Numis Smaller Companies (ex Investment Trust)



FTSE Small Cap (ex Investment Trust)*



CFIC Octopus UK Micro Cap Growth



IN THE DOGHOUSE CFIC Octopus UK Micro Cap Growth*



Jun 15



Dec 15



Jun 16



Source: Lipper for Investment Management



3 year return on £100



Relative 3 year return %



1st year return



2nd year return



3rd year return



4th year return



5th year return



114



-13



94.22



100.49



120.09



120.03



98.23



BENCHMARK: *FTSE Small Cap (ex Investment Trust)



No Unauthorised Copying



3 year return on £100



Relative 3 year return %



1st year return



2nd year return



3rd year return



4th year return



5th year return



Liontrust UK Smaller Companies



147



18



105.42



107.31



129.58



127.08



107.05



Marlborough Special Situations



141



14



97.63



115.44



125.43



125.59



96.15



Franklin UK Smaller Companies



129



4



89.30



119.10



121.60



136.28



81.83



PEDIGREE PICKS



No Unauthorised Copying



*As there is just one dog, the benchmark for that fund, FTSE Small Cap (ex Investment Trust), is also displayed on the graph.



IMPORTANT INFORMATION



The value of investments, and the income derived from them, can go down as well as up and you can get back less than you originally invested. Past performance should not be considered a reliable indicator of future returns. Smaller companies



shares can be more volatile and less liquid than larger company shares, so smaller companies funds can carry more risk. This guide does not constitute personal advice.
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European dogs



A key factor in the paucity of pooches is the strong performance of smaller and medium-sized companies in Europe. They are up 51% and 43% respectively over the last three years, compared to just 16% for large caps. Active fund managers are typically overweight small and mid-caps, so when big companies do badly, they do well. It doesn’t necessarily make them good managers, and it does mean they are likely to suffer when larger companies come back into vogue. Given this backdrop, it is ironic that our only dog specialises in smaller companies. Aberdeen European Smaller Companies is up 13% over the last three years. It has at least made investors money, but with its benchmark up 32% over the same period, it’s hard to call it anything other than a bad dog.



WATCH DOG



UNIVERSE



DOGS



%



77



1



1%



£30,940.21



£102.67



0%



Number of Funds Value of Funds (£mn)



BENCHMARK FTSE World Europe ex UK



3 YEARS



5 YEARS



124.80



127.60



IN THE 200 DOGHOUSE VS PEDIGREE PICKS 180 170 160 150 Total Returns (%)



The European sector contains just one dog fund this time, down from four in our last guide. Have the European dogs been tamed? Have we seen an end to the German Shepherds, French Poodles and Swiss Mountain Dogs of the fund world? Of course not!



140 130 120 110 100 90 80 70
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Dec 14



FTSE World Europe ex UK



Euromoney Smaller European Companies*



Aberdeen European Smaller Companies Equity



IN THE DOGHOUSE Aberdeen European Smaller Companies Equity*



Jun 15



Dec 15



Jun 16



Source: Lipper for Investment Management



Jupiter European



3 year return on £100



Relative 3 year return %



1st year return



2nd year return



3rd year return



4th year return



5th year return



113



-15



103.22



102.26



107.27



126.03



86.26



No Unauthorised Copying



BENCHMARK: *Euromoney Smaller European Companies 3 year return on £100



Relative 3 year return %



1st year return



2nd year return



3rd year return



4th year return



5th year return



Jupiter European



142



14



112.71



115.31



109.29



131.34



92.39



Henderson European Focus



141



13



105.20



109.55



122.14



133.80



87.73



Baring Europe Select*



147



5



116.53



108.92



115.39



137.18



85.33



PEDIGREE PICKS



BENCHMARK: *Euromoney Smaller European Companies



No Unauthorised Copying



*As there is just one dog, the benchmark for that fund, Euromoney Smaller European Companies, is also displayed on the graph.



IMPORTANT INFORMATION



The value of investments, and the income derived from them, can go down as well as up and you can get back less than you originally invested. Past performance should not be considered a reliable indicator of future returns. Different funds



carry varying levels of risk depending on the geographical region and industry sector in which they invest. You should make yourself aware of these specific risks prior to investing. You should ensure that you understand the nature of any fund before you invest in it. This guide does not constitute personal advice. bestinvest.co.uk
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Global Emerging Markets dogs WATCH DOG



UNIVERSE



DOGS



%



30



1



3%



£10,333.85



£26.52



0%



Number of Funds Value of Funds (£mn)



BENCHMARK



3 YEARS



5 YEARS



109.39



100.80



MSCI Emerging Markets 200



IN THE 180 DOGHOUSE VS PEDIGREE PICKS 130



120



Total Returns (%)



Emerging Markets have had a strong year and outperformed developed markets over the course of it. So it looks like there has been a ‘great escape’ from our Emerging Markets kennel this edition, as our residents have decreased from four to one – Templeton Global Emerging Markets, Legg Mason IF Martin Currie Emerging Markets and Newton Emerging Income have all managed to pack their bones and scarper. They have however left one stubborn pup that is still lurking in the shadows after residing here for the previous two editions. UBS Emerging Markets Equity Income has struggled since launching in 2011 and is one bad boy, having eaten our investors’ capital over three years. When we first shook our stick at this fund, it had £71 million under management, but now it has shrunk to a relatively small £27 million sized pup. Although we would accept that given the fund is an income mandate, this has precluded investment in some of the potentially more rewarding higher growth parts of the market.
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IMPORTANT INFORMATION



The value of investments, and the income derived from them, can go down as well as up and you can get back less than you originally invested. Past performance should not be considered a reliable indicator of future returns. Underlying



investments in emerging markets are generally less well regulated than the UK. There is an increased chance of political and economic instability with less reliable custody, dealing and settlement arrangements. The market(s) can be less liquid. If a fund investing in markets is affected by currency exchange rates, the investment could both increase or decrease. These investments therefore carry more risk. This guide does not constitute personal advice.
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Asia Pacific dogs



Our second dog is no stranger to the pen. St James’s Place Far East has been bagged and tagged again, after a brief escape in one edition. This reemergence isn’t a surprise, given that this dog’s masters are also the owners of Aberdeen Asia Pacific Equity. The story here is much the same. Year-todate performance has bounced but hasn’t kept it clear of our catchers. Let’s hope their process continues to bring good fortune so both can be rehomed for good.
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Given the uncertainty surrounding China and the neighbouring regions, we are fortunate to highlight just two dogs in this edition, down from three previously. The first is Aberdeen Asia Pacific Equity, which remains in the doghouse for a third time. Weighing in at £1.2 billion, this hound is managed by an experienced team which, despite a strong track record, has struggled in recent years. Year to date the fund has had a stellar time and has managed to outperform its benchmark. Unfortunately, it can’t escape its past performance and over a three-year timeframe is still lagging by 12%.
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IMPORTANT INFORMATION



The value of investments can go down as well as up and you can get back less than you originally invested.



Past performance should not be considered a reliable indicator of future returns. Different funds carry varying levels of risk depending on the geographical region and industry sectors in which they invest. You should make yourself aware of these specific risks prior to investing. This guide does not constitute personal advice. bestinvest.co.uk
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All of this publication’s American hounds are repeat offenders in the doghouse. The IA North American sector has long been considered the graveyard for active management and the latest figures indicate little evidence of change, with the IA sector average itself only marginally avoiding the dreaded dog label. A mangy mutt award goes to the GAM North American Growth fund, where poor sector positioning, particularly over the last 12 months, has consigned it to the bottom of the table. Cavendish North American also deserves a special mention for being one of the most dependable hounds in the Spot the Dog kennel, given its history of appearances. To be fair to active managers, the benchmark S&P 500 has proved a tough yardstick to beat, particularly over the last 12 months – a small number of large stocks by market capitalisation have dominated the index total return, while valuation constraints applied by some managers meant they failed to get involved with these winning stocks.
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IMPORTANT INFORMATION



The value of investments, and the income derived from them, can go down as well as up and you can get back less than you originally invested. Past performance should not be considered a reliable indicator of future returns. Different funds carry



varying levels of risk depending on the geographical region and industry sector in which they invest. You should make yourself aware of these specific risks prior to investing. This guide does not constitute personal advice.
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Year to date the Japanese market has generally underperformed other developed markets in both yen and sterling terms. For the last couple of years large companies have been out of favour, with small and midsized companies outperforming the market. Therefore, most funds with higher weightings to the smaller end of the capitalisation spectrum have benefitted. In this edition, we only have one mutt sniffing around our kennel. Threadneedle Japan is a new entrant into the doghouse. The fund has had a ‘ruff’ time this year, with it having a tilt towards larger companies. Despite this, it has still managed to produce a positive return for investors over three years, but has lagged its benchmark by 13%. Year to date, the underperformance looks to have been caused by its sectoral positions in information technology and consumer discretionary. Both have been out of favour this year, while most of the fund’s underweight areas such as healthcare and consumer staples have outperformed. Hopefully this fund’s luck will change soon.
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IMPORTANT INFORMATION



The value of investments, and the income derived from them, can go down as well as up and you can get back less than you originally invested. Past performance should not be considered a reliable indicator of future returns. Different funds carry



varying levels of risk depending on the geographical region and industry sector in which they invest. You should make yourself aware of these specific risks prior to investing. This guide does not constitute personal advice.
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The Global sector walks away with many dubious honours in this edition. It is home to the largest number of dogs (16), the largest dog fund by assets (£5.5 billion) and the poorest relative performers (-22%). The sector dog list contains a mongrel mix of ethical, income and total return global equity mandates, to provide something of a dog’s dinner assemblage. As is the case with the North American sector, global peer group average returns relative to the MSCI World benchmark have also been exceptionally poor and would probably justify inclusion in their own right. The US equity market is the largest component of the MSCI World Index and comfortably the strongest regional performer over the period. Consequently, it has been essential to get stock selection in this market right – an outcome that continues to prove elusive for many funds. Across the list of funds, Aberdeen World Equity deserves a special mention for its consistent dog status across these reports.
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This fund merged into Fidelity Multi-Asset Income fund on 8/7/2016
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IMPORTANT INFORMATION



The value of investments, and the income derived from them, can go down as well as up and you can get back less than you originally invested. Past performance should not be considered a reliable indicator of future returns. Different funds carry varying levels of risk depending on the geographical region and industry sector in which they invest. You should make yourself aware of these specific risks prior to investing. This guide does not constitute personal advice. Funds in the Targeted Absolute Return sector aim to achieve a positive return in all market conditions and help you preserve and build capital. Returns while not guaranteed are generally less volatile than traditional equity funds. Please note that ethical funds may, by definition, have a limited investment universe; this may affect performance. bestinvest.co.uk
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Is it time to take a hard look at all of your investments? Sadly, the funds listed in Spot the Dog represent the tip of the iceberg for underachieving investments – the very ‘worst of the worst’. The industry is littered with also-rans that have escaped inclusion, so don’t assume that all is well if the funds you own aren’t in these tables. It is important to regularly review all of your investments and check whether they remain right for you – some of your investments could be seriously lagging. More and more people are choosing to manage their own investments. And while many enjoy taking control and monitoring their progress, others find that their early enthusiasm gradually wanes or they simply don’t have the time to devote to investing given the busy lives they lead. One of the biggest pitfalls with choosing and managing your own investments can be the failure to review your investments. Taking your eye off the ball can not only mean quietly enduring disappointing returns from individual funds, but also having a mix of investments that may not be appropriate for your goals, or appetite for risk. It therefore makes sense to step back every now and then, weed out any investments that no longer deserve a place in your portfolio and also consider whether you should rebalance your exposure to different asset classes, such as equities and bonds, markets and geographies. As various investments will perform differently over time, this inevitably means that your exposure to different markets will drift – potentially turning an initially low-risk portfolio into a much higher-risk one.
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In our view, the key building blocks of a successful portfolio are:



1



1. Being clear about your overall goals Are you primarily looking for capital growth, an income or a combination of both?



2



2. Considering how much risk you can tolerate When investing, there is a relationship between risk and potential reward, but also a high degree of uncertainty. It is important to consider the level of risk you are willing to take, and this will in part depend on how long you expect to remain invested.



3



3. Choosing the right asset allocation Asset allocation is how you divide your investments between different asset classes (types of investments) such as shares, bonds and property and it plays a key role in how much risk you are exposed to.



4 



Selecting high-quality investments Once you have chosen an appropriate asset allocation strategy, it is important to populate it with high-quality investments that have the potential to deliver returns that more than justify the costs involved.



5



5. Monitoring your investments regularly If it has been some time since you last gave your investments a thorough health check, at Bestinvest we can help you make the most of them. Our extensive research will help if you manage your own investments. Alternatively, we have an award-winning investment advisory team if you want help when making decisions or you can always just let the experts look after your investments with our managed options.



Call our team on 020 7189 2400, email [email protected] or go to bestinvest.co.uk to find out how we can help you make the most of your investments.



Worried about disobedient dogs in your portfolio? Try our one-off advice service. An expert investment adviser helps you choose investments for your portfolio, making sure you pick the approach to investing that’s right for you. Visit bestinvest.co.uk/oneoffadvice, alternatively call 020 7189 2400 or email [email protected] for more details.



IMPORTANT INFORMATION



Capital at risk. Past performance is not a guide to future performance.



Get in touch Call us on 020 7189 2400 or email [email protected]



Issued by Bestinvest (Brokers) Limited (Reg. No. 2830297), which is authorised and regulated by the Financial Conduct Authority. Financial services are provided by Bestinvest (Brokers) Limited and other companies in the Tilney Bestinvest Group, as detailed in applicable terms of business, further details of which are available at www.tilneybestinvest.co.uk/about-us/our-registered-details. Registered office: 6 Chesterfield Gardens, Mayfair, W1J 5BQ. © Tilney Bestinvest Group Ltd 2016. BISPOTV2.1 150716-2123



IMPORTANT INFORMATION



The value of your investment can go down as well as up and you can get back less than you originally invested. This



is not advice to invest, or to use any of our services. Past performance is not an indication of future performance. Prevailing tax rates and reliefs are dependent on your individual circumstances and are subject to change. We do not give tax advice. SIPPs are not suitable for everyone. If you don’t want to invest across different asset classes or don’t think you will make use of the investment choices that SIPPs give you then a SIPP might not be right for you.
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