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FROM THE TOP

2018 started with a bang as deVere
Group launched its very own
cryptocurrency exchange app.
Built for your average person who
might not know the ins and outs
of cryptocurrencies, deVere Crypto
allows users to exchange fiat currency
for 5 major digital assets in a seamless
manner. It’s great for medium to long
term trading and breaks down any
barriers to entry through its intuitive
design.

Note from the CEO

And what a launch it’s been! In just
a few months, we’ve introduced
two new digital currencies, Ripple
and Dash, whose combined market
capitalisation is a whopping $45
billion at the time of writing. We’ve
also added additional fiat currency
support and continue to make our
mark in the industry as the Bitcoin
frenzy proliferates. Due to popular
demand, we’ve also added a “stoploss” feature that ensures riskmitigation for clients who rightly want
to protect against any prolonged
downturns in the market.
Amid our long list of projects in this
year’s pipeline, this is undoubtedly
one of our biggest endeavours yet, so
read up, get engaged, and watch this
space.
That said, however, cryptocurrency
cannot be a free for all forever. Indeed,
regulation is necessary, on its way,
and important to ameliorate the
future prospects of this budding
industry. In fact, lots of vital work is
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being done by many international
financial watchdogs and lawmakers,
which must be championed, studied
and directed appropriately.
Governments and financial
regulators around the world, who are
increasingly focusing their attention
on cryptocurrencies, must be
recognised as necessary to mitigate
potential risks for investors and to
crackdown on criminal activity.
Since the launch of Bitcoin in
2009, digital currencies have been
operating in a regulatory vacuum.
However, we believe that this is
soon to change as international
financial watchdogs respond to the
growing interest in, and popularity of
cryptocurrencies.
2017 was the year digital currencies
entered the psyche of the heavy
financial hitters and influencers.
Consequently, 2018 will be the year
of deep learning and education and
subsequent corporate interest. We’ve
seen venture capitalists in Silicon
Valley, the Bilderberg Group and
Goldman Sachs all dip their paws into
the crypto space, and we can expect
more institutional capital to flow into
what will be seen as revolutionary
technology when we look back in
some ten odd years from now.
Meanwhile, deVere Vault, the multicurrency e-money app, launched
a number of additional features,
designed to enhance your financial

control and flexibility. Companion
cards for family and friends really
hone in on our family-oriented
tendencies. Maybe you’d like your
child or children to have a card of
their own for when they go out, or
perhaps when they travel overseas?
Or maybe you would like a card for
your spouse for living expenses and
travel costs? The primary account
holder is able to control and manage
funds in subsidiary Vault accounts
all within their secure Vault app, so
everyone can benefit from hasslefree exchange rates and an instant,
contactless payment system.
In politics, the imminent trade war
between the US and China has
heated up recently as President
Trump announced his two-pronged
approach towards dealing with the
US - China trade deficit. If America
strikes the first blow, this would mean
tighter trade regulations between the
two largest economies in the world.
While the details are currently unclear,
the president might block investment
on national security grounds, on
economic grounds and might even go
as far as to curb American investment
in China, which would be seen as a
provocation by Chinese authorities.
Secondly, Mr Trump might also hit
China with tariffs of 25% on certain
Chinese exports worth up to $60
billion in 2017. According to a
representative, the list of products
that would generate these large
figures would include aerospace,

information technology and
machinery, which would be a frontal
assault on China’s plan to achieve
global dominance in industries by
2025. The pieces are set, and the clock
is ticking.
All that being said, in this edition
of Investor Insight, we look at how
regulation in the crypto space is set to
tame and normalise the industry into
the world economy, and how next
generation technology is expected
to edge closer into our daily lives.
In property, we discuss how best to
position yourself in today’s property
market - should you invest and wait
for increased capital growth or choose
otherwise? International Investment
Strategist, Tom Elliott, will also explain
how the stock market rally has some
way to go before losing steam - if any.
As we move into another quarter
within the financial industry, I would
like to extend gratitude towards our
clients for their ongoing loyalty and
support. As we continue to grow and
expand our areas of competence, our
confidence in developing our range
of products further grows too. And
as always, exploring exciting new
avenues is what deVere Group is all
about.
Moving forward, we welcome any
future adversity with a warm but
determined smile. Onwards to the
next quarter!
Wishing you all the very best.

Nigel Green

Chief Executive Officer
deVere Group
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THE YEAR OF REGULATORY RECKONING?
Bitcoin is the future. Bitcoin is done for. Bitcoin cannot be
regulated. Bitcoin needs to be regulated. The debate over
the next step for decentralised cryptocurrency rages on, and
investors, stake-holders and lawmakers around the world
have finally come to realise that regulation for this emergent
technology is going to happen one way or another. The
question is: How do we go about it?
As has been stated time and again, cryptocurrency presents
significant challenges to regulators. However, one shouldn’t
be too hasty to regulate Bitcoin without fully understanding
the world-changing implications of the underlying blockchain
technology.
Considering how computers and processing devices are
commonplace among all relevant societies at this point,
the applications of public ledger technology - even if for
rudimentary verification purposes - like checking goods’
integrity by using smart contracts is one of many ways the
technology will prove useful.
However, the current challenges are not so much about future
applications as they are about formulating a stepping stone
for any follow-up technology to base itself off.
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SIGNIFICANT REGULATORY CHALLENGES
As we’ve seen over the course of a couple of months,
several class action lawsuits and Ponzi schemes have
arisen in the crypto-space, one of the most prominent
being the Bitconnect debacle, in which investors alleged
that they’ve lost over $771,000 on their investment.
Bitconnect reportedly had a market cap of $2.6 billion on
6th January 2018, but that figure now stands $17 million
at the time of writing.
Next, the Tokyo-based Coincheck Inc. reportedly lost
about half a billion dollars’ worth of its consumers’
blockchain tokens (which are initial governance rulesets
that precede a cryptocurrency) to hackers.
But as big as these figures are, they're pale in comparison
to what a research paper titled “price manipulation in
the Bitcoin ecosystem” revealed. Indeed, the journal of
monetary economics found out that one person was

able to manipulate the price of Bitcoin in 2013 from $150
to $1000. Today, since no accepted framework has yet
been reached, cryptocurrency is by-and-large operating
purely by unrestrained free market forces, which is to say
that insider trading and price manipulation by crypto
“Whales” is the reality.
And with a growing number of companies, like Newegg,
Expedia, Dell and even Microsoft accepting Bitcoin and
altcoin payments, providing some form of oversight
has become necessary and inevitable. However, as it
is difficult to regulate a technology whose potential
applications we do not yet fully understand, and given
the experimental nature of blockchain technologies,
regulation should be elaborated carefully and in a wellinformed manner - not least to avoid precautionary
measures from curtailing the future of these new
technologies.

WHY REGULATION IS NEEDED
In March, the chairman of the European Banking
Authority Andrea Enria, spoke against over-regulating
the cryptocurrency sector, saying that it might stifle
innovation. At the same time, he also recognised the
importance of regulators, but stressed a “measured
approach” in these early stages of cryptocurrencies.
Dr Enria acknowledged that cryptocurrencies
wouldn’t necessarily fall under the normative rubric
of the traditional financial system, saying that since
cryptocurrency operators lack the financial backing of
long-standing, fully-fledged financial institutions, they
shouldn’t be expected to fulfil the functions of money unit of account, means of exchange and reserve of value.
“Still, I am yet to be convinced that this is sufficiently
strong argument to attract cryptocurrencies under the
full scope of regulation”, he said.
It’s understandable to see where this sentiment is coming
from. Since Bitcoin is a decentralised payment system
that operates independently of any government or
central bank, people can exchange value on a peerto-peer basis without passing through any financial
intermediary. This means that the Bitcoin network
does not reside in any governmental regulation, and
can therefore be constructed to be indifferent to any
jurisdictional rules. Given this lack of a central regulatory
authority (from most cryptocurrencies apart from ripple),

people can operate the network in a pseudonymous
manner, without disclosing their identity to anyone.
It's important to recognise that ‘pseudonymous’ is not the
same as anonymous, and that authorities may still track
down activity, illicit or otherwise, with a bit of added
effort. However, this means that certain cryptocurrencies
can provide opportunities for criminal activities,
including tax evasion and money laundering - not that
such activities aren’t also a problem with fiat money.
Continuing to tread lightly on prospective regulation on
this nascent technology, Dr. Enria stressed that there are
two opposite approaches; “regulate and restrict” - which
would effectively mean banning innovative business
that doesn’t abide by the rulebook, and “letting things
happen” - rooted in the belief that a dynamic financial
sector needs to be given some breathing space in order
to be innovative.
Certainly, innovation cannot happen if it is too restricted,
but at the same time, all new technological leaps need to
be guided and given a suitable trajectory for real-world
adoption, implementation, and other things, lest they be
allowed to slip further into the wrong hands.
Both regulatory strategies have shown their limitations,
with the first being ineffective in open markets, and
the second increasing undue risks indefinitely due
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WHY REGULATION
IS NEEDED

INFORMED &
CONSIDERED APPROACH

to the nature of the unregulated sector. As such,
somewhere down the line lies a pragmatic approach that
incorporates implementing regulatory requirements even if such requirements could be embedded within the
blockchain code itself - in accordance with the security
interests and risks for investors, firms, customers, the
financial sector and the whole economy at large.

The problem of liquidity within crypto - which refers
to how fast an asset or security can be bought or
sold without affecting the asset price - is a tough one
during these early and highly volatile stages. Such
oversight could potentially be outsourced to banks, or
as mentioned earlier, embedded within the Bitcoin code
and other altcoins. But this is just speculation on possible
avenues of research.
Since the crypto sector is changing rapidly, it’s not easy to
regulate and supervise, admitted Enria. Authorities must
constantly review protocols while retaining an informed
and measured approach, he added. In addition, Enria
cautioned that small, innovative startups cannot sustain
the same compliance burden banks undergo, saying
that “an excessive extension of the regulatory perimeter,
attracting most fintech firms under the scope of banklike supervision, just because they compete with banks
in some market segment, is likely to be a sub-optimal
solution”.
As such, the official advocated a “proportionate” and “less
intense” approach in comparison to banking regulations,
citing “lower potential for systemic risk” from the crypto
sector.

10
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THE SELF-REGULATORY
POWER OF BLOCKCHAIN
During these cryptic and somewhat contentious times
about Bitcoin’s future, there is at least widespread
agreement that the underlying transparent and trustless
technology - which enables people to cooperate in a
distributed manner without a centralised authority - has
near-infinite potential.
Even if Bitcoin or most altcoins crash and burn, the latter
of which is more likely, this financial innovation will
invariably lead to leaps in efficiency and transparency in
fields both inside and outside financial applications.
That said, the thing that strikes regulators and observers
alike is that blockchain technologies like Bitcoin
and Ethereum can already be regarded as having an
inbuilt regulatory technology within their respective
ecosystems. In fact, one of the key benefits of blockchain
to regulation is that it solves the problem of “who
watches the watcher” - which is (or maybe we should say
‘was’) a massive problem for many fiduciary institutions.

RETHINKING THE RULES
The problem, of course, is that with every innovation
comes exploitative illegal activities, as previously
mentioned. But it’s not just that though, as normal
regulations typically assume a vertical dimension,
whereas the innovation brought about by blockchain
is more of a horizontal dimension. In a way, it’s crosscutting technology which could hypothetically render
normal regulatory bodies obsolete or subject to
modernisation.
And since this debate has been framed through
cryptocurrency - which as analysts and enthusiasts have
pointed out - is just the tip of the iceberg, we do not yet
know how to properly go about effectively regulating it.
But as with all innovations, we have no choice but to try.

So from a regulatory perspective, since virtual currencies
present several challenges relating to taxation, money
laundering, terrorist financing and other illicit activities,
the real test is to figure out how to implement rules
that do not impinge on the benefits and solutions
that the technology provides, particularly in terms of
transparency, accountability, consumer protection and
internal regulation, and further builds on its weaknesses.
At the end of the day, it could reasonably be said that
both the cryptocurrency sector and monetary governing
bodies want the same thing, which is some semblance of
a regulatory framework as things move forward.
Investor Insight // Q1 - 2018

11

ASK NIGEL

ASK NIGEL
I will soon be getting divorced and would be grateful if you
could give me some guidance on what my options are regarding
UK pensions?
There are various options available to you. Normally, pensions of both parties
are taken into consideration when deciding on the divorce settlement.
However, the court can make certain orders which can include:
Splitting - if your ex spouse is entitled to some of your pension then it can be
split. Your ex spouse can take the sum awarded and transfer to a new scheme or
leave the sum with the existing scheme.
Offsetting - any pension value of yours can be offset against other assets, so
if you wish to keep all your pension for yourself, you can offer to give up other
assets.
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I am moving to the Philippines
and have a UK pension in
a SIPP. Can you give any
guidance on how this may be
taxed in the Philippines?
The Philippines and the UK have a
tax treaty which states that pensions
and similar remuneration paid in
consideration of past employment
to a resident of the Philippines,
shall be taxable in the Philippines.
Interestingly, depending on your
residency status in the Philippines
(I imagine you may be classed as
a resident alien), only Philippines
source income is subject to income
tax in the Philippines. It does depend
on your status but you would also
need to ensure the UK HMRC gives
you a non-resident tax code, as the
SIPP provider can only pay income
according to your HMRC tax code. It's
done electronically these days.

I am resident in the UAE and
able to draw my pension as I
am of retirement age. I have
a defined benefit scheme
and have heard about having
flexible access. Is this possible?

Some overseas life policies
have documents noting
policies 1-10 and I believe
these are known as segments?
Can you explain what this
means and why it is done?

I think there are two issues for you to
consider before you do any pension
retirement changes:

If your policy is segmented, you
are likely to have several individual
standalone policies. Normally, 1-10
means you have 10 policies.

1. We need to decide what your
needs and wants are for retirement,
effectively, setting out your
objectives. If you want a level income
and your scheme funding is very
healthy then you would possibly keep
your current scheme as is. If on the
other hand, you require your income
to be very flexible so that it meets
your spending plans and you need ad
hoc payments but also understand
the level, of risk in transferring to a
defined contribution pension then a
transfer from your current scheme is
highly likely to help you achieve your
objectives.
2. Flexiaccess allows you to take any
amount of income as and when you
need it from a defined contribution
scheme, like a SIPP. As long as you
are aware that a pension should be
for your retirement or the rest of your
life, flexiaccess is available via a SIPP.
If you are a UAE resident, the UAE/UK
tax treaty states that UAE tax applies.

The reason for this is because each
policy acts independently, allowing
you to surrender each individual
policy rather than having to
surrender the whole policy. This can
also be beneficial in limiting potential
income tax. For example:
GBP 100,000 investment into 10
policies = 10,000/ policy
Total Policy now worth GBP 150,000
so 50,000 growth
Each policy worth GBP 15,000 of
which 5,000 is taxable
This would then be combined with
any other income in the tax year
taken. So the general idea is that
if you only need a fraction of your
total investment, you can surrender
a segment at a time in order to limit
your total income to the basic tax rate
banding rather than higher rate.
This option works very well if you
have children at university as you
can change the ownership of the
policy to anyone over 18 years of age.
They could then use their personal
allowance to offset against any profits
each year.

Investor Insight // Q1 - 2018
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There is still fuel in the

STOCK MARKET
RALLY
Tom Elliott
International Investment Strategist
deVere Group
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Improving economic fundamentals in the global economy will help drive
stock markets further over the remainder of 2018, with new highs likely on
the S&P 500, the German DAX and - possibly - even the FTSE 100.
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THE END OF COMPLACENCY
The correction on global stock markets of late
January and early February was a useful reminder
to investors that equities carry risk.
Risk, which investors define as volatility, had
become almost invisible during 2017. The VIX
index of implied volatility, the so-called ‘fear gauge’,
was slumbering. The S&P 500 has tended to move
more than 1% a day on average 50 times a year.
Last year, this happened on just eight days. Low
volatility contributed to a wave of over-exuberance
in early 2018, and a sense of complacency towards
market risk.
The consequence was the so-called ‘melt up’ on
global stock markets in January, with the S&P
500 up a massive 7.4% between 1st - 26th January.
Meanwhile US bond yields had been creeping
upwards, in anticipation of higher interest rates
from the Fed and on fear of oversupply, so raising
the risk-free rate.
This provided an excuse for sellers when their
nerve eventually broke, and the resulting selloff was compounded by selling from complex
derivative-based funds. The S&P 500 fell by 11%
over the following weeks.
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STOCK MARKETS WILL RECOVER

LOOK AROUND THE WORLD

With complacency now shattered, investors will
be cautious in pushing stock markets higher.
However, fundamentals suggest that upwards is
the direction of travel.

Too many of us have a ‘home bias’ approach to
our investing. We invest too much in our home
country’s stock market because of familiarity with
the companies. But financial history demonstrates
that the best returns, adjusted for volatility (which
every serious investor should take into account),
come from diversification across countries and,
indeed, across asset classes.

In February, the IMF increased its forecast for
global GDP growth in 2018 to 3.9%. It noted that
all the major regions of the developed world are
now enjoying strong growth, as well as many
emerging economies. The fact that global growth
is evenly spread makes it more resilient.
With strong growth comes higher corporate
profits, which then increases the attractiveness of
equities as valuation measures improve.
Furthermore, after a decade of low new issuance
and large share buy-back programmes by
companies, there is a lack of supply of equities
in the US and in many major stock markets.
This supports the prices of the equities that are
available.
It is sometimes said that higher interest rates in the
US and UK will challenge investors, as risk free rates
rise and tempt investors into bank account cash
and bonds.
But interest rates are rising from very low levels,
and the risk to stock markets is exaggerated. Would
an investor in the S&P 500, where first quarter
corporate earnings are widely expected to average
around 11% growth, really give this up for around
a 3% yield on the US 10-year treasury?

However, blindly following a global stock
market index such as the MSCI World Index
with a passive fund might lead to another error.
This is to be locked into an overvalued market.
The US is currently 60% of the MSCI World
Index, its predominance reflects a decade of
outperformance against other developed stock
markets. Yet the US economic cycle appears
somewhat long in the tooth, having begun in
2009. Can strong corporate earnings growth
persist much longer?
In contrast, continental Europe and Japan are both
at earlier stages in their economic cycles, with the
prospect of more sustained corporate earnings
growth ahead of them. This is not reflected in stock
market valuations, which on most measures make
the US the most expensive of the major developed
stock markets.
Valuations also favour emerging stock markets
over their developed counterparts. Strong
commodity prices and recoveries in internal
domestic consumption have lifted Russia and
Brazil out of recession. China’s much-anticipated
debt crisis has failed to materialise.
A managed multi-asset global fund offers investors
the opportunity to escape home bias, and to take
advantage of areas of relative value.
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THE RISK OF FED POLICY ERROR
The biggest risk to US and global stock markets
comes from policy error at the US Federal Reserve.
It has a (slightly) hawkish new chair, Jerome Powell,
who appears keen to normalise monetary policy
and return interest rates to pre-financial crisis
levels.
Will the Fed raise interest rates too fast, and so
drain the American economy of liquidity (i.e.,
cheap money)? If so, it could prompt a premature
end to the current US economic cycle.
Inflation remains modest, with headline CPI
inflation, and the PCE inflation index – the Fed’s
preferred measure - both being flat in January on a
year-on-year basis, at 2.1% and 1.5% respectively.
But the Fed may find it suitable to exaggerate the
risk of inflation in order to provide political cover as
it normalises interest rates.
Therefore, and in line with market consensus,
despite only a slight inflation risk being present,
we expect the Fed funds target rate to be a full
percentage point higher than today’s 1% - 1.25% in
12 months’ time. If the gap between interest rates
and inflation becomes too large, too quickly (i.e.,
real interest rates rise too fast), risk assets such as
stock markets may falter as more expensive money
slows down economic growth.
Fortunately, the Fed’s policy committee has built
itself a reputation of being collegiate, cautious,
and keen to signal its moves in advance in order to
minimise market disruption.
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INVESTMENTS
FOR ASPIRATIONS.
To invest is to have an aspiration. To help other people aspire to better
lives is a vocation – one that GAM is proud to be associated with. Driven by
curiosity and entrepreneurial spirit, we use innovative thinking to advance
the potential of investors’ capital. Investments for aspirations. GAM.com

The information is given for information purposes only and does not qualify as investment advice. Opinions and assessments contained in this document may change and
reflect the point of view of GAM in the current economic environment. No liability shall be accepted for the accuracy and completeness of the information. In the United
Kingdom, this material has been issued and approved by GAM London Limited, 20 King Street, London SW1Y 6QY, authorised and regulated by the Financial Conduct
Authority. Past performance is no indicator for the current or future development.

ECONOMY

Matt Beesley
Head of Equities
GAM

ACTIVE
MANAGEMENT

IS ESSENTIALLY CONTRARIAN
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EXECUTIVE SUMMARY
True active investing is a contrarian discipline because it entails
constructing portfolios that are materially different to benchmark
indices.
However, while active managers will typically invest in out-of-favour
stocks that are trading at compelling valuations, contrarian investing
is not about catching falling knives in the blind hope that the price of
slumping stocks will mean revert.
We argue that benchmark indices have become extremely distorted
by huge flows into passive funds in recent years and that fundamental
dislocations are evident in valuations at the country, sector and stock
level.
Concentration risk is a potential problem for passive investors who
may not be able to achieve the diversification they are seeking
through a global index-tracking strategy.
We conclude that the discretion active managers enjoy, in limiting
exposure to pricing bubbles and focusing on sectors and stocks with
the strongest fundamentals during downturns, will be highly valued
by investors in the period ahead.
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21

ECONOMY
Back in October 1987, reports suggested that the
line of the week among Wall Street traders was: ‘It
was like trying to catch a falling knife! ’ This could
probably be accurately interpreted as a reference
to attempting to ‘buy a dip’ that kept dipping, or a
plunge that kept plunging.
Nowadays, the concept of falling knives, at least in
investment terms, is more typically applied to an
individual stock that can appear really cheap, but
is destined to fall much further - or even descend
into bankruptcy. The full cliché goes something like
‘Never try to catch a falling knife. Wait until it hits
the ground and then pick it up.’

CONTRARIAN INVESTING
HAS NOTHING TO DO WITH
FALLING KNIVES...
In the US, well known examples of falling knives
(that did not stop falling) include the likes of Enron
and WorldCom, while, in the UK, the name Polly
Peck might strike a more distant chord. The latter
company started out as a small textile business, but
through aggressive, acquisition-based expansion
(including the purchase of Del Monte’s canned fruit
business) it soon became a conglomerate.
In less than 10 years, Polly Peck’s market
capitalisation soared from GBP 300,000 to a peak

level of GBP 1.7 billion (akin to the trajectory of a tech
stock in the 90s bubble). However, just one year after
inclusion in the FTSE100 index, warning lights were
flashing in relation to the extent and structure of its
debts. In just a seven week period during the late
summer of 1990, Polly Peck shares effectively slumped
from 418p to zero1.
As was the case with Enron and WorldCom, brief rallies
in Polly Peck’s share price clearly demonstrate no
shortage of investors trying to ‘spot the bottom’ all the
way down. But when the knife finally hit the ground
there was nothing left to pick up. In the case of Polly
Peck, knife catchers were effectively buying shares in a
debt of GBP 1.3 billion.
The whole point of the preceding anecdote is to
clearly explain what contrarian investing is not buying a slumping stock in the blind hope that the
share price will mean revert.
Clearly, a contrarian investor seeks to buy out-offavour stocks cheaply. But stock prices can become
cheap when a share price fails to keep pace with rising
earnings growth, or if a stock simply underperforms
the broader market for any period of time without
fundamental justification. Indeed, a simple rule of
thumb is that a chart of the medium-term share
price of the stock under consideration should trend
upwards, rather than downwards, from left to right.

The stocks we are targeting demonstrate
superior long-term growth potential, a high
return on equity, low leverage and trade at a
sharp discount to fair value.
- Ernst Glanzmann

Portfolio Manager, GAM
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Clearly, not every truly active manager is going to follow exactly the
same approach described by Ernst (opposite) - if they did, it could
hardly be described as contrarian - but they will all have developed
their own ‘trading rules’. And the one essential thing that truly active
investors have in common is that they are striving to outperform by
constructing portfolios which are materially different in composition
to that of their benchmark index.
Just think about it for a moment…
If you are trying to bake a cake that tastes substantially better than
average, would you consider closely following the most popular
recipe on earth?
Because that, in investment terms, is exactly what a benchmark
index is - the most popular starting basis for portfolio construction.
Indeed, in the case of tracker funds and ETFs, which have significantly
increased in popularity over the last 25 years, it is the sole basis for
portfolio construction.

THE BIG HAVE BECOME A WHOLE LOT BIGGER...

EVOLVING TECHNOLOGY
WEIGHTING IN THE S&P 500 INDEX

If we were to try describing the index-tracking approach in the broadest terms, we would probably say that
it is ‘a momentum-based, capitalisation-weighted strategy’. In other words, as sectors and underlying stocks
become larger constituents of the overarching reference index, the weighting within the tracker strategy
will rise commensurately. Furthermore, as a greater proportion of capital is allocated to passive strategies
this momentum continues to build, resulting in total market capitalisation concentrating around the largest
markets, sectors and stocks. Similarly, during a sharp sell-off, negative momentum will also become selffulfilling - as amply illustrated below.
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It would, of course, be
disingenuous to blame the
inflation and bursting of the
technology bubble entirely on
the booming growth of passive
investment strategies, but there
can be little doubt that inflows to,
and outflows from, tracker funds
made a significant contribution.
In principle, therefore, the big
question for investors right
now must surely be how far the
market has become distorted
during a nine-year bull market
characterised by ever-increasing
flows to passive strategies.
Beginning at the very top level,
the US weighting in the global
benchmark index for stocks
(MSCI World) is around 52%2.
(For comparison purposes, it is
interesting to note that the US
contributes less than a quarter
of global GDP3). In addition, as
illustrated above, the technology
weighting of the US stock market
index is now well above its
long-term average once more.
Given these two dynamics, it is
no surprise that the so-called
FAANG stocks - Facebook, Apple,
Amazon, Netflix and Google
(Alphabet Inc) - all feature in MSCI
World’s top ten stocks, which is
entirely US dominated.
Similarly, Chinese stocks
make up 30% of the MSCI
Emerging Markets index2, which
encompasses 24 countries, and a
significant portion of the Chinese
equity universe’s market cap
is concentrated in two single
stocks2 (Tencent and Alibaba).
Similar cases can also be found
in developed markets, such as
Switzerland where approximately
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50% of the main benchmark (SMI)
consists of three stocks2 (Nestlé,
Roche and Novartis).
Consequently, an investor
seeking an easy-to-access, cheap
and diversified equity portfolio
through a global index-tracking
strategy is likely to fall some way
short in the diversification stakes.

ACTIVE IS THE ANSWER…
A well-diversified portfolio helps
to mitigate the risk of sharp
drawdowns and it is generally
regarded as an effective tool
to reduce volatility. In this
respect it is interesting to note
that regulatory intervention
is increasingly playing a
role in preventing ‘active’
funds from duplicating the
market concentration of their
benchmarks.
In Europe, for example, the UCITs
directive applies the so-called
5/10/40 rule: a maximum of 10%
of a fund’s net assets may be
invested in a single stock and
combined single investments
of more than 5% may not make
up more than 40% of the whole
portfolio.
These restrictions not only
provide some safeguards for
investors in active funds, they
inadvertently dictate that an
even more disproportionate
amount of any stock with an
index weighting in excess of
10% must be owned by passive
strategies (since any active
managers wishing to maximise

their exposure are forcibly
‘underweight’). For example,
even as far back as March 20154,
it was reported that Apple’s top
three institutional investors were
all prominent index-tracking
managers, collectively controlling
12% of its shares. In addition to
the governance issue relating to
disinterested, passive control of
proxy votes, this also begs the
question as to how such funds
could effectively scale back their
exposure to these mega stocks
in the event of a significant
downturn.
In an earlier article, we presented
the cyclicality inherent in
the active versus passive
outperformance dynamic and this
seems an appropriate juncture
to expand on the rationale. Back
in 2014, a comprehensive study5
examining no fewer than 24
separate time period/peer group
combinations found that, during
the two bear market periods
falling in the timeframe analysed,
66% and 62% of active managers
outperformed their benchmark
indices.

ECONOMY

The importance of cushioning the
downside during bear markets
is epitomised by a concept that
the Wall Street Journal refers to as
‘the cruel math of big losses’. For
example, if an equity index falls
by 50%, it will remain ‘underwater’
until it has rebounded by 100%
from its low point. There is a
negative compounding principle
at work here which means that
the ‘underwater’ recovery rates
associated with smaller capital
losses are significantly lower.
For example, a fall of 30% only
requires a rebound of 43% to
restore parity.
This exemplifies the effectiveness
of downside insulation (which is
something a passive strategy can
never deliver) in helping to meet
long-term investment objectives
- especially if we accept the
likelihood of lower nominal
investment returns in the future.
Trackers are always, by definition,
100% long and fully exposed to
any excessive valuations inherent
in the composition of the index.
Furthermore, they will remain
‘overweight’ such stocks and
sectors throughout the mean
reversion process.
Conversely, active managers have
the discretion to limit exposure
to pricing bubbles that emerge
as we approach market peaks
and are free to focus on sectors
and stocks with the strongest
fundamentals during any
protracted downturn.

It’s not surprising that
the more ‘passive’ indexing
community is beating
its chest left & right during the
course of a bull market
in which there have been
virtually no significant
market declines... we always
see this sort of behavioural
bias after a huge bull
market is in place.
- Cullen Roche

Author of ‘Pragmatic Capitalism: What every
Investor needs to know about money & finance’

…BUT NOT ALWAYS!
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The same study5 referred to
above similarly found that,
during the two bull periods
falling in the timeframe
analysed, only 20% and
37% of active managers
outperformed their indices.
This is inherently logical
since many active managers
will take risk off the table
if they perceive valuations
to be getting stretched.
They might try to hedge
the downside risk through
the tactical deployment of
portfolio overlays, or hold
some residual cash with a
view to redeploying it when
valuations become more
attractive.
Either way, the important
point is that neither
protection nor prudence
constitutes a free lunch.
Consequently, in the
event that the broad
market continues to rise
in defiance of gravity, any
active manager that is
not 100% long is going
to find it increasingly
difficult to outperform.
And, as we have pointed
out previously, trying to
pinpoint the peak and
trough in any market cycle
(‘market timing’) is an
inexact science, but it is
usually better to be ‘early’
than ‘late’.
Indeed, the legendary
Baron Rothschild (best
known for his stated
preference for buying
when there is ‘blood on
the streets’) once quipped:
“I will tell you my secret…
I always sell too soon” which is a reference to
the wisdom of avoiding
extreme backlashes.
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Bull markets are born on pessimism,
grow on scepticism, mature on
optimism & die on euphoria.
- Sir John Templeton

A GOOD TIME TO BE CONTRARIAN
One of the most frequently
repeated investment clichés
of recent times is ‘bull markets
don’t die of old age’. Nine years
into the current cycle, there
is little doubt that, inflation
scares notwithstanding, the
macro environment remains
supportive of earnings growth.
This could continue to drive
equity markets higher and
prevent valuations from
becoming too stretched. Japan
is an excellent example of this
concept as earnings outpaced
impressive market returns
during 2017, meaning that
equities actually ended the year
cheaper than they started6.
Even the lull in volatility that
preceded early February’s
market turbulence is not
necessarily a sign that the
end is nigh. According to the
‘2018 CS Investment Returns
Yearbook’7, there have been six
years of singularly low equity
market volatility since 1900.
In addition to 2017, these
comprise 1912, 1944, 1952,
1964 and 1965. Interestingly,
the latter preceded the onset
of the ensuing bear market,
which began in 1968, by some
distance.

However, what is
unprecedented about the
prevailing market is that it has
been driven by a combination
of the biggest experiment
in monetary policy ever
witnessed and huge flows
into passive funds. Even by
the standards of the mature
phase of an extended bull run,
huge dislocations between
fundamentals and asset
pricing are evident in terms of
stocks, sectors and investment
styles. Consequently, it is not
surprising that active funds
moved into the ascendancy in
20178 despite the prevailing
bullish conditions which
normally favour a passive
approach.
Furthermore, if the remainder
of this bull market is to be
driven by earnings growth, the
market will surely reward the
companies with the strongest
fundamentals, as it began to
do in 2017 when correlations
fell and dispersion increased.
Similarly, when the bull finally
gives way to the bear, the shares
of companies that can maintain
or increase their market
share in a more challenging
environment are likely to prove
much more resilient than the
broader market.

ECONOMY

The stock was actually
trading at 108p when it was
suspended by the LSE on
20.09.1990, but was never
traded on the exchange
thereafter. The stake of equity
holders was subsequently
wiped out by accumulated
debt, meaning that the share
price was ‘effectively’ zero at
the point of suspension.
1

Morgan Stanley Capital
International as at 29
December 2017.
2

According to World Bank
figures released February
2017.
3

CNN Money: ‘A billionaire’s
warning on index funds’
31.03.2015.
4

‘Active vs. passive: Why
they both win’ Sungarden
Investment Research (2014).
5

6

In price / earnings terms.

This publication gathered
118 years of stock, bond
and inflation data across 23
countries.
7

THE BATON PASSES…

BofA Merrill Lynch analysis
reveals that 54% of active US
managers outperformed their
benchmarks during the firsthalf of 2017.
8

In conclusion, the active versus
passive debate has, for us,
always been more about timing
than merit. For the last two
decades or so, and especially
since the global financial crisis,
investors have increasingly put
their trust in index-tracking
strategies and have been
handsomely rewarded for doing
so.
However, the influences that
created the ‘new normal’ are
already beginning to fade and,
as the regime shifts, it is time
for investors to reconsider
certain perceptions that
they may accept as facts.
Managers who build portfolios
with a high active share are
considered contrarian because
their positioning is materially

different from the consensus - it
has nothing to do with falling
knives. In fact, we would like to
believe that no active managers
that do their due diligence
would hold such stocks, while
passive approaches simply have
no choice.
During the residue of the
prevailing bull-run, and the bear
market that will surely follow at
some point, active managers
are increasingly likely to
outperform their passive
counterparts as fundamental
dislocations are corrected. In
order to beat the consensus
you must differ from it - fund
managers with a high active
share give themselves the
best chance of achieving that
objective.

Important legal
information
The information in this
document is given for
information purposes
only and does not qualify
as investment advice.
Opinions and assessments
contained in this document
may change and reflect
the point of view of GAM
in the current economic
environment. No liability
shall be accepted for the
accuracy and completeness
of the information. Past
performance is no indicator
for the current or future
development.
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Fintech
2017 was the year bitcoin and
blockchain hit the headlines,
but this year, we can expect
a renaissance of social and
mobile payments, as financial
markets look set for a complete
transformation. Cash might not be
dead yet, but the world of digital
payments, from both consumers
to businesses and between
businesses, is evolving faster
than ever before. Global mobile
payments exceeded $700bn last
year; a rise of nearly $500bn over
the past four years. In 2018, it’s
predicted that more than a third
of smartphone users across the
globe will use their mobile phone
to make a physical point of sale
(POS) purchase at least once in
every six, according to eMarketer.

Meanwhile, mobile payment
revenue is expected to surpass $1
trillion by 2019.
As people look for trouble-free
alternatives to traditional banking
systems, we can also expect the
international payments scene to
take note of digital wallets that
wave goodbye to unfavourable
rates and hidden fees on currency
exchange. There are already a
number of apps available that
enable mobile users to buy, use,
and convert foreign currency
without the need for a credit card.
As this quick, easy and extremely
portable software becomes more
popular, we will undoubtedly be
looking at a whole new era in
mobile payments.

Augmented Reality
Augmented reality (AR) is the
overlay of digital information,
received from a camera or
another input device like smart
glasses, onto the user's physical
environment in real time.
Popularised by the mobile game
Pokémon GO in 2016, there is
now a billion-dollar demand for
augmented reality entertainment,
as international brands are
starting to take note. Snapchat, a
photo-taking and sharing service,
has already implemented facial
augmentations (filters) into its
app. Meanwhile, Google has
partnered with Walt Disney Co. to
allow people to insert “Star Wars”
stormtroopers into their photos.
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This year, we can expect AR to
transform the way we learn, work
and play. HUDs, best known today
as the instrument gauges that
fighter pilots monitor on their
visors, will become a standard
in consumer eyeglasses. Drivers
will be able to see a virtual
path of the road ahead on their
windshields, making journeys more
straightforward, while highlighting
any pedestrians and animals
walking near the road. Architects
will be able to overlay their designs
on the real world, making it
easier to present their proposals
to clients and see if the project
fits neatly into the surrounding
landscape. Online shoppers will be

able to connect their mirrors with
stores to see how clothes will fit
and look in real life.
In 2018, the adoption of AR
development kits for major
smartphones means we will
most likely see some big names
starting to take advantage of
this revolutionary technology.
According to Digi-Capital, the AR
market could grow from nearly
nothing today to $90 billion within
the next 24 months. Almost half of
that revenue is expected to come
from sales of AR hardware, while
the remainder could come from
retail, enterprise, and gaming uses.

TECHNOLOGY

FLYING CARS
Once nothing more than
something you’d see in a sci-fi
movie, flying cars are now a reality
and are sure to be the next big
thing in transportation. Each year,
people around the world waste
millions of hours sat in traffic but
flying cars could revolutionise
the way we commute. They’re a
safer, faster, quieter and a more
cost-competitive alternative
to traditional transportation.
Furthermore, they’re also highly
energy efficient, with reduced or
zero emissions.
These vehicles, sometimes referred
to as passenger drones, have
been designed to accommodate

between 2 - 5 passengers or the
equivalent cargo weight. The
vehicle can be driven by the driver/
pilot in its car configuration to an
airport where it is reconfigured to
an airplane, which can then fly to
a destination airport, anywhere
between 50 to 200 miles away.
A number of companies have
already laid the groundwork in
2017 by testing their flying vehicle
prototypes, with more expected
to enter the scene in 2018. The
biggest leap forward in this
space, and in the public’s popular
imagination, will be the muchanticipated launch of a flying taxi
service in Dubai this summer.

ROBOTICS
In the coming months and years,
robots will gradually move out of
the industrial and scientific worlds
and into daily life, in the same
way that computers spread to the
home in the 1980s. Home robots
have been around since the 1990’s
– an early example being the
robotic vacuum cleaner that was
put into production by Electrolux
in 1996. By independently
removing crumbs, dust and
hair from surfaces, it freed
homeowners of their valuable
time to go about their daily life.

Since then, robotics and artificial
intelligence have come a long way.
Smart speakers around the
home have become the norm,
and experts predict that big
brands will continue to blur the
lines between an amusing toy
and a fully functioning smart
assistant in the very near future.
The 2018 Consumer Electronics
Show unveiled a whole host of
home robot prototypes that
boast an impressive set of skills,
from mopping floors, moving
furniture or even grabbing you a

refreshing drink from the fridge.
By using AI to automate repetitive
and mundane tasks, people will
have the opportunity to be more
creative with their time.
Whilst AI is still at an early stage
of development, the International
Federation of Robotics reports
that home robots or domestic
robots will contribute $11 billion
in revenue by 2020. Additionally,
it could input $15.7 trillion into
the global economy by 2030,
according to a report by PWC.
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5G TECHNOLOGY
After years of build-up to gigabit
speeds and high computing power
that will let you download fulllength movies in mere seconds,
5G is finally on the radar for 2018…
or at least, we'll get our first taste
of it.
The new networking standard is
not just about faster smartphones.
The next generation 5G has
the added bonus of being able
to connect numerous devices
concurrently. Higher speeds
and lower latency will also make
new experiences possible in
augmented and virtual reality,
connected cars and the smart
home – basically any realm where
machines need to communicate
with each other constantly and
without lag. The need for capacity

32

Investor Insight // Q1 - 2018

is magnified once these devices
start talking to each other. For
example, the future driverless car
may be able to communicate with
other vehicles, monitor traffic or
sensors on the roads, and take
actions based on the environment
around it.
At the moment, there aren’t
any 5G-ready smartphones on
the market, but Samsung, LG,
Sony, HTC and 14 other phone
manufacturers have already
announced that they’re working
with chip manufacturer Qualcomm
to bring out 5G-ready phones
in the near future. Meanwhile,
countries around the world have
scrambled join the race to have the
first 5G city.

TECHNOLOGY
ECONOMY

trump
steel
tarrifs
An unnecessary
provocation or in the
interest of national
security?
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A near year-long investigation into
steel dumping concluded with
the US Commerce Department
recommending the Trump
administration protect home
grown industries by drastically
raising tariffs on metal imports,
sparking fears of an all-out trade
war.
The recommendations were made
by Commerce Secretary Wilbur
Ross on the back of a Section
232 investigation announced by
President Donald Trump in April
2017, which looked into countries
such as China that export steel and
other products to the US.
On 8 March 2018, President Trump
acted on these recommendations
by formally signing into law a hefty
25% tariff on steel and 10% levy
on aluminium, to be enforced after
15 days.
In the long run, the administration
hopes this will help reduce the
massive US trade deficit and Trump
said that the planned tariffs are in
response to decades worth of what
he calls “disgraceful” and unfair
trade policies damaging the US
manufacturing industry.
The announcement sent US steel
shares surging upwards but the
ensuing days resulted in a sell-off
elsewhere following fears of a
trade war after China promised
strong action, whilst the European
Union also threatened to retaliate
with tariffs of their own.

34

steel dumping
The World Trade Organisation
(WTO) defines ‘dumping’ as
any form of state intervention
that can distort market prices.
Although, firms in market
economies may also engage
in dumping without any state
interference. Associate Professor
in Industrial Relations and
Human Resource Management
at the University of Leeds, Ian
Greenwood said that “dumping
occurs when a country’s average
export price over time is less than
a reasonable price for the same
product when sold at home”.

Manufacturers are able to sell steel
on the cheap thanks to generous
subsidies from their respective
governments and or corporations.
Dumping is generally associated
with China, and both the US and EU
have lobbied Beijing to take action
to stop such practices.

china's view
Throughout the years, China
has continuously protested its
innocence, denying that steel has
been exported on the cheap to
distort markets. Aside from being
one of the largest economies
out there, the country also holds
the title as the world’s largest
producer of steel.

In 2017, Trump said that "steel is
critical to both our economy and
our military", adding that this is
“not an area where we can afford
to become dependent on foreign
countries."

However, recent times have
seen a slowdown in local
demand, forcing China’s hand
in implementing a painful
restructuring programme. As a
result, back in 2016, authorities
in Beijing went ahead with
controversial tax rebates to steel
exporters as a way of offering
support to the sector.

So, are Trump’s steel tariffs an
unnecessary provocation or
a necessity for protecting the
national interest? To help answer
this question, one must first
understand what steel dumping
actually is and entails.

Reuters reported that the
country’s finance ministry at the
time had announced making
special funds available to curb
overcapacity in the region. The
Obama administration at the time
counteracted this with tariffs of
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Therefore, steel dumping involves
the act of manufacturers exporting
metal at below market prices. This
creates a saturated market and
can be damaging to other local
producers who are not able to
compete with these low prices.

their own, but this ultimately had
little effect on China’s overall steel
exports.
Nearly three years later and the
argument rages on. The EU has also
launched several anti-dumping
investigations against Chinese
steel manufacturers in the past.
In a piece on Politico dated 1
March 2018, Chinese ambassador
Zhang Ming criticised the EU’s
countervailing investigations
against Chinese steel products
in the past, stating that the vast
majority of China’s steel (85%) is
consumed domestically.
Zhang went on to say that
“reducing excess capacity has been
a priority for China’s supply-side
structural reform since 2016”. He
added: “China’s intensive efforts
have been effective, contributing
greatly to the recovery of the global
steel market, including in Europe”.

ECONOMY

special funds
It is most likely the interpretation
of these ‘special funds’ and other
similar measures taken by Chinese
authorities that is causing such
controversy. China’s efforts to reduce
overcapacity on a local-scale is seeing
them be accused of contributing to
the global glut.
Countries such as India, Italy, South
Korea and Taiwan have also been

accused of steel dumping. However,
as the world’s largest steel producer,
China’s actions are seen by many
within the international community
as far more damaging.
The above also demonstrates that
the subject of steel tariffs is not just
a Trump based phenomenon, nor is
it a US one but has been enacted by
other entities such as the EU.

why the big fuss now?
Trump’s steel tariffs go well beyond
those implemented by any previous
administration in recent history.
As opposed to singling out China
and unless stated otherwise, they
encompass all nations and entities
that export these metal products to
the US, including the EU.
The move came as a shock to many,
but this protectionist policy has
become typical of the US under the
Trump-era. He set the tone early
on when just three days into his
administration, Trump followed
through a pledge to formally
withdraw the US from the world’s
biggest ever proposed trade deal, the
Trans Pacific-Partnership (TPP).
His team are also seeking to
renegotiate the North American
Free Trade Agreement (NAFTA) and
said that its fellow members Canada
and Mexico will be exempt from
steel tariffs if they cede to some US
demands.
The White House went on to say that
its decision to rescind some nations
from these tariffs would be decided

on a country-to-country basis, a
policy which reinforces Trump’s
apparent aversion to multi-lateral
trade deals, preferring instead
to conduct business on a more
individual, bi-lateral, basis.
When announcing the tariffs,
Trump took aim at the EU’s largest
economy, Germany, questioning their
commitment to NATO and defence
spending. "If you look at NATO, where
Germany pays one per cent and we
are paying 4.2% of a much bigger
GDP, that's not fair”.
He went on to suggest that countries
that pay more on defence would
be far better positioned to have the
tariffs eased off or removed entirely.
The UK, along with other EU member
states such as Italy, Romania, Poland
and (surprisingly) Greece, are some
of the nations that meet NATO
requirements for spending 2% of
their GDP on defence. However, the
EU conducts its trade policy on behalf
of its member states, meaning that if
one of its members gains exemption,
the whole of the EU gains exemption.

Investor Insight // Q1 - 2018

35

ECONOMY

international reaction
Naturally, news that one of the world’s
biggest economies plans to impose
taxes in a major sector of trade did not
go down well with the international
community. The EU threatened to
retaliate by enacting 25% tariffs
on around $3.5bn worth of goods
from the US. They said this would
be enacted as a counter-measure to
rebalance trade between the two. The
EU is also considering taking the issue
of Trump’s steel tariffs to the World
Trade Organisation (WTO).
Trump’s response to the EU was to up
the ante. "If the EU wants to further
increase their already massive tariffs
and barriers on US companies doing
business there, we will simply apply
a Tax on their cars which freely pour
into the US”, he wrote on Twitter.
The ongoing spat between the EU
and US over trade puts the UK in an
awkward situation. Do they align
themselves with the EU and risk losing
out on an exemption once they leave
the Bloc? Or do they take a step back
and risk causing further tension with
the EU over Brexit talks?
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Prime Minister Theresa May has taken
a seemingly cautious approach thus
far, voicing “deep concern” over the
planned tariffs. A Downing Street
spokesperson said that the PM firmly
believes in “multilateral action” as
the only way to “resolve the problem
of global overcapacity in all parties’
interests”.
Elsewhere, China has promised
“strong measures” to counteract
Trump’s steel tariffs, heightening fears
of a trade war showdown between
two of the world’s most influential
economies.
Initially, Australia - another major
steel producer - had also voiced its
concerns, with trade minister Steven
Ciobo stating that such measures
could “distort trade” and “lead to a
loss of jobs”. However, steel shares
in the country were on the up again
after Trump announced that Australia
would become the third country, after
Mexico and Canada, to be exempt
from the full 25% tariff on steel
imports and 10% on aluminium in
an apparent exchange for a “security
agreement”.

Prime Minister Turnbull confirmed
securing exemptions from the tariffs
and said it would not support the
EU if it brings up a complaint to the
World Trade Organisation (WTO). “As a
country that is exempt from US tariffs,
we cannot bring up that complaint. I
just want be clear about that”, he said.
One former British politician who
has shown support for Trump’s tariffs
is Nigel Farage. In the build up to
2016’s Brexit referendum, the former
UKIP leader was one of the main
protagonists in the push for the UK
to leave the EU. He called out the EU’s
“sheer hypocrisy” to complain about
Trump’s tariffs when they themselves
“put tariffs on 13,000 goods” coming
into the Bloc.
Meanwhile, the managing director
of the International Monetary Fund
(IMF), Christine Lagarde said she
fears a “tit-for-tat” escalation of trade
retaliation that could spiral out of
control.

ECONOMY

reaction at home
Trump’s plans have received a mixed
response at home, with criticism
and cheers from both ends of the
political spectrum. Republican House
Speaker Paul Ryan said that overall,
he disagreed with the tariffs but went
on to say that he is pleased that the
“President has listened to those who
share my concerns and included an
exemption for some American allies,
but it should go further".
Democratic Senator for Ohio,
Sherrod Brown called the move
“long overdue” whilst others within
Democratic ranks pointed out that
the hefty tariffs on China could
undermine continued efforts to
wager peace in the Korean peninsula.
One of Trump’s justifications for
singling out other countries apart

from China is trans-shipping.
Technically, 2% of US steel imports
come directly from China but Trump
states that these results are skewed as
Chinese manufacturers “trans-ship all
through other countries”. In support
of this, an opinion piece on Market
Watch from Robert E. Scott defended
the decision to target countries
other than China, stating that their
export market is so vast that many
Chinese manufacturers sell “basic
steel commodities” to other countries
which ultimately end up in the US.

could open a ‘Pandora’s box’ for other
countries to do the same.

Elsewhere, a former US trade
representative under the Obama
administration, Michael Froman
agreed with Trump insofar that there
is a need to take action concerning
a global glut of steel but fears that
such US protectionist measures

He added: "If President Trump wants
to boost domestic steel production,
the best way would be to invest in
our infrastructure system and focus
on further streamlining regulations".

institute the tariffs without causing
a global trade war, stating that
“China is at the root of the problem.
Indeed, China is known to ship
basic steel to other countries which
eventually ends up in the States, so
the reasoning behind targeting other
countries with tariffs holds ground.

Furthermore, targeting other entities
such as the EU with tariffs on grounds
of national security brings the risks
of a trade war, whilst there is also no
definitive guarantee that such tax
raises will be good for US industries
in the long run, with steel exporters
likely to look elsewhere.

Trump says he doesn’t blame other
countries for protecting their own
interests but wants the US to do
the same. However, when the tariffs
were announced, its details where
shrouded in ambiguity, causing
uncertainty in stock markets.

It’s also likely that the EU will possibly
seek exemption from tariffs. Perhaps
then, this risk is some political ploy?
Only time will tell.

Association of Equipment
Manufacturers (AEM) President
Dennis Slater fears that the
higher import duties will have the
opposite effect to Trump’s intended
result, putting a burden on “US
manufacturers with higher costs”
whilst competitors in “China, India
and Mexico will get a free pass to use
the cheapest input materials they can
find”.

in a nutshell
What this appears to boil down to is
‘from where’re your standing’. There
is a consensus across the board for
the need to curb overcapacity in
the worldwide steel market. The
disagreements stem from how to go
about it and the actions of certain
nations which differ from the more
orthodox methods of free multilateral
trade.
The Trump team make valid points
concerning overcapacity and steel
dumping. The director of the White
House National Trade Council, Peter
Navarro, also believes that the US can
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PROPERTY

Should you invest for YIELD or CAPITAL GROWTH?
Property investment continues to
demonstrate its attractive proposition
amongst both retail and institutional
investors, due in large because of the
two primary methods of growing
and generating income. These are
determined by the net income received
from rent by letting the property
out (yield) whilst the underlying

asset continues to grow over time,
commonly referred to as capital
growth. The purpose of this article
is to assess the importance of both
measures, understand how they affect
an investment decision and ultimately
demonstrate why it’s essential to
consider both when investing in
property.
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PROPERTY

Capital growth is the
fundamental driver
when investing in any
asset class. The ability to
use leverage, typically
in the form of mortgage
finance, allows the
capacity to achieve
greater capital growth
whilst using less equity.
The mid 2000’s were the
first time this investment
strategy was executed
on a mass scale, using
debt to mitigate risk or
allow for more sizeable
investments became
common practice.
During this period,
institutional and retail
investors alike were able
to further capitalise on
the rapid rise in property
prices within major
40
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cities across the globe.
It became common
practice to sacrifice
high yields in order
to invest in areas that
were experiencing the
benefits of considerable
capital growth, even
if this meant being
in a negative cash
flow position. The
volume and rapid
growth proved to
be unsustainable
and as a result, this
‘capital growth is king’
philosophy came to
an abrupt halt in 2008,
paving the way for
investors to consider
a more measured
approach.
Albert Einstein once
described compounding

as the “eighth wonder
of the world”. Whilst the
accuracy of the quote
may be contested,
the benefits of
compounding certainly
can’t be when investing
in property. This is a key
principle when investing
in a number of asset
classes; property is no
different and argues the
case of holding for the
mid-long term rather
than ‘flipping’ for quick
gains.
So why not invest purely
for capital growth?
Despite the likelihood
of future appreciation,
given the history of the
real estate industry in
the UK, it is still only a
possibility.

The key variable remains
outside of our control as
forecasts can’t ever be
guaranteed. This marks
the difference between
an astute investor whom
is prepared to do the
necessary due diligence
to give themselves
the best opportunity
to achieve maximum
growth and someone
who simply invests on
emotion and hearsay
alone.

PROPERTY

Prioritising yield allows
buyers the flexibility
of mapping out their
investment with a
degree of certainty
by calculating rental
income against total
expenses, hence
recognising accurate
cash flow predictions.
There is little point in
owning a property
that is going to rocket
in value in ten years’
time if it’s going to be
repossessed within
three years because
the costs become
unmanageable. Higher
yields offer stronger
cash flow positions
that in turn offer a level
of certainty that can’t
be achieved when
investing purely for

capital growth - this
comfort is crucial for a
number of investors.
The additional income
saved from achieving a
higher yield can be used
to support a deposit on
a second property.
Since the global
financial crisis in 2008,
investors have been
more inclined to invest
primarily for yield. So
much so that houses
in multiple occupancy
‘HMO’s’ have become a
trend amongst property
investors in the UK.
HMO’s allow landlords
to let out more than
one room in their
property, resulting in
further spikes in rental
yields. Inevitably, this

requires a more handson approach and the
enhanced returns can
often make the extra
legwork worthwhile.
Simply assuming
that the higher the
yield, the stronger the
investment case would
be inaccurate. When
investing in a property,
it’s crucial to understand
why the yields can
often be high, whilst
property prices appear
relatively low? A rental
yield of 10% on paper
is meaningless if the
property isn’t rented
out. Liquidity is the
ability to sell on the
asset when required
and is another factor
to consider when

deciding on a property
investment in the first
place. Typically, areas
with higher proportional
capital growth will be
easier to sell as they are
often growing due to
overwhelming demand.
Conversely, if growth
has been relatively
slow in an area, sellers
will often concede and
accept an offer below
the property value in
order to attract buyers.
It is therefore important
to understand that there
is a direct correlation
between yield and risk.
The highest yield is not
always the best option;
other factors must be
taken into consideration
when making a decision
to invest in a property.
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PROPERTY

We have defined the relationship between capital growth and
yield. It would be inconclusive to state a single correct way to
invest, so the first rule to consider when investing in property is
to understand and commit to specific goals. What are your goals?
What do you want to achieve from the investment? A competent
investor will have a clear idea of the end goal and form the most
robust strategy to achieve that goal. For instance, if the goal
is to use mortgage finance whilst holding for the long term, a
property located in a central region offering strong capital growth
predictions would make it worthwhile settling for a lower yield. On
the other hand, if investing to supplement a retirement income,
focusing the investment on yield makes more sense.
Ultimately finding a balance between capital growth and rental
yield would be optimal; investing in an area that offers both
high yield and a high potential for capital growth. There is a
common misunderstanding that they are mutually exclusive but
that doesn’t have to be the case. Once we begin to understand
the characteristics that suggest a future uptick in property price
we are able to invest ahead of the curve. Our aim is to scour the
UK market and find undervalued opportunities that meet strict
requirements with a specific focus on demand/supply, population
growth, and regeneration to identify the projects that have not yet
seen the property price growth predictions that are anticipated.
Finding these projects enables us to capitalise on the current
higher yields without compromising future capital growth.

Sam Barrett
Head of Property Investments
deVere Group
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MATURITIES

deVere Autocallable Income Note Maturities
Our exclusive Autocallable income notes continue to pay bank beating returns to our clients around the world.
Below you will find the maturities our clients enjoyed in 2017 and current maturities in 2018. These notes are exclusive
to deVere Group and are not readily available anywhere else.

2018 Maturities
#

Note

Coupons

Maturity Date

Duration

ISIN - GBP

ISIN - USD

ISIN - EUR

ISIN - JPY

1

GS US, Europe and HK Autocallable 23

41.70%

30/01/2018

36 Months

XS1099001502

XS1099001411

-

-

2

GS EM Autocallable Income 15

63.75%

30/01/2018

36 Months

XS1099001767

XS1099001684

-

-

3

GS EM Autocallable 10

56.80%

30/01/2018

48 Months

XS0958718016

XS0958717984

-

-

4

GS Developed Markets Autocallable 15

34.65%

30/01/2018

36 Months

XS1099001254

XS1099001338

-

-

5

UBS Developed Markets Autocallable 11

11.00%

05/02/2018

12 Months

XS1548776811

XS1548776902

-

-

6

GS EM Auto 2

0.00%

01/02/2018

60 Months

XS0687784925

XS0687785062

-

-

7

MS 5y Autocallable Income on 5 EM

11.00%

14/02/2018

48 Months

XS1016033695

XS1016033778

-

-

8

MS 5y Autocallable on 3 Indices

60.40%

28/02/2018

48 Months

XS1028401351

XS1028401609

-

-

9

MS 5 Year Autocallable Income on 5 EM

10.50%

01/03/2018

60 Months

XS0876097071

XS0876096776

-

-

10

UBS Income Autocallable 6

15.30%

13/02/2018

36 Months

XS1156565894

XS1156566512

-

-

11

GS EM Autocallable 16

58.80%

27/02/2018

36 Months

XS1133625456

XS1133625530

-

-

12

GS EM Auto 3

0.00%

01/03/2018

60 Months

XS0800856642

XS0800856568

-

-

13

MS 5y Deep Barrier Autocall

67.50%

13/03/2018

36 Months

XS1138831463

XS1138831380

-

-

14

UBS Income Autocallable 7

16.70%

13/03/2018

36 Months

XS1190612702

XS1190612884

-

-

15

MS 5y Autocallable on 3 Indices

47.00%

14/03/2018

48 Months

XS1035116075

XS1035115937

-

-

16

MS 5 Year Autocallable Income on 5 EM

10.50%

28/03/2018

60 Months

XS0893375005

XS0893375690

-

-

17

MS 5y Autocallable on 3 Indices

60.00%

28/03/2018

36 Months

XS1138836934

XS1138834301

-

-

18

5y Autocallable Income on 5 EM

-

28/03/2018

48 Months

-

-

-

XS1037319503

19

GS Income Autocallable 9

12.40%

11/04/2018

48 Months

XS0958815564

XS0958815481

-

-

20

MS 5 Year Autocallable Income on 5 EM

10.50%

26/04/2018

60 Months

XS0906434013

XS0906433718

-

-

2017 Maturities
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#

Note

Coupons

Maturity Date

Duration

ISIN - GBP

ISIN - USD

ISIN - EUR

ISIN - JPY

1

GS Developed Markets Autocallable 22

12.75%

31/01/2017

12 Months

XS1267247481

XS1267247564

-

-

2

GS Developed Markets Autocallable 22

10.00%

14/02/2017

12 Months

-

-

XS1267299102

-

3

GS Developed Markets Autocallable 22

14.75%

01/02/2017

12 Months

XS1267247648

XS1267247721

-

-

4

GS Developed Markets Autocallable 23

13.30%

28/02/2017

12 Months

XS1267288246

XS1267288329

-

-

5

GS US, Europe and HK Autocallable 35

15.55%

27/03/2017

12 Months

XS1317180633

XS1317180476

-

-

6

UBS US Europe HK Autocallable 01

14.00%

02/05/2017

12 Months

XS1387946012

XS1387945980

-

-

7

UBS US Europe HK Autocallable 01

14.00%

02/05/2017

12 Months

XS1387946012

XS1387945980

-

-

8

MS - 5 Year Autocallable on 3 EM

0.00%

03/05/2017

60 Months

XS0766030224

XS0766030570

XS0766030497

-

9

UBS Developed Markets Autocallable 04

11.00%

20/05/2017

12 Months

XS1400796428

XS1400796691

XS1400796345

-

10

MS 5y Autocallable on 3 Indices

22.55%

19/06/2017

24 Months

XS1138861023

XS1138861296

-

-
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MATURITIES

2017 Maturities continued...
#

Note

Coupons

Maturity Date

Duration

ISIN - GBP

ISIN - USD

ISIN - EUR

ISIN - JPY

11

GS Developed Markets Autocallable 13

29.70%

27/06/2017

36 Months

XS1011623037

XS1011622815

-

-

12

UBS Income Autocallable 11

22.00%

06/07/2017

24 Months

XS1244112899

XS1244112543

-

-

13

MS 5y Defensive Autocallable on 3 Indices

23.00%

06/07/2017

24 Months

XS1138865016

XS1138864985

-

-

14

UBS Developed Markets Autocallable 6

12.00%

17/07/2017

12 Months

XS1435374555

XS1435374712

-

-

15

GS Developed Markets Autocallable 14

30.00%

25/07/2017

36 Months

XS1013123564

XS1013123481

-

-

16

GS US, Europe and HK Autocallable 19

30.30%

22/08/2017

36 Months

XS1013155681

XS1013155509

-

-

17

MS 5y Autocallable on 3 Indices

31.50%

22/08/2017

36 Months

XS1092486734

XS1092486577

-

-

18

GS US, Europe and HK Autocallable 30

26.00%

11/09/2017

24 Months

XS1241031852

XS1241031779

-

-

19

GS EM Autocallable 19

40.00%

11/09/2017

24 Months

XS1241031936

XS1241032074

-

-

20

UBS Developed Markets Autocallable 2

31.65%

19/09/2017

36 Months

XS1103484447

XS1103626179

-

-

35.40%

03/10/2017

36 Months

XS1108604395

XS1108604718

-

-

0.00%

21/09/2017

60 Months

XS0822866322

XS0822866678

-

-

21
22

MS Defensive Autocallable Notes on 3
Underlyings
MS 5y Autocallable on 3 Emerging Markets
Note

23

MS 5 Year Autocallable on 3 EM

0.00%

06/09/2017

60 Months

XS0811159408

XS0811159317

-

-

24

GS EM Auto Income

11.25%

21/09/2017

60 Months

XS0687694777

XS0687694694

-

-

25

UBS Income Autocallable 3

13.00%

03/10/2017

36 Months

XS1108687663

XS1108687580

-

-

26

MS 5y Autocallable on 3 Indices

24.80%

09/10/2017

24 Months

XS1237066250

XS1237066417

-

-

27

MS 5y Autocallable on 3 Indices

25.00%

09/10/2017

24 Months

XS1237066508

XS1237066334

-

-

28

MS 5y Autocallable on 3 Indices

39.70%

11/10/2017

24 Months

XS1237066680

XS1237066177

-

-

29

MS 5y Defensive Autocallable on 3 Indices

20.50%

23/10/2017

24 Months

XS1289393008

XS1289392968

-

-

30

UBS Autocallable Income 15

11.90%

23/10/2017

24 Months

XS1298740074

XS1298739811

-

-

31

MS 5y Autocallable on 3 Indices

36.00%

31/10/2017

36 Months

XS0956286990

XS0956287022

-

-

32

GS Emerging Markets Auto Income

10.00%

19/10/2017

60 Months

XS0687687995

XS0687688027

-

-

33

MS 5 Year Autocallable

0.00%

19/10/2017

60 Months

XS0835508051

XS0835508135

-

-

34

GS Developed Markets Autocallable 7

50.00%

01/11/2017

48 Months

XS0899550171

XS0899549918

-

-

35

MS 5y Autocallable on 3 Indices

10.00%

09/10/2017

12 Months

XS1437441162

XS1437441246

-

-

36

GS Developed Markets Autocallable 20

24.70%

06/11/2017

24 Months

XS1241089421

XS1241089348

-

-

37

UBS Income Autocallable 04

13.20%

31/10/2017

36 Months

XS1118306734

XS1118304283

-

-

38

MS 5y Autocallable on 3 Indices

28.50%

06/11/2017

24 Months

XS1289398817

XS1289398908

-

-

39

GS US, Europe and HK Autocallable 31

26.80%

06/11/2017

24 Months

XS1241089777

XS1241089694

-

-

40

UBS Developed Markets Autocallable 9

10.50%

06/11/2017

12 Months

XS1502427112

XS1502427203

-

-

42

MS 5y Autocallable on 3 Indices

33.00%

08/12/2017

36 Months

XS0956292378

XS0956292295

-

-

43

UBS Income Autocallable 5

13.00%

08/12/2017

36 Months

XS1133411907

XS1133412624

-

-

44

GS US, Europe and HK Autocallable 32

26.00%

08/12/2017

24 Months

XS1267219605

XS1267219431

-

-

45

GS Developed Markets Autocallable 21

23.50%

08/12/2017

24 Months

XS1267219944

XS1267219860

-

-

46

GS US, Europe and HK Autocallable 11

40.80%

11/12/2017

48 Months

XS0899620727

XS0899620644

-

-

47

UBS Developed Markets Autocallable 10

11.50%

11/12/2017

12 Months

XS1515325865

XS1515323902

-

-

48

GS Asia US Auto 2

70.00%

18/12/2017

60 Months

XS0687761550

XS0687761477

-

-

49

GS EM Auto 1

0.00%

18/12/2017

60 Months

XS0687757798

XS0687757525

-

-

50

MS 5 Year Autocallable Income on 5EM

12.50%

19/12/2017

60 Months

XS0857727084

XS0857725039

-

-
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Global Currency Service
dVFX offers favourable foreign exchange rates, sound
professional advice, as well as free international transfers.

To find out more, please contact us for an initial consultation.

fxenquiries@devere-group.com
www.dv-fx.com
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