
1

Investment Brief
April 2018



AJ Bell
As I have written here 
on previous occasions 
our role as investment 
managers would not be 
complete without the 
back office support of a 
professional custodian. 
As Dart Capital grew 
we recognised as 
early as 2005 that the 
role of custodian of 
client’s assets was best 
performed through 

employing a separate administrative house who 
specialised in this important function. In our case we 
use AJ Bell to hold, maintain and safeguard assets 
for our clients, whether it be an ISA, pension, trust or 
simply a general investment account.

In addition AJ Bell ensures we can report on 
portfolios, execute trades in a timely fashion 
and collect dividends and interest for our client 
portfolios. The technology that sits behind this 
relationship is key to future-proofing our service. Our 
use of FCA “Managing Permissions” is also key to our 
ability to operate a service that goes beyond most of 
our retail competitors. 

We have a unique relationship with AJ Bell in that 
we are part of a service designed specifically for 
investment managers rather than just mainstream 
advisors. This has enabled us to negotiate highly 
competitive fees and provides us with portfolio 
management tools not available to most other firms. 
It has also enabled us to be close to the heart of 
their business through their senior management. 
This has ensured that we can resolve matters quickly 
and efficiently when we need to and allows us to 
know of any critical upgrades well in advance. One of 
the similarities between our respective businesses is 
the employment of people with a “can-do” attitude. 

Earlier this year AJ Bell announced that they 
may float, through an IPO. We anticipate 25% of 
the shares in the company will be available for 
institutional and retail investors. We see this as 
a natural progression for the company. We were 
carefully briefed on this issue and we see the IPO as 
a positive for a number of reasons:-

1.  Andy Bell expects to maintain a 25% shareholding 
post float, hence ensuring a solid and dependable 
steer on the direction of the company.

2.  The IPO will raise the profile of the business which 
will hopefully allow it to maintain its growth and 
profitability.

3.  Liquidity in the shares in AJ Bell will allow 
longstanding employees to realise part of their 
shareholding and at the same time allow younger 
staff to invest in the future success of their 
company.

Employing a professional custodian in AJ Bell 
ensures we can operate our business and allows 
us to concentrate on our core area of excellence 
– advising our clients, whilst knowing that the safe 
custody and efficient administration can perform 
alongside.

Richard Whitehead
Chief Executive
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House View
As outlined in last 
quarter’s House View, 
we expect this year to 
be more challenging for 
global equity markets, 
as the prospect of 
tighter monetary policy 
has the potential to 
shift markets out of the 
benign conditions which 
dominated last year. 
This has already proven 
to be the case and as we 

look ahead we retain a balanced outlook, reflective of 
both the reasonable outlook for global growth, which 
should help drive solid corporate profit growth, and 
the diminishing support from Central Bank policy. 

Fixed Income

Our exposure to bonds remains largely short-dated, 
with a preference for higher credit quality. Whilst we 
don’t foresee the Bank of England raising interest 
rates more than once this year, we still don’t see 
longer-dated Gilts as offering much value given that 
nominal yields (the 10 year Gilt yields around 1.35% 
currently) are still well below our medium-term 
forecast for domestic inflation. Years of low interest 
rates and ample credit availability has allowed 
companies, almost irrespective of business strength, 
to leverage their balance sheets. This is of particular 
concern in the US market where borrowing costs 
are now rising, whilst a large swath of the High Yield 
market - particularly within structurally challenged 
sectors such as retail - are suffering from weakening 
profitability. Owing to the unattractive valuations 
within the fixed income market, we continue to 
allocate more capital to absolute return strategies 
which don’t carry the duration risk associated with 
investing in bonds. 

UK Equities

UK stocks remain out of favour with many investors, 
with some viewing the market as too much of a 
challenge given the ongoing overhang of the EU 
exit negotiations and the slowing of the domestic 
economy. However, we note that although Brexit-
related concerns are obviously affecting some 
areas of the market, the biggest headwind for the 
UK market has been sector exposure. In particular, 
the UK’s MSCI United Kingdom index has only a 1% 
exposure to the strongly performing information 
technology sector, whilst being more heavily 
weighted towards the unfashionable healthcare 
and consumer goods sectors, which have fallen 
out of favour owing to concerns over disruption 
from new technologies and rising bond yields. This 
compares to the US S&P 500 index, which has a 
25% weighting to the information technology sector, 
notwithstanding technology driven companies such 
as Amazon and Netflix which sit outside the tech 
sector from an official classification perspective. 

Both the consumer goods and healthcare sectors 
offer investors exposure to global revenues and 
increasingly attractive dividend yields, through 
companies such as Unilever and GlaxoSmithKline. 
This latter aspect is often overlooked during periods 
when investors are solely focused on dynamic 
growth businesses, as has been the case over the 
last year, due to the fact that dividend yield forms 
a large component of total returns when investing 
in equities over the longer-term. Our favoured UK 
equity income funds have significant exposure to 
these unloved areas of the market. With many of 
these funds now yielding in excess of 4.5% and some 
dividend growth also expected, we think these types 
of funds could, in fact, come back into favour with 
investors should the turbulent market conditions of 
recent months continue. 

Alexander George, CFA
Associate Director 
of Research
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International Equities 

We used the 10% peak-to-trough fall in markets 
which took place from the 26th January through 
to the 8th February to increase exposure to 
US equities, a move which brought our overall 
international equity allocation to overweight. 
Although we expect markets to remain volatile over 
coming months, we see the fundamental backdrop 
for US stocks as reasonably positive. Most notably, 
we expect US corporate profits to enjoy double-digit 
growth this year – bolstered by President Trump’s 
tax cuts and the cyclical upswing in the global 
economy – whilst we do not expect Treasury yields 
to rise enough to sufficiently damage the investment 
case for equities. Furthermore, with many US large-
cap stocks sitting on very large cash balances, we 
view the valuation metrics on US stocks as being 
somewhat lower than that implied by some standard 
valuation metrics. 

Although the US remains our largest regional 
exposure, and we did add to the region on 
weakness, we remain slightly tilted towards the 
European and Asian regions when compared to the 
global equity benchmark which has c.60% exposure 
to the US market. Both regions benefit from 
valuations which are slightly lower than that in the 
US, in addition to profit margins which are at lower 
levels and have the potential to move higher. This is 
particularly the case within the Asia Pacific region, 
where profit margins have now started to recover 
having fallen significantly from 2011-2016, and 
current account positions of the largest economies 
in the region have also improved from their positions 
five years ago. 

We have been monitoring Indian equities for several 
years, as we believe that a combination of strong 
macroeconomic fundamentals and supportive 
policymakers make the country an attractive long-
term investment opportunity. However, we believe 
that it is only appropriate for higher risk portfolios 
which can handle the risks inherent with having a 
direct allocation to a single emerging market. 

India benefits from having a very young population, 
whilst income per head is expected to grow 
significantly over coming years as the country adopts 
western technologies and a greater proportion 
of the population move from the countryside to 
cities. Furthermore, given that household debt 
levels in India are very low compared to developed 
economies, household spending on goods and 
services – most notably branded goods, financial 
services and healthcare - should outpace the growth 
of the economy more generally over coming years.

 From a policy perspective, Narendra Modi, the Prime 
Minister of India, has put in place policies aimed at 
formalising the Indian economy since his election 
victory in 2014. Most notably, whilst having a short-
term negative impact on growth, policies such as 
demonetisation are set to increase the importance 
of the formal economy over time at the expense of 
the grey economy.

 We used the weakness of the Indian market over 
the quarter to add a small direct fund holding late in 
the period. We had been monitoring several Indian 
managers for over two years and we believe that 
our choice of the Matthews Asia India fund, with 
the manager’s focus on domestic consumption, will 
best exploit the investment opportunity. This speaks 
to our process, which is to identify investment 
opportunities with strong long-term fundamentals 
and then deploy capital once an attractive entry 
point becomes available. This approach ensures that 
we are not allocating at a time of peak optimism and 
that market valuations incorporate some margin of 
safety.
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Indian 
equities had 
underperformed 
their Asian peers 
prior to our 
allocation to the 
country

Property

UK commercial property has performed better than 
most expected over the last 12 months, with the 
sector boosted by strong growth in the capital values 
of industrial warehouses. There has been particular 
demand for warehouses located close to large towns 
and cities, which can meet growing demand for 
online shopping. Notably, we believe that the very 
strong rental growth experienced in the industrial 
sector will likely wane over time, as vacant brownfield 
land is converted into warehouses and rents reach 
a natural ceiling. Based on this outlook and the 
weak rental growth being experienced in the office 
and retail sectors, notwithstanding the continuing 
lack of liquidity within the asset class, we remain 
slightly underweight property when compared to our 
strategic weightings. 

Alternatives

We were pleased to see our group of absolute return 
strategies deliver positive returns over the quarter 
despite the decline in equity markets globally. This 
speaks to our use of non-directional strategies 
within this space and compares favourably with 
the IA Targeted Absolute Return sector as a whole 
which was more highly correlated with the returns 
from equity markets over the period. The change in 
market sentiment through the quarter demonstrated 
the benefits of having a blend of styles within our 
absolute return exposure. Most notably, having 
struggled since the start of 2017 - owing largely to 
the manager’s bias towards lowly valued companies 
with reasonable balance sheets and aversion to 
expensive stocks - the Jupiter Absolute Return fund 
delivered positive performance late in the period as 
stock markets globally sold off. This improvement 
in performance was primarily driven by the fund’s 
short positions (which benefit from the fall in value 
of a share) in very highly valued technology-related 
stocks, most notably Tesla and Netflix, starting to 
pay off as the market finally focussed on the lack of 
profitability and weak cash flow of these so called 
“story stocks”.

  A - MSCI AC Asia Pacific Ex Japan in GB (-4.53%)
  B - MSCI India in GB (-10.62%)

29/12/2017 - 29/03/2018 Data from FE 2018
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The most disappointing area of portfolios so far this 
year has been infrastructure. We first bought the 
HICL Infrastructure Trust at the trust’s capital raise 
last March, where at purchase it offered a dividend 
yield of c.4.9% with the potential to grow this 
dividend over time due to the inflation-linkage of the 
majority of the fund’s cash flows. HICL sits at what 
has traditionally been viewed as the lower-risk end 
of the infrastructure spectrum due to its focus on UK 
based, long-term government backed contracts for 
essential services such as schools and hospitals. 

However, over the quarter the collapse of the 
contractor Carillion in January and growing concerns 
over potential nationalisation of infrastructure 
projects under a Corbyn government has weighed 
on the sector. These headwinds have fallen most 

heavily on funds, such as HICL and John Laing 
Infrastructure, which have the most exposure to 
government-backed (known as PFI) contracts, and 
the premium on HICL,which is determined by the 
supply and demand for the shares, fell from around 
8% to -4% over the period. Based on the current 
share price of 136p, we believe that the market 
is pricing in an unlikely combination of a majority 
Labour government and a wholesale nationalisation 
of UK PFI projects. This pessimistic outlook means 
that HICL now trades on an attractive dividend yield 
of around 5.6%, and we believe, at this time, the trust 
still merits its place as a small weight in a diversified 
multi-asset portfolio. We will, however, keep this 
holding under close review. 

The absolute 
return funds 
we invest in 
have delivered 
resilient 
performance 
over recent 
months

  A - Risk Strategy 3 - Long/Short Portfolio in GB (0.63%)
  B - IA Targeted Absolute Return in GB (-0.42%)

  A - MSCI AC World in GB (-4.99%)

29/12/2017 - 29/03/2018 Data from FE 2018

29/12/2017 - 29/03/2018 Data from FE 2018
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Gold continues to act as an insurance policy within 
portfolios, with the precious metal tending to deliver 
positive returns during periods of heightened 
geopolitical risk. Furthermore, we believe that the 
long-term trend of western governments spending 
more than they receive in tax receipts will continue, 
as true austerity policies are increasingly untenable 
in liberal western democracies where political parties 
must remain popular in order to stay in power. This 
long-term trend could, at some point, benefit stores 
of value such as gold which have effectively fixed 
levels of supply. 

Market Dynamics

In addition to our standard research process, as a 
team we read a variety of more niche investment 
blogs which cover topics that are often off the radar 
of mainstream investors. One area of discussion 
highlighted, and of increasing concern for us, was 
the growing number of traders and institutional 
investors who were effectively betting on continued 
benign market conditions by shorting VIX* futures, 
often by investing in inverse VIX ETFs which deliver 
positive returns when volatility levels fall. Owing to 
the intricacies of this market and declining market 
volatility globally, the trade was particularly profitable 
over 2017 and caused an increasing flow of capital 
into trades of this type. 

This in turn meant that any sudden rise in market 
volatility could cause a significant unwind with these 
traders forced to effectively buy volatility, which 
would then drive volatility even higher across all 
markets. This feedback loop finally played out over 
the beginning of February, and caused a significant 
weakening of equity markets globally. The fact that 
we were aware of these dynamics helped inform 
our decision to add exposure to equities following 
the market drawdown, as we knew that much of 
the selling of equities was driven by technical – as 
opposed to fundamental – factors. 

Closing thoughts

The quarter was a more challenging one for 
investors with both equities and bonds experiencing 
declines in capital values (although the latter did 
recapture much of these losses late in the period), 
whilst longstanding trends within markets broke 
down. We believe that we are well prepared for 
the return to more challenging market conditions, 
with our ability to take advantage of opportunities 
through timely implementation being particularly 
important in an environment where market 
sentiment becomes more skittish. Furthermore, we 
take comfort from the fact that – at a time when 
equity markets as a whole are by no means cheap – 
client portfolios have significant exposure to unloved, 
attractively valued sectors which could well perform 
strongly should market momentum continue to turn.

Assets invested 
in the most 
popular inverse 
(“short”) VIX 
ETF spiked 
prior to the fund 
losing investors 
90% of their 
capital in early 
February
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Trading days 
with large 
market moves 
have become 
increasingly 
frequent this 
year

Quarterly 
Commentary

Having enjoyed a strong 
and rather benign 
upwards march over 
2017, the quarter was 
a more challenging 
one for global equity 
markets, as concerns 
over tightening 
monetary policy and 
trade barriers tempered 
investor optimism. 

Notably, having experienced only 8 one-day moves 
of greater than 1% in 2017, the US’s S&P 500 index, 
which represents the performance of the 500 largest 
US listed stocks, experienced 23 such moves over 
the first quarter. The initial trigger for the change 
in market direction was stronger than expected 
US wage growth figures released in early February, 
which were sufficient to cause a sharp increase in 
government bond yields globally as investors priced 
in a faster pace of interest rate rises in the world’s 
largest economy.

UK
Revised figures from the Office for National Statistics 
(ONS) showed that the UK economy grew 0.4% over 
the fourth quarter of last year, bringing the growth 
rate for 2017 down to 1.4%. Assessment of the data 
showed that the manufacturing sector remained the 
strongest area of the economy, bolstered in large 
part by strong demand from Continental Europe 
which is still by some distance the UK’s largest export 
market. 

Consistent with our expectations, UK inflation 
continues to trend downwards as the inflationary 
pressures caused by the weakness in the Pound 
following the EU Referendum gradually fade out 
of the data. The annual inflation rate, as measured 
by the Consumer Price Index (CPI) fell to 2.7% in 
February, having been as high as 3.1% as recently as 
November. Although inflation continues to decline 
closer to their 2% target, the Bank of England’s 
Monetary Policy Committee (MPC) appear intent on 
raising the base rate again in May and the market is 
currently pricing in a c.75% probability of the MPC 
proceeding. The case for a rate rise was bolstered 
further by labour market data from the ONS 
which showed total pay grew by 2.8% in the three 
months to January, whilst the unemployment rate 
was unchanged at 4.3%. In addition to reasonable 
domestic growth, the MPC have been emboldened 

Alexander George, CFA
Associate Director 
of Research
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#NAME?
Timestamp Trade	Close Over	a	Percent	Days 8 2017
#################### 2640.87 1.38% 1.38% Over	a	Percent	Days 23 Q1	2018
#################### 2605 -0.29%
#################### 2612.62 -1.73% -1.73%
#################### 2658.55 2.72% 2.72%
Friday,	23	March	2018 2588.26 -2.10% -2.10%

#################### 2643.69 -2.52% -2.52%
#################### 2711.93 -0.18%
#################### 2716.94 0.15%
#################### 2712.92 -1.42% -1.42%
Friday,	16	March	2018 2752.01 0.17%

#################### 2747.33 -0.08%
#################### 2749.48 -0.57%
#################### 2765.31 -0.64%
#################### 2783.02 -0.13%

Friday,	9	March	2018 2786.57 1.74% 1.74%
#################### 2738.97 0.45%
#################### 2726.8 -0.05%
Tuesday,	6	March	2018 2728.12 0.26%
#################### 2720.94 1.10% 1.10%

Friday,	2	March	2018 2691.25 0.51%
#################### 2677.67 -1.33% -1.33%
#################### 2713.83 -1.11% -1.11%
#################### 2744.28 -1.27% -1.27%
#################### 2779.6 1.18% 1.18%
#################### 2747.3 1.60% 1.60%
#################### 2703.96 0.10%
#################### 2701.33 -0.55%
#################### 2716.26 -0.58%
#################### 2732.22 0.04%
#################### 2731.2 1.21% 1.21%
#################### 2698.63 1.34% 1.34%
#################### 2662.94 0.26%
#################### 2656 1.39% 1.39%
#################### 2619.55 1.49% 1.49%
#################### 2581 -3.75% -3.75%
#################### 2681.66 -0.50%
#################### 2695.14 1.74% 1.74%
#################### 2648.94 -4.10% -4.10%
#################### 2762.13 -2.12% -2.12%
#################### 2821.98 -0.06%
#################### 2823.81 0.05%
#################### 2822.43 -1.09% -1.09%
#################### 2853.53 -0.67%
#################### 2872.87 1.18% 1.18%
#################### 2839.25 0.06%
#################### 2837.54 -0.06%
#################### 2839.13 0.22%
#################### 2832.97 0.81%
#################### 2810.3 0.44%
#################### 2798.03 -0.16%
#################### 2802.56 0.94%
#################### 2776.42 -0.35%
#################### 2786.24 0.67%
#################### 2767.56 0.70%
#################### 2748.23 -0.11%
#################### 2751.29 0.13%
#################### 2747.71 0.17%
Friday,	5	January	2018 2743.15 0.70%

#################### 2723.99 0.40%
#################### 2713.06 0.64%
#################### 2695.81 0.83%
#################### 2673.61 -0.52%
#################### 2687.54 0.18%
#################### 2682.62 0.08%
#################### 2680.5 -0.11%
#################### 2683.34 -0.05%
#################### 2684.57 0.20%
#################### 2679.25 -0.08%
#################### 2681.47 -0.32%
#################### 2690.16 0.54%
#################### 2675.81 0.90%
#################### 2652.01 -0.41%
#################### 2662.85 -0.05%
#################### 2664.11 0.15%
#################### 2659.99 0.32%
#################### 2651.5 0.55%
#################### 2636.98 0.29%
#################### 2629.27 -0.01%
#################### 2629.57 -0.37%
#################### 2639.44 -0.11%
#################### 2642.22 -0.20%
#################### 2647.58 0.82%
#################### 2626.07 -0.04%
#################### 2627.04 0.98%
#################### 2601.42 -0.04%
#################### 2602.42 0.21%
#################### 2597.08 -0.08%
#################### 2599.03 0.65%
#################### 2582.14 0.13%
#################### 2578.85 -0.26%
#################### 2585.64 0.82%
#################### 2564.62 -0.55%
#################### 2578.87 -0.23%
#################### 2584.84 0.10%
#################### 2582.3 -0.09%
#################### 2584.62 -0.38%
#################### 2594.38 0.14%
#################### 2590.64 -0.02%
#################### 2591.13 0.13%
#################### 2587.84 0.31%
#################### 2579.85 0.02%
#################### 2579.36 0.16%
#################### 2575.26 0.09%
#################### 2572.83 -0.32%
#################### 2581.07 0.81%
#################### 2560.4 0.13%
#################### 2557.15 -0.47%
#################### 2569.13 0.16%
#################### 2564.98 -0.40%
#################### 2575.21 0.51%
#################### 2562.1 0.03%
#################### 2561.26 0.07%
#################### 2559.36 0.07%
#################### 2557.64 0.18%
#################### 2553.17 0.09%
#################### 2550.93 -0.17%
#################### 2555.24 0.18%
#################### 2550.64 0.23%
#################### 2544.73 -0.18%
Friday,	6	October	2017 2549.33 -0.11%
#################### 2552.07 0.56%
#################### 2537.74 0.12%
#################### 2534.58 0.22%
#################### 2529.12 0.39%
#################### 2519.36 0.37%
#################### 2510.06 0.12%
#################### 2507.04 0.41%
#################### 2496.84 0.01%
#################### 2496.66 -0.22%
#################### 2502.22 0.06%
#################### 2500.6 -0.30%
#################### 2508.24 0.06%
#################### 2506.65 0.11%
#################### 2503.87 0.15%
#################### 2500.23 0.18%
#################### 2495.62 -0.11%
#################### 2498.37 0.08%
#################### 2496.48 0.34%
#################### 2488.11 1.08% 1.08%
#################### 2461.43 -0.15%
#################### 2465.1 -0.02%
#################### 2465.54 0.31%
#################### 2457.85 -0.76%
#################### 2476.55 0.20%
#################### 2471.65 0.57%
#################### 2457.59 0.46%
#################### 2446.3 0.08%
#################### 2444.24 0.05%
Friday,	25	August	2017 2443.05 0.17%
#################### 2438.97 -0.21%
#################### 2444.04 -0.35%
#################### 2452.51 0.99%
#################### 2428.37 0.12%
Friday,	18	August	2017 2425.55 -0.18%
#################### 2430.01 -1.54% -1.54%
#################### 2468.11 0.14%
#################### 2464.61 -0.05%
#################### 2465.84 1.00% 1.00%
Friday,	11	August	2017 2441.32 0.13%
#################### 2438.21 -1.45% -1.45%
#################### 2474.02 -0.04%
#################### 2474.92 -0.24%
#################### 2480.91 0.16%
Friday,	4	August	2017 2476.83 0.19%

#################### 2472.16 -0.22%
#################### 2477.57 0.05%
#################### 2476.35 0.24%
Monday,	31	July	2017 2470.3 -0.07%
Friday,	28	July	2017 2472.1 -0.13%

Thursday,	27	July	2017 2475.42 -0.10%
#################### 2477.83 0.03%
Tuesday,	25	July	2017 2477.13 0.29%
Monday,	24	July	2017 2469.91 -0.11%
Friday,	21	July	2017 2472.54 -0.04%

Thursday,	20	July	2017 2473.45 -0.02%
#################### 2473.83 0.54%
Tuesday,	18	July	2017 2460.61 0.06%
Monday,	17	July	2017 2459.14 -0.01%
Friday,	14	July	2017 2459.27 0.47%

Thursday,	13	July	2017 2447.83 0.19%
#################### 2443.25 0.73%
Tuesday,	11	July	2017 2425.53 -0.08%
Monday,	10	July	2017 2427.43 0.09%

Friday,	7	July	2017 2425.18 0.64%
Thursday,	6	July	2017 2409.75 -0.94%

#################### 2432.54 0.15%
Monday,	3	July	2017 2429.01 0.23%
Friday,	30	June	2017 2423.41 0.15%

#################### 2419.7 -0.86%
#################### 2440.69 0.88%
Tuesday,	27	June	2017 2419.38 -0.81%
Monday,	26	June	2017 2439.07 0.03%
Friday,	23	June	2017 2438.3 0.16%

#################### 2434.5 -0.05%
#################### 2435.61 -0.06%
Tuesday,	20	June	2017 2437.03 -0.67%
Monday,	19	June	2017 2453.46 0.83%
Friday,	16	June	2017 2433.15 0.03%

#################### 2432.46 -0.22%
#################### 2437.92 -0.10%
Tuesday,	13	June	2017 2440.35 0.45%
Monday,	12	June	2017 2429.39 -0.10%

Friday,	9	June	2017 2431.77 -0.08%
Thursday,	8	June	2017 2433.79 0.03%

#################### 2433.14 0.16%
Tuesday,	6	June	2017 2429.33 -0.28%
Monday,	5	June	2017 2436.1 -0.12%
Friday,	2	June	2017 2439.07 0.37%

Thursday,	1	June	2017 2430.06 0.76%
#################### 2411.8 -0.05%
Tuesday,	30	May	2017 2412.91 -0.12%
Friday,	26	May	2017 2415.82 0.03%

#################### 2415.07 0.44%
#################### 2404.39 0.25%
Tuesday,	23	May	2017 2398.42 0.18%
Monday,	22	May	2017 2394.02 0.52%
Friday,	19	May	2017 2381.73 0.68%

#################### 2365.72 0.37%
#################### 2357.03 -1.82% -1.82%
Tuesday,	16	May	2017 2400.67 -0.07%
Monday,	15	May	2017 2402.32 0.48%
Friday,	12	May	2017 2390.9 -0.15%

#################### 2394.44 -0.22%
#################### 2399.63 0.11%

Tuesday,	9	May	2017 2396.92 -0.10%
Monday,	8	May	2017 2399.38 0.00%
Friday,	5	May	2017 2399.29 0.41%

Thursday,	4	May	2017 2389.52 0.06%
#################### 2388.13 -0.13%

Tuesday,	2	May	2017 2391.17 0.12%
Monday,	1	May	2017 2388.33 0.17%
Friday,	28	April	2017 2384.2 -0.19%

#################### 2388.77 0.06%
#################### 2387.45 -0.05%
Tuesday,	25	April	2017 2388.61 0.61%
Monday,	24	April	2017 2374.15 1.08% 1.08%
Friday,	21	April	2017 2348.69 -0.30%

#################### 2355.84 0.76%
#################### 2338.17 -0.17%
Tuesday,	18	April	2017 2342.19 -0.29%
Monday,	17	April	2017 2349.01 0.86%
#################### 2328.95 -0.68%
#################### 2344.93 -0.38%
Tuesday,	11	April	2017 2353.78 -0.14%
Monday,	10	April	2017 2357.16 0.07%

Friday,	7	April	2017 2355.54 -0.08%
Thursday,	6	April	2017 2357.49 0.19%

#################### 2352.95 -0.31%
Tuesday,	4	April	2017 2360.16 0.06%
Monday,	3	April	2017 2358.84 -0.16%
Friday,	31	March	2017 2362.72 -0.23%

#################### 2368.06 0.29%
#################### 2361.13 0.11%
#################### 2358.57 0.73%
#################### 2341.59 -0.10%
Friday,	24	March	2017 2343.98 -0.08%

#################### 2345.96 -0.11%
#################### 2348.45 0.19%
#################### 2344.02 -1.24% -1.24%
#################### 2373.47 -0.20%
Friday,	17	March	2017 2378.25 -0.13%

#################### 2381.38 -0.16%
#################### 2385.26 0.84%
#################### 2365.45 -0.34%
#################### 2373.47 0.04%
Friday,	10	March	2017 2372.6 0.33%

#################### 2364.87 0.08%
#################### 2362.98 -0.23%
Tuesday,	7	March	2017 2368.39 -0.29%
#################### 2375.31 -0.33%

Friday,	3	March	2017 2383.12 0.05%
#################### 2381.92 -0.59%
#################### 2395.96 1.37% 1.37%
#################### 2363.64 -0.26%
#################### 2369.75 0.10%
#################### 2367.34 0.15%
#################### 2363.81 0.04%
#################### 2362.82 -0.11%
#################### 2365.38 0.60%
#################### 2351.16 0.17%
#################### 2347.22 -0.09%
#################### 2349.25 0.50%
#################### 2337.58 0.40%
#################### 2328.25 0.52%
#################### 2316.1 0.36%
#################### 2307.87 0.58%
#################### 2294.67 0.07%
#################### 2293.08 0.02%
#################### 2292.56 -0.21%
#################### 2297.42 0.73%
#################### 2280.85 0.06%
#################### 2279.55 0.03%
#################### 2278.87 -0.09%
#################### 2280.9 -0.60%
#################### 2294.69 -0.09%
#################### 2296.68 -0.07%
#################### 2298.37 0.80%
#################### 2280.07 0.66%
#################### 2265.2 -0.27%
#################### 2271.31 0.34%
#################### 2263.69 -0.36%
#################### 2271.89 0.18%
#################### 2267.89 -0.30%
#################### 2274.64 0.18%
#################### 2270.44 -0.21%
#################### 2275.32 0.28%
#################### 2268.9 0.00%
#################### 2268.9 -0.35%
Friday,	6	January	2017 2276.98 0.35%

#################### 2269 -0.08%
#################### 2270.75 0.57%
#################### 2257.83 0.85%
#################### 2238.83
#################### 2249.26
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by the monetary tightening of the US Federal 
Reserve, which have now raised the US base rate – 
known as the Federal Funds rate – a further 5 times 
since their first such move in December 2015. 

Growing expectations that the Bank of England will 
raise interest rates sooner than many had expected 
has been supportive of sterling, with the Pound 
strengthening 3.8% and 1.2% against the US Dollar 
and the Euro respectively over the period. Having 
sold off through the first half of the quarter based 
largely on this expectation of tighter monetary policy 
– the 10 year Gilt yield increased from 1.19% at the 
start of the year to a peak of 1.69% in mid-February – 
Gilts actually rallied to end the period and the same 
Gilt ended the period with a yield of only 1.35%. The 
weakening of risk sentiment globally led to corporate 
bond spreads (the difference in yields between 
corporate and government bonds) widening, which 
resulted in the iBoxx Sterling Corporate Bond index 
ending the period down 2.35% in capital terms. The 
broad barometer for the UK stock market, MSCI UK 
All-Cap, lost 7.8% over the quarter. 

US
The US economy grew at an annualised pace of 
2.9% over the fourth quarter according to revised 
data released in March, above market expectations 
and indicative of a buoyant economy. The labour 
market continued to show impressive strength 
through the quarter, with the non-farm payrolls 
figure for February showing 313,000 jobs added 
over that month, well above market expectations of 
only 200,000, although, having surged to 2.9% in the 
figures for January, average hourly earnings fell back 
to 2.6% in the February reading. 

Reflective of this positive outlook, having already 
raised the Federal Funds rate by 25 basis points 
to 1.5%-1.75% in March, the US Federal Reserve 
are expected to proceed with at least two further 
rate rises this year. The impact of the tax cuts 
approved by Congress in December, which are 
expected to add c.0.5% to US GDP this year, and 
growing inflationary pressures are seen as giving 

the Fed the confidence to proceed. In addition to 
a the aforementioned further rate rises this year, 
the Fed also plan on gradually reducing the size 
of their balance sheet each month. Despite this 
tightening of policy, the first quarter saw the US 
Dollar weaken against most major currencies. This 
somewhat counterintuitive move (countries with 
rising real-interest rates tend to see their currencies 
strengthen) was driven by dual concerns. Firstly, the 
growing US fiscal deficit, which will grow this year 
as a result of the aforementioned corporate and 
household tax cuts, has the potential to saturate the 
global financial system with US Dollars. Secondly, in 
large part due to the aggressive rhetoric towards 
China coming from the White House, it appears 
increasingly likely that the Chinese authorities 
will look to gradually reduce their holdings in US 
Treasuries at the expense of other currencies, 
particularly the Euro. 

Given his aggressive rhetoric in his election 
campaign, concerns over a potential trade war have 
not been far from investors’ mind since Donald 
Trump’s victory in the 2016 US election. Having lain 
dormant for over a year, these concerns started to 
crystallise in mid-March as President Trump’s order 
to place tariffs on $50 billion of Chinese imports, as 
recompense for alleged intellectual property abuses, 
was viewed by many as potentially the start of a 
much larger programme of tariffs on overseas goods 
which could damage global growth.

Having started the year particularly strongly with 
the S&P 500 gaining 5.6% in January, US equities fell 
back over February and March as market conditions 
turned extremely choppy. Notably, having led the 
market higher through 2017, the technology sector 
eventually came under pressure late in the period, 
as concerns regarding data misuse at social media 
giant Facebook caused weakness across much of the 
sector. The S&P 500 ended the period down 1.2% in 
US Dollar terms, with returns to UK investors even 
weaker – the index lost 4.8% in sterling terms - owing 
to the weakening of the Dollar against the Pound. 
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Eurozone
There are some indications that the Eurozone’s 
economic growth for this cycle has now peaked, 
with survey data from both the manufacturing 
and services sectors indicating a moderate 
slowdown from the explosive growth the currency 
bloc experienced over 2017. The currency bloc’s 
economy grew 2.7 % over 2017, its strongest rate 
for over 10 years, and it was always unlikely that this 
pace of growth could be sustained given the weak 
population growth in the region and productivity 
levels which are already very high. 

Despite what would appear to be an economy which 
is starting to encounter some capacity constraints, 
particularly within its most buoyant economies 
such as Germany, there remains little inflationary 
pressure, with the CPI index for the Eurozone 
showing prices were only 1.1% higher in February 
than they were a year earlier. At this stage, the 
European Central Bank (ECB) are set to end their 
bond-buying (Quantitative Easing) programme by 
the end of the year, with markets expecting a first 
rate rise by the ECB in 2019. The MSCI Europe ex-UK 
index ended the period down 3.6% in local currency 
terms. 

Asia
February saw the announcement that the Chinese 
President, Xi Jinping, will seek to extend his term and 
become “President for Life”, a move that, although 
having little in the way of short-term implications 
for markets, could well become cause for concern 
for investors over time. Chinese stocks endured a 
very turbulent quarter, as strong gains in January – 
driven largely by the technology sector – gave way 
to some profit taking as the global market outlook 
deteriorated. MSCI China H, which represents the 
performance of Chinese stocks traded on the Hong 
Kong stock exchange, ended the period with a gain 
of 2.4% in US Dollar terms. 

The technology 
sector finally 
succumbed 
to market 
weakness late in 
the quarter

  A - S&P 500 Information Technology (Sector) in US (3.20%)
  B - S&P 500 in US (-1.22%)

29/12/2017 - 29/03/2018 Data from FE 2018
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Despite Prime Minister Shinzo Abe’s push to 
encourage large Japanese corporates to raise wages 
and the country’s unemployment rate below 3%, 
core inflationary pressures within the economy 
remain weak with annual core inflation (which 
excludes food and energy) standing at only 0.3% 
in its February reading. Despite this fact, growing 
expectations that the country’s Central Bank will 
eventually reduce their purchases of Japanese 
Government Bonds (JGBs) caused a significant 
strengthening of the currency through the quarter 
and the Yen gained 5.6% against the US Dollar over 
the period. MSCI Japan lost 6.0% in Yen terms. 

Indian equities endured a more challenging quarter 
as the imposition of a capital gains tax on equity 
market transactions and corruption concerns 
at a state-owned bank caused a pullback in the 
market. Despite these factors, the Indian economy 
is expected to grow 6.5% over the next 12 months 
and the economy remains one of the fastest 
growing of the Emerging Markets, whilst the recent 
recapitalisation of state-owned banks by the Indian 
Central Bank should also help foster growth over 
coming years. MSCI India lost 10.6% in sterling terms, 
as a combination of the pullback in the equity market 
and weakness of the Rupee contributed to a weak 
return for sterling-based investors. 

Commodities
Whilst the gold price has been buffeted by rising 
US interest rates, continuing geopolitical concerns 
– most recently emanating from the escalating 
economic tensions between the US and China – and 
fears over the growing American fiscal deficit have 
kept investors interested in the precious metal. 
The gold price gained 1.7% over the period in US 
Dollar terms. The oil market remains finely balanced, 
with OPEC supply cuts being offset to a significant 
extent by shale oil supply from the US, the latter of 
which is expected to stop the oil price moving up 
significantly from its current level in the short-term. 
The oil price, as measured by Brent Crude, gained 
5.1% over the quarter and ended the period at $70 
per barrel. Despite the moderate move up in the oil 
price, energy stocks lagged the wider market with 
MSCI World Energy ending the quarter down 9.5% in 
sterling terms. 

Chinese stocks 
enjoyed a 
turbulent start 
to the year

  A - MSCI China H in US (2.36%)
  B - MSCI Emerging Markets in US (1.07%)

29/12/2017 - 29/03/2018 Data from FE 2018
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Fund Spotlight
Matthews Asia 
Pacific Tiger

Asia currently accounts 
for over a third of global 
GDP and this proportion 
will continue to grow as 
average growth rates 
remain well above those 
of developed markets. 
We have recently altered 
our exposure to the 
Asian equity asset class 
through the addition 
of the Matthews Asia 

Pacific Tiger fund to Risk Strategies 2 and above. In 
this fund spotlight we highlight why we believe the 
Matthews fund is well positioned to benefit from the 
structural growth opportunities within the region. 

Before delving deeper into the top down 
macroeconomic investment case for the region as a 
whole, let’s start with an overview of the Matthews 
Asia investment philosophy. Matthews Asia, as 
suggested by their name, are an Asian investment 
specialist based in San Francisco with a significant 
investment team who are almost entirely Asian 
nationals that each travel to the region twice a 
year on four week research trips. The investment 
team are split into separate clusters with one 
lead manager, one co-manager and a number of 
generalist analysts. The Pacific Tiger fund is managed 

by Sharat Shroff who joined Matthews Asia in 2005 
and took over lead manager responsibilities in 2008. 
The team follow a three stage process when they 
are assessing potential investments as well as re-
evaluating current positions within the portfolio, the 
process is as follows:

1.  Business Assessment – the team look for high 
quality companies that are able to consistently 
generate a return on capital in excess of their 
cost of capital. Given that such companies tend to 
be rare in nature, the team undertake a detailed 
assessment of the sustainability of a company’s 
competitive advantage. This often means meeting 
with suppliers and customers to fully grasp the 
competitive landscape and understand the value 
chain.

2.  Management assessment – The team place 
the importance of management just behind 
the assessment of the quality of the underlying 
business. Whilst the combination of a strong 
management team and a high quality business 
is a very attractive marriage for investors, the 
team are aware that a fundamentally challenged 
company is unlikely to experience a drastic 
change of fortune even with brilliant leadership, 
explaining why the team asses management 
quality after the underlying business assessment. 
The team assess the management’s track 
record with regards to treatment of minority 
shareholders and allocation of capital. The 
team will additionally analyse the management 
incentives in place and the impact they could 
potentially have on decisions made in the 
everyday running of the company.

3.  Valuation assessment – the team assess valuation 
later in the process as they believe that a detailed 
understanding of the business and management 
team is of greater importance and feeds into 
any valuation models through their forecasts 
and assumptions. The team utilise a variety 
of valuation techniques to estimate potential 
upside based on the current price as well as 
the valuation cushion. Sharat will then build a 
portfolio of stocks that meet the team’s quality 
criteria and provide an attractive degree of 
potential upside. 

Sharat Shroff

Launch Date: 26/08/2010

Fund Size: £567 Million 

Asset Class: Asia Pacific Equity

Manager: Sharat Shroff
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China is currently growing its GDP at over 6.5%, India’s economy is growing at over 7% and the most recent 
print of Vietnamese GDP growth was only slightly under 7.5%. These GDP growth figures are all in real terms 
– or after adjustments for inflation – and there can be no doubting the vast opportunities for corporates in 
the region who are able to harness this economic expansion. Importantly, the nature of this growth is evolving 
with China in particular moving to a consumption driven economy as GDP per capita continues its steady 
rise. India is further behind China in its growth cycle, with GDP per capita just below what many believe to be 
a significant inflection point of $2000 per head. As illustrated by the below chart, Indian GDP per capita has 
followed a similar path to the one experienced in China 10 years beforehand. 

More importantly, should these other developing Asian economies continue to follow a similar path to that 
trodden previously by China, they will likely experience a significant increase in corporate profitability. The next 
chart plots the total sales for the Chinese domestic equity market against the same Chinese GDP per capita 
data. As illustrated by the below chart, the growth in total sales for the Chinese equity market has been highly 
correlated with the advance in GDP per capita for the economy. 

GDP per capita 
comparison

GDP per capita 
correlation 
to total sales 
growth

  GDP per Capita (US$): China

  IBES Shanghai A Shares - 1 year moving average of Total Sales (LH Scale)

  GDP per Capita (US$): India - lagged 10 Years

  GDP per Capita (US$): China (RH Scale)

Source: Thomson Reuters Datastream

Source: Thomson Reuters Datastream
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It should also be noted that China’s journey is by 
no means over, with GDP per capita set to continue 
its growth trajectory as the economy moves up the 
value chain and the proportion of high skilled jobs 
increases. One just has to look at developed market 
economies to see how far China still has to go in 
terms of catching up with other global superpowers, 
as a comparison the GDP per capita in the US was 
over $57,000 in 2016.

We believe that the Matthews Asia Pacific Tiger fund 
is better positioned, than the previously held Stewart 
Investors Asia Pacific Leaders fund, to benefit from 
this Asian domestic demand growth. Although 
there are some similarities between the funds in 
terms of investment philosophy, the difference 
in the top 10 positions and sectoral allocations 
highlights the difference in underlying exposure to 
the asset class provided by the two funds. Whilst 
the Matthews Asia fund has a number of the well-
known technology names – such as Tencent and 
Baidu – which are benefitting from developing 
consumer trends, the Stewart Investors fund has 
positions in the internationally focused technology 
consultancy companies; Tata Consultancy Services 
and Tech Mahindra Limited. The make up of the 
respective technology weights is not the only notable 
difference, with the Matthews Asia fund having a 

greater weight to sectors that are directly benefitting 
from the growing Asian middle class. These sectors 
are the consumer discretionary and staples sector as 
well as the financials sector. Whilst the link between 
the growing Asian middle class and the consumer 
sectors is relatively obvious, the link to financials 
requires further explanation. The penetration rates 
for financial products, whether it be life insurance, 
bank accounts or investment management, remains 
very low in these Asian economies relative to 
their developed market peers. However, as Asian 
populations see their wealth increase, the demand 
for these financial products can be expected to grow 
accordingly. 

As highlighted at the start of this piece, Asia as a 
region is an increasingly important driver of global 
GDP growth. As further evidence of this changing 
dynamic, Asia is expected to contribute roughly 60% 
of global GDP growth over 2017 and 2018 according 
to projections from the Asian Development Bank. 
Despite these impressive economic statistics, the 
region remains under-represented in global equity 
benchmarks, making up less than 10% of the MSCI 
AC World index. We therefore view the recent 
increase in weight to the region, as well as the 
change in exposure to the asset class, as being a 
forward-looking tactical adjustment to your portfolio.

14
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A Guide to 
Gifting 

With growing concerns 
about potential 
inheritance tax liability 
on death, we are 
increasingly encouraging 
conversations with our 
clients regarding the 
importance of and the 
ability to gift assets in 
their lifetime.

Gifts permitted by HMRC 

It is first important to establish how and when gifts 
can be made, in particular the types of gifts which 
HMRC permit without risking an inheritance tax 
liability. The key allowances are outlined below: 

1. Annual Gift Allowance of £3,000

  This figure is the total amount, per person, which 
can be gifted to children, grandchildren or anyone 
else for that matter, without paying inheritance 
tax. 

  If the allowance for the previous tax year has 
not been utilised, this can be carried forward to 
the next year. Therefore, if no gifts were made 
in 2017/18, a total of £6,000 can be gifted in the 
2018/19 tax year by each person. If you are part 
of a couple, the combined gift in theory can be 
£12,000.

2. Small Gift Exemption of £250

  Small cash gifts of £250 can be paid to multiple 
people without incurring a tax liability on death. 
However, it must not be forgotten that you are 
unable to gift both £250 and the above £3,000 
allowance to the same person. 

3. Special Occasions of £various 

  Parents can give up to £5,000 to each of their 
children as a wedding or civil partnership gift, 
tax free. Similarly, £2,500 can be gifted to 
grandchildren on the same basis with a lesser 
£1,000 being permissible to anyone else.  

4. Regular Gifts from Income with no limit

  This final form of gifting is slightly more complex 
and ultimately relies on the individual’s financial 
arrangements. In brief, legislation allows for gifts 
of any size to be deemed exempt should they 
satisfy the following criteria: 

  • The gifts are made out of normal expenditure, 

  • Have been made out of income, 

  •  After allowing for such gifts, the individual is 
left with enough income to maintain his/her 
normal standard of living; and 

  •  The payments are deemed to be habitual or 
regular

  Whilst there is no limit on the amount which can 
be gifted, the key point here is that the gifts must 
come from income rather than being drawn from 
capital. This is to say that gifts cannot be drawn 
from ISAs or investment bonds for example; they 
must instead be met by employment income or 
pension income. 

  These gifts cannot affect your lifestyle or leave 
you resorting to capital to meet your normal 
living expenses. In addition, HMRC will look more 
favourably on such gifts should they be made 
on a regular basis such as monthly, annually or 
perhaps at regular term dates should the gifts 
relate to education costs. 

  It is important to note that such regular gift 
arrangements will not be confirmed as exempt 
from inheritance tax until HMRC have confirmed 
that they qualify – which will only be established 
when the estate is being reviewed post-death. 

  Such gifts are deemed outside of the estate for 
inheritance tax purposes immediately and do not 
fall in the seven year rule (potentially exempt gift) 
discussed later. 

Kirsty Stone
Senior Paraplanner
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Potentially Exempt Gifts

Many individuals will be aware that there remains 
the option to make a significant lump sum gift in the 
hope of surviving seven years, at which point the gift 
will no longer fall within your estate on death and 
would therefore not be subject to inheritance tax. 

If you do not survive the full seven years post-gifting, 
the money that had been gifted will use part of your 
nil-rate band (currently £325,000). This figure is 
available to offset against your total estate and the 
gifts may therefore result in the beneficiary being 
liable for an inheritance tax bill. 

Therefore, deathbed gifting rarely provides a true 
benefit to the recipient and Dart Capital takes the 
view that gifts should be made whilst you remain in 
good health and have a reasonable expectation that 
you will survive the seven years required. 

Trust Arrangements 

A trust can often provide a number of advantages 
when gifting funds to children or more often 
grandchildren. One key attraction of such an 
arrangement is the ability to retain an element of 
control as to how and when the funds are paid to 
the beneficiaries.  

A discretionary trust in particular offers a higher 
level of control being retained by the parent or 
grandparent as a trustee, however can often be 
more complex and less tax efficient than a simple 
bare trust arrangement; whereby the child is 
able to demand payment of the trust assets on 
their eighteenth birthday. Whilst in Dart Capital’s 
experience the children and grandchildren of our 
clients have historically had more sense than to 
waste away their gifted assets, we remain acutely 
aware that this is a key concern when gifts are made 
on an outright basis. 

If you are considering establishing a trust, it is 
important to take note of the increasing reporting 
requirements on such arrangements and may wish 
to discuss the suitability of the arrangement with 
your family solicitor. 

Keep a record

Where gifts are made in any given tax year,  it is 
important to keep a record evidencing the gift 
and the basis on which it has been made – this is 
especially significant if the hope is for these gifts to 

be deemed to be met from normal expenditure. A 
simple letter on an annual basis confirming a gift 
has been made as part of normal expenditure, has 
been made out of income and has not affected your 
standard of living would provide strong evidence 
to provide HMRC on your death as to why the gifts 
should be treated as exempt.   

The value of the gift

Whilst there are tax efficient ways to gift capital to 
children or grandchildren, the fundamental question 
to ask yourself is, how much can I afford to gift? 
Our priority will always remain ensuring that each 
of our clients are able to live long and comfortable 
lives, with as little compromise on their quality of 
life as possible. Therefore, whilst we appreciate and 
respect the aspiration to efficiently pass funds to the 
next generation; gifting should only be undertaken 
following a detailed exploration of all the options 
available. 

It is therefore important to forecast the likely estate 
on death and work back from here. Using financial 
planning software within Dart Capital, we are able to 
provide the best and worst case scenarios for the 
financial health of each client – ultimately agreeing 
that people are often likely to fall somewhere in 
between the two. Should there be an obvious 
possibility of excess capital being left on death, then 
gifting earlier rather than later can often prove the 
most efficient way to provide a legacy. 

In our experience, such gifts are often made to fund 
property purchases for children given the increasing 
challenge this generation face when trying to get 
onto the property ladder. The financial forecast 
overleaf demonstrates the impact gifts can have 
on the long term sustainability of a typical client 
who wishes to provide two lump sums to help their 
children purchase a property. We have illustrated a 
desired gift of £125,000 to each of their two children 
over the next 4 years. 

This software enables Dart Capital and the client to 
agree a realistic figure which can be gifted without 
jeopardising their own financial security. The plans 
themselves are cash flow forecasts which represent 
the income requirements for the clients throughout 
their lifetimes and the ability of their invested assets 
and guaranteed income, such as final salary pensions 
or state pensions, to meet their daily living costs. 
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Plan One: 

The below cash flow simulates the current financial security of the clients, without any gifts being made in 
their lifetime. As can be seen, these model clients are able to meet their income requirements throughout 
their lifetime, with no shortfall at the end of their lives that would be stipulated by red at the end of the plan. 
We are therefore able to agree that some level of gift can be made.

Cash Flow Details (Base Plan - No gift) 3

These results are based on a number of assumptions regarding the client and investment returns, and are, therefore, subject to a number of risks and uncertainties that could cause actual results to 
differ materially from the assumptions. This represents only one of many possible outcomes. Past performance of investments is no guarantee of future results. Nothing contained herein should be 

construed as an offer to sell or as an offer to buy securities. Copyright © 2007-2018 Voyant, Inc. 

Cash Flow Details

Plan Two: 

This next plan demonstrates the wishes of the clients gifting a total of £250,000 to their two children. These two 
gifts are highlighted below by the ‘spikes’ within the early years of the plan. As can be seen, it is projected that the 
clients will have a shortfall in their income over expenditure within the plan. Reviewing these figures, Dart Capital 
would not advise such significant gifts are made because of this shortfall and a compromise must instead be met. 

Cash Flow Details (Base Plan) 3

These results are based on a number of assumptions regarding the client and investment returns, and are, therefore, subject to a number of risks and uncertainties that could cause actual results to 
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Plan Three: 

Having agreed that the desired level of gift is not sustainable, a forecast presuming a smaller gift is made to 
each child is reviewed. The below forecast presumes gifts of £75,000 to each of the children are made, rather 
than the higher £125,000 demonstrated above. As can be seen from the below, there is no longer a shortfall 
within the plans therefore highlighting that these gifts are likely to be more sustainable. 

Presuming both of the clients survive seven years, 
the gifts would be exempt from inheritance tax and 
the objective of helping their children purchase 
properties have been achieved. If a discussion had 
not been had as to the level of gift, the individuals 
may have left themselves with a shortfall in their 
requirements at the end of their lifetimes. 

Gifting to children or grandchildren remains a very 
personal topic which is dependant not only on your 
financial ability to gift but also the family dynamics 
with regards to entrusting a younger generation with 
large sums of capital of which you may be unable 
to retain control. Your Investment Manager will be 
happy to discuss the suitability of gifts and help you 
to establish not only the most efficient way for gifts 
to be made but also the level at which they will not 
jeopardise your own financial security. 

Cash Flow Details (Base Plan - Smaller Gift) 3

These results are based on a number of assumptions regarding the client and investment returns, and are, therefore, subject to a number of risks and uncertainties that could cause actual results to 
differ materially from the assumptions. This represents only one of many possible outcomes. Past performance of investments is no guarantee of future results. Nothing contained herein should be 

construed as an offer to sell or as an offer to buy securities. Copyright © 2007-2018 Voyant, Inc. 
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Venture Capital 
Trusts (VCTs)

VCTs offer useful tax 
relief, but are they 
suitable for you….?

VCTs look set to have 
another bumper year 
of capital raising, 
with mainstream VCT 
providers Octopus 
and Downing, as an 
example, hitting both 
their capital raises and 
their extended allotment 

limits with ease. You may be thinking if this rapidly 
growing area of the market is being utilised, are you 
missing out and should you be investing? 

2017/18 looks set to test the fund raising record 
for VCTs, with the record of £779m currently 
held by the 2005/06 tax year. Admittedly, due to 
threatened legislative changes many VCT providers 
brought forward their capital raising dates so that 
capital would be secured on the old terms before 
the Chancellor stood up at the Autumn Budget 
and announced changes. As it turned out, the 
changes made were mild in comparison to those 
on the rumour mill, more chicken tikka than chicken 
vindaloo!  

The attraction of VCTs is their tax advantages; 30% 
income tax relief (with qualifying earnings) on up 
to £200,000 a year, if held for the qualifying period, 
tax free dividends and no capital gains tax (CGT) 
payable on disposal. Yet what often gets overlooked 
is the area of the market you are moving into. The 
AIM market, where start-up businesses go to raise 
capital for their ventures, is certainly high risk. We 
are currently on the back of an equity market bull 
rally, which has seen risk assets such as AIM stocks 
handsomely compensated, with liquidity risks often 
ignored.

However, as we continue to move through this cycle, 
which gets closer to the longest in history, one casts 
one’s mind back to the financial crisis when this area 
of the market was heavily impacted. Some VCTs 

posted a c50% drawdown between May 07 and 
December 08 and did not return to their 2007 levels 
until the start of last year! Whilst others didn’t fare 
as badly, the AIM market itself over the same period 
was down over 65% whereas the MSCI UK Large-
Cap was down 24% by comparison. Since the turn 
of 2008, the AIM market has posted a c. 9% return 
whereas the MSCI UK Large-Cap is up over 50%. 

Whilst the government recently reinforced its view 
that VCTs, along with EIS, continue to provide key 
financing that encourages start-up businesses in the 
UK, our concerns are that the tide could turn. With 
HMRC’s tax avoidance clampdown and the continued 
reduction in tax benefits for the wealthy being easy 
targets for governments, sentiment could easily 
turn on schemes such as VCTs. Indeed, as noted 
above, the Chancellor began to turn the screw on 
those fund houses looking to attract investments 
into this market, often with high initial fees (between 
c2 - 5% upfront), who seek mainly to protect capital. 
Steps were taken to ensure that these investments 
remain “high risk” to gain the reliefs. The guidelines 
published in the Autumn Budget were a long way off 
what many investment houses were expecting, which 
seems to suggest that things could be set to change 
further.

The rising popularity of VCTs has also been linked 
with the tapering (reduction) of the annual pension 
contribution allowance for high earners which 
restricts the amount of tax relief available. This gives 
rise to further concerns that a greater wall of cash 
seeks to find a home in a shrinking pool of qualifying 
companies. Conversely, should markets turn and 
investors start to experience sustained periods of 
volatility then liquidity could become an issue as VCT 
investments are harder to sell on the second hand 
market. 

We view VCTs as an area that is highly specialist 
and ultimately suitable for only a small proportion 
of clients when taking into account their overall 
wealth or investment experience. Unlike some of 
our peers, we do not actively include VCTs in our 
portfolios however, we consider each investment on 
its individual merit and suitability. 

Please feel free to speak with your Investment 
Manager if you would like any further information on 
this. 

Chris Bellchambers
Director
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This document does not constitute advice or a personal recommendation or take into account the particular investment objectives, financial 
situations or needs of individuals. This document is not intended for further distribution. This document has been prepared with all reasonable 
care and is not knowingly misleading in whole or in part. The information herein is obtained from sources which we consider to be reliable but 
its accuracy and completeness cannot be guaranteed. The opinions and conclusions given are those of Dart Capital Limited and are subject to 
change without notice. The value of securities and the income from them may fluctuate. No responsibility is taken for any losses, including, without 
limitation, any consequential loss, which may be incurred by anyone acting on information in this document. It should be remembered that past 
performance is not necessarily a guide to future performance.


