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WELCOME

As you can see from this quarter’s newsletter, we 

have adopted Cazenove Capital Management 

as our trading name. This reflects the open 

architecture we adopt for many of our multi-asset 

mandates. We very much remain part of the 

Schroder Group, with all of the advantages that 

come with access to such a strong and broad 

range of capabilities. However, where sensible or 

necessary we are more than happy and indeed 

encourage the use of other managers. 

Our updated website has already adopted the 

new livery which will shortly be introduced across 

all of our reports and communications. Look 

and feel apart, you should expect more of the 

same – more in terms of the capabilities that have 

come with the integration of Cazenove Capital 

Management; the same in terms of the team, 

approach and service that you should expect from 

us.

On the theme of ‘new’, we are delighted to be 

launching an Annual Charity Lecture on the 

evening of 5th June at Tate Modern. Danny Truell, 

CIO of The Wellcome Trust and a Trustee of other 

charities, will share his views and experience on 

how he approaches the challenges of meeting 

spending requirements. This should provide a 

useful and informed counterpoint to ‘For Good 

and Not For Keeps’, the research on charitable 

expenditure co-written by my colleague, Kate 

Rogers, and published by ACF in 2013.

Giles Neville, Head of Charities

April 2014
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current economic and market 
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workshop sessions we ran in 
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return for endowed charities

We celebrate an award win, 
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passing exams and promote the 

newly launched website
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SINCE LAST QUARTER

 –  In January, the US Federal Reserve began the process 

of “tapering” its quantitative easing programme. Q4 

GDP data in the US showed broad-based positive 

contributions to growth - appearing to validate the 

Fed’s decision. 

 –  Q4 GDP growth for the UK was +0.7% quarter on 

quarter. Output increased across agriculture, financial 

services and production, offsetting a small negative  

in construction. 

 –  In February, the Bank of England decided to end its 

forward guidance policy in favour of focussing its 

interest rate decisions on the economy’s ability to 

deploy spare capacity (the output gap) within the 

labour market.

 –  Eurozone Q4 GDP accelerated more than expected 

to +0.2% quarter-on-quarter after +0.3% in Q3 upon 

improvement of its biggest economies. This is offset 

by concerns of a slowdown in inflation, which would 

cause many of the EU members’ balance sheets to 

become unsustainable. 

 –  In March, Russian troops were deployed by President 

Putin to the Crimea region of Ukraine in an attempt 

to annex the region from the country. Equity markets 

responded negatively to the situation and volatility, a 

feature of the quarter, spiked.

Growth on track, but downside risks have increased

Growth indicators remain positive for the developed 

world, but there are a number of downside risks that 

could hinder growth. One of these is a concern about 

less supportive monetary policy. This is particularly the 

case in the US, with new Federal Reserve Bank Chair, 

Janet Yellen, implying that rates could be raised as early 

as the second quarter of 2015. Elsewhere, there are 

increasing concerns that the ECB is heading for a major 

policy error and is ignoring lessons learned from Japan’s 

deflationary experience in the 1990s by not easing 

monetary policy enough. 

Rising risk of European deflation

Low inflation in the Eurozone is becoming a serious risk 

that could lead to outright deflation. While our central 

view is that Europe will not experience a Japanese-style 

episode as recovery continues, we cannot ignore the 

warning signs that the risk of deflation is escalating. 

Fiscal headwinds to fade with inflation to remain  

well contained

The UK recovery risks are skewed to the upside as the 

government stimulates housing demand, but significant 

economic slack should limit any tightening of monetary 

policy. We do not anticipate any interest rate rises in 

2014 or 2015. 

Asset allocation policy

We continue to favour equities due to their attractive 

earnings and dividend growth pr ospects.  However, 

valuations are less compelling than they were in 2013, 

so any market strength may provide an opportunity 

to trim back positions.  Although bonds benefit from 

uncertainty, due to their ‘safe haven’ status, we still think 

yields are on an upward trend and we therefore retain 

an underweight position, particularly to government 

bonds.   Conversely, we are able to achieve attractive 

income, as well as the potential for capital growth from 

the UK commercial property market, where we favour 

an allocation.  In this low interest rate environment, and 

with the outlook for bonds poor and for equities less 

certain, we are comfortable with a reasonable allocation 

to absolute return funds.  

Kate Rogers, Portfolio Director shares the team’s economic and market outlook

Note: 
These diagrams are indicative 
of our asset allocation 
preferences

Sources: Cazenove Capital Management, data as at December 2013. NCVO Almanac 2013
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From the beginning of this year permanently endowed charities 

have been able to adopt a total return approach without 

needing to seek approval from the charity commission.  We ran 

a series of workshops on the change, aimed at giving trustees 

a clearer picture of the principles and practicalities of a total 

return approach for permanent endowments . The sessions 

were led by Kate Rogers, Head of Policy, Cazenove Charities 

and Ann Phillips, partner at Stone King. 

Total return is  the ability to use capital, as well as income, to 

meet expenditure requirements and fulfil charitable aims. 

Traditionally, a permanent endowment is a gift to a charity that 

cannot be spent, but must be held to produce an income for the 

charity into perpetuity. Permanent endowments aim to balance 

the needs of the current and future beneficiaries, which is often 

expressed as maintaining the real value of the endowment whilst 

generating sustainable income to fund current spending. 

The change in the law now affords permanently endowed charities 

greater flexibility in achieving this balance. Under a total return 

approach, the form in which investment return is received (for 

example, income, dividend or capital growth) does not matter. 

Instead, investments are managed to make the most of the total 

investment return that they generate. This enables charities to focus 

on investments that are expected to give the best performance in 

terms of their overall return, rather than on investments which will 

give the ‘right’ balance between capital growth and income.  The 

trustees can allocate whatever portion of the total return they 

consider appropriate as income, which is then spent furthering the 

aims of the charity. The balance remaining is carried forward as 

‘unapplied total return’.

The importance of maintaining the original value of the endowment 

is still paramount, although interestingly, on a nominal basis rather 

than adjusted for inflation.  A key challenge to any charities  that 

wish to adopt this approach is the identification of this original 

value.  This ‘core capital’ is untouchable, and everything in 

excess of this value considered as ‘unapplied total return’ and 

theoretically available for expenditure.  Thankfully the charity does 

not necessarily need to go back to the original gift value, but can 

base their ‘core capital’ on a valuation at a reasonable point in the 

history of the endowment. Crucially, when choosing this value, the 

charity must ensure that there is an adequate safety buffer to ensure 

that spending can continue in times of market stress, when the 

value of the endowment may fall.  If this value falls below the core 

capital there can be no spending at all, not even income.  That is 

a pretty big risk for permanent endowments, and one that needs 

to be appraised carefully.  The ‘right’ level of the buffer might take 

into account your asset allocation and the projected volatility of 

your investments and might look back in history to see ‘worst case’ 

market falls.  For the average charity portfolio, this might mean that 

roughly half of the permanent endowment should be made up of 

unapplied total return at the outset. 

Whilst the changes do allow more freedom, it places further 

burden on the trustees who must decide the proportion of capital 

to be drawn down to complement income for spending when 

balancing the needs of the current and future beneficiaries.  It is 

also a requirement for trustees to identify the original value of the 

endowment, or indeed choose a historical level at which they feel 

most comfortable, which may be difficult to evaluate.  While the 

total return approach allows a broader asset mix, as you no longer 

have to choose assets with a bias towards higher income yield, the 

charity must be able to fund commitments without needing to sell 

volatile or illiquid assets. In this respect cash flow is still an important 

consideration when contemplating moving to total return. In addition 

the total return approach may not be appropriate for all of the 

permanent endowment, as investment in direct property does not 

provide the opportunity from which to spend capital.

Whilst the change in law is welcomed for the flexibility and new 

power in decision making it allows permanently endowed charities, it 

should be carefully weighed against the risks and considerations for 

the individual charity when judging if appropriate.

Please contact us for a copy of the presentation or if you would 

be interested in attending a further session on this subject

Sarah Cotton, Assistant Portfolio Manager

For these and other topical insights, please visit: www.cazenovecapital.com/charities/news*

Facts&Figures ADOPTING A TOTAL RETURN APPROACH FOR PERMANENT ENDOWMENTS

Total return is the ability to use 
capital, as well as income, to 
meet expenditure requirements 
and fulfil charitable aims. 
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We were awarded Best Wealth Manager - Charities by readers 

of www.wealthadviser.co in April. Uniquely, these Awards are 

based on a ‘peer review system’, whereby readers are invited to 

elect a ‘best in class’ in a series of categories via an online survey.

In March the team spent some time volunteering at Providence 

Row, a charity that tackles the root causes of homelessness to help 

people get off, and stay off, the streets. Split into four groups, we 

maintained the recently developed garden area, taught English to 

small groups, did some general upkeep of the outdoor spaces and 

prepared lunch for all visitors to the centre that day.

For more information on the work they do in London,  

visit their website: www.providencerow.org.uk

Nathalie Krekis won the award for overall highest mark in the CISI 

Diploma.

Emilie Coxwell-Matthewman gained the IAD Securities Certificate 

from the Chartered Institute of Securities and Investment.

MAY

14TH - CHARITY MULTI-ASSET FUND LUNCH 

We host a bi-annual lunch for those interested or invested inThe 

Charity Multi-Asset Fund. Kate Rogers and Tom Montagu-Pollock will 

review the fund and share their thoughts for the coming year

21ST - INTRODUCTORY TRUSTEE TRAINING, LONDON 

Our annual trustee training calendar commences with an introductory 

session including presentations on asset classes and legal regulations

JUNE

5TH - CHARITY LECTURE AND RECEPTION, TATE MODERN 

Danny Truell, Chief Investment Officer of the Wellcome Trust will share 

his thoughts on charity investments, followed by a drinks reception in 

the Tate Modern restaurant, overlooking the Thames

11TH - INTRODUCTORY TRUSTEE TRAINING, MANCHESTER 

We are hosting the CFG Trustee Training at the Manchester Art Gallery. 

Non-CFG members can register by contacting us directly

www.cazenovecapital.com/charities/training-and-events-calendar

We have recently launched our new website, designed so that the 

most popular content is easy to find and important information is clear. 

www.cazenovecapital.com/charities

Look out for the live fund prices, an updated events calendar and 

sign up for eservices, our online valuations tool.   

IMPORTANT INFORMATION

The opinions contained herein are those of the Charity team at Cazenove Capital Management and do not necessarily represent the House 

View. This document is intended to be for information purposes only and it is not intended as promotional material in any respect. The 

material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. The material is not intended to provide, 

and should not be relied on for, accounting, legal or tax advice, or investment recommendations. Information herein is believed to be reliable 

but Cazenove Capital Management does not warrant its completeness or accuracy. No responsibility can be accepted for errors of fact or 

opinion. This does not exclude or restrict any duty or liability that Cazenove Capital Management has to its customers under the Financial 

Services and Markets Act 2000 (as amended from time to time) or any other regulatory system. 

Cazenove Capital Management is a trading name of Schroder & Co. Limited. Registered Office at 31 Gresham Street, London EC2V 7QA. 

Registered number 2280926 England. Authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and 

the Prudential Regulation Authority. For your security, communications may be taped and monitored.
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For more information on any of the content you have read or to sign 

up to receive this newsletter regularly, contact: 

Joanna Barton  |  020 7658 3104  | joanna.barton@schroders.com

Charity Times Awards Winner - Investment Manager 2013

Contact details for the entire team are available on our website: www.cazenovecapital.com/charities/meet-the-team

“The longevity in providing services 

to charities, the rigour of their 

process and excellent performance 

in the last year is highly evident.”


