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I am writing on the day that we  
have announced an exciting 
corporate development for  
Cazenove Capital. We have reached 
an agreement to acquire the  
wealth management business of 
C. Hoare & Co., a London-based 
private bank with a 300-year history 

of providing banking services to private clients. During our 
discussions with C. Hoare & Co. we have confirmed the strong 
cultural fit between our two firms with a shared commitment 
to client focus, investment excellence and personal service.  
We expect to complete the transfer in the first quarter of 
next year and very much look forward to welcoming our new 
clients and colleagues.   

Turning to the wider world, the aftermath of the Brexit 
vote in the UK continues to dominate investment thinking; 
we have now seen the FTSE 100 Index close to a five-year 
high while sterling is at its lowest level against the US 
dollar since 1985. The new Prime Minister Theresa May has 
declared that she will trigger Article 50 – the formal process 
to exit the Union – by the end of March next year which 
suggests that Britain will leave the EU by 2019. Meanwhile, 
the previous Prime Minister David Cameron is left to 
contemplate the adage that “people shouldn’t be afraid of their 
government. Governments should be afraid of their people”. 
Political attention now turns to the United States where 
disillusionment with mainstream politics has again thrown  
up an interesting choice for the electorate.

In this issue of dialogue, we discuss the ongoing market 
implications of Brexit and, in a special feature, we have  
asked experts across Cazenove Capital and Schroders to  
share their views.

Martyn Thornhill, Wealth Planning Director, reviews the 
changing pension environment and also outlines the proposed 
changes to the taxation of non-domiciled UK residents.
Other features include Patricia Milner from Withers LLP 
on estate planning and issues to consider when preparing a 
will, while Olympian Marcus Mepstead, British foil fencer, 
recounts his experience of competing at Rio 2016.  

The advent of autumn also coincides with the arrival of our 
new Chief Investment Officer, Caspar Rock. We are delighted 
to have attracted such an experienced investor with a 
demonstrable track record of success and there is an interview 
with him on the back cover.

I hope you enjoy reading this issue of dialogue.

ANDREW ROSS CHIEF EXECUTIVE
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By Richard Jeffrey, Chief Economist, and Kieron Launder, Head of Investment Strategy

The next horizon

B
usiness news headlines 
in the UK over the past 
three months have been 
dominated by the various 

conjured and actual implications 
of Brexit. And it is not only in the 
UK that the intensity of coverage 
has been in line with the degree of 
shock. Other EU countries have 
been trying to digest the news 
and determine the implications, 
and there has been media and 
political reaction in most countries 
around the world; that the whole 
of Europe is entering a period of 
uncertainty hardly needs stating. 
This is perceived to be greater 
for the UK than anyone else. 
However, the political and economic 
consequences of the UK’s decision 
are potentially equally profound 
for the EU as an institution and for 
individual countries within the union.

It is probably not an overstatement 
to suggest that the UK is facing 

the biggest challenge for 70 years. 
How cleverly our politicians and 
civil servants negotiate their way 
through the exit process and how 
successfully they establish new 
arrangements and agreements,  
both with the EU and other 
countries, will have a huge impact 
on how the economy performs in 
the longer term and on how other 
countries react to Brexit. However, 
there is an even more important 
response that will define whether, 
eventually, the UK’s exit from the 
EU will be regarded as essentially 
damaging or effectively beneficial:  
it is the response that we see from 
the UK’s businesses. 

The initial reaction of many 
commentators to the referendum 
result was that the UK was shutting 
the door on Europe. The more 
positive interpretation – and the one 
we expect to dominate strategic 
thinking in UK industry – is that we 

are opening the door to the rest of 
the world. In effect, membership 
of the EU and, more specifically, 
participation in the single market 
have focused attention on exploiting 
trading opportunities within Europe 
as the most effective way of 
increasing exports. While we may 
not have been shut off from the rest 
of the world, the single market has 
always been presented as providing 
the greater opportunity. 

Looking back, boosting growth 
through greater intra-European trade 
has always been one of the central 
doctrines of the EU. However, the 
more attractive opportunities now lie 
outside the EU. When the UK joined, 
back in the early-1970s, the EU 
accounted for about one-third of the 
world economy. Now, it constitutes 
around 15%. It is self-evident from 
these numbers that the greater 
trading opportunities lie with faster 
growing economies outside Europe.
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We believe that throughout the 
corporate sector, strategies will 
now be developed to identify global 
export opportunities. So, rather 
than having a stultifying impact, 
the Brexit decision could easily 
turn out to be invigorating. That is 
not to say it will be a smooth path 
towards exit. Undoubtedly, there will 
be some EU member countries that 
will want to use the UK’s exit to their 
economic or political advantage – 
or will want, simply, to punish the 
UK. However, we believe that the 
current imbalance in trade, which is 
massively in the EU’s favour, makes 
it less likely that punitive barriers will 
be raised against the UK.

There is also a risk that two-plus 
years of uncertainty will cause an 
economic and investment hiatus 
that will result in an extended period 
of lost growth for the UK economy. 
However, there is another way of 
regarding this period. Sure, it will 
take time before there is any clarity 
with regard to the exact trading 

and financial relationships that the 
UK will have with its former EU 
companions and other potential 
trading partners. However, the lack 
of a trade agreement with, say, 
the US or Australia will not prevent 
us marketing and selling to these 
countries. More to the point, the 
time up to the point at which we 
actually cut our formal EU ties will 
be a period in which companies can 
plan for the future.

While taking a positive longer-
term view, it is likely that the UK 
will see some economic disruption 
in the interim period. To date, the 
evidence of the immediate post-
referendum reaction is equivocal. 
Unsurprisingly, the immediate shock 
of the result was reflected in surveys 
that showed sharp reductions in 
consumer and industrial confidence. 
Since then, confidence indicators 
have either fully or substantially 
rebounded. Hard data is scant, but 
where available official numbers 
for indicators such as retail sales  
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and job vacancies have looked 
reassuring. Certainly, there is no 
evidence that the UK is sliding 
towards the feared recession. 
There will be much more to write 
on the subject of near-term growth 
prospects, but we remain of the 
view that, following their post-
referendum huddle, economists 
became too gloomy about growth 
prospects for the second-half of 
2016 and 2017. We are also of the 
view that the July easing in monetary 
policy announced by the Bank of 
England was at best unnecessary 
and at worst risked sending  
negative signals to both consumers 
and industry. 

Being slightly less solipsistic,  
there have been some subtle, or 
perhaps not so subtle, changes 
in growth prospects for countries 
and areas beyond the UK’s shores. 
Having been steadily gaining 
momentum in recent years, there 
is growing evidence that eurozone 
economies are now decelerating 
slightly, despite ongoing monetary 
support from the European Central 
Bank. On the other side of the 
Atlantic, the US has re-established 
a reasonable growth profile, but has 
failed to match some of the more 
optimistic growth projections made 
at the start of the year. While this 
may continue to provide an excuse 
to the Federal Reserve (the Fed) 

not to raise interest rates further, 
evidence that inflationary pressure 
is rising is beginning to back policy 
setters into a corner. What seems 
clear, however, is that the pace of 
any tightening will be slow. More to 
the point, we suspect that central 
banks generally will prove more 
inflation tolerant over the coming  
few years than they have been in  
the past.

While growth trends in the west 
have remained dull, emerging 
economies, both manufacturers and 
commodity producers, have begun 
to find life slightly easier. Higher 
commodity prices and a modestly 
weaker dollar have helped engender 
these improved conditions, although 
the risks have not completely 
disappeared. In particular, there 
remain concerns about the 
possibility of a credit crisis in China 
(and the potential for this to spread). 
Meanwhile, another Asian economy 
– Japan – continues resolutely to 
fail to respond to the massive and 
ongoing monetary easing that has 
been undertaken by its central bank. 

Despite these ongoing 
uncertainties, equity markets have 
been remarkably calm. Furthermore, 
after the immediate post-Brexit 
volatility, (moving steadfastly higher 
throughout the quarter); developed 
markets have made low single-digit 
returns with higher beta (volatility) 

markets such as the Nasdaq, 
emerging markets and Asia having 
made stronger gains. Yet, however 
calm equity and credit markets 
have been through the quarter, 
government bond markets have 
seen significant moves, up and 
down (in price terms), as the spectre 
of a change in monetary policy 
direction has started to loom, and 
not just in the US as the efficacy 
and limits of quantitative easing 
start to be increasingly questioned. 
The 10 year UK gilt yield went as 
low as 0.5% before rising closer to 
0.9%, which might ‘only’ be a 3% 
move in price terms, but worryingly 
it is a number of years of yield. It is 
likely we will continue to see higher 
volatility in bond markets as the path 
of monetary policy becomes clearer 
across the world.

Outside of core asset classes 
individual areas such as oil and 
gold have followed their more 
idiosyncratic paths. While oil prices 
have declined over the quarter due 
to worries over increasing supply 
from both the US and OPEC  
(and in particular Libya), the price is 
significantly off its lows of the year 
(currently US$ 45 versus low of 
US$ 26) albeit exhibiting continued 
significant volatility. Gold has 
remained steady this quarter after 
increasing 25% in the first-half of  
the year.

In the final quarter of 2016 
markets have a number of hurdles 
ahead including whether the Fed 
will finally raise rates for the second 
time since the great financial crisis, 
the US Presidential election and an 
Italian reform referendum. After a 
subdued summer, volatility may well 
increase across more asset classes 
as investors continue to interpret 
central bank activities, focus on 
the real economy and watch actual 
spending habits of consumers, 
companies and governments. 
As such, cautiousness may be 
warranted with bond markets key to 
broader market behaviour.  
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At a glance
OUR CURRENT VIEWS ON ASSET CLASSES 
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Alternatives

Absolute: equity   Increased volatility  
and dispersion should  
provide opportunities.

Absolute:  
fixed income

  Lower liquidity and  
flatter rate profiles reduces the 
attractiveness of many strategies.

Absolute: 
macro

  Increased volatility across many asset 
classes should counter flatter rate cycles.

Commercial 
property (UK)

  Post-Brexit concerns have resulted  
in the marking down of property but income 
characteristics are still attractive.

Uncorrelated 
infrastructure

  Uncorrelated income continues to be 
attractive and in demand.

Precious metals   Gold has continued to act as a diversifier 
and as portfolio insurance.

Industrial  
metals

  Ongoing excess supply is likely to weigh 
on prices for some time.

Energy   Oil continues to be volatile as politics and 
supply concerns dominate the market.

KEY

Positive

Positive/neutral

Neutral

Neutral/negative

Negative

Fixed income (bonds)

Government   Core inflation is rising in  
the UK and US, with continual 
volatility in bonds expected.

Investment 
grade

  Credit spreads provide  
some pick-up in yield but we prefer  
short-dated bonds.

High-yield   Spreads have tightened giving 
potential for setback, but yields are 
still attractive (on a relative basis).

Inflation-
linked

  Domestic inflationary pressures 
are rising (UK and US), while 
commodity inflationary impact is 
turning positive.

Currency vs. £

US$   We are neutral on the US dollar 
overall however there is potential for 
further weakness in sterling.

€   Post-Brexit concerns and the 
trade deficit weigh more on sterling 
than euro.

¥   Abenomics continues to 
struggle although in the short term the 
yen could benefit from US election 
uncertainties.

Asian 
currencies

  A dovish Fed tightening cycle 
may reduce pressure on Asian 
currencies.

Cash   Cash has defensive and 
opportunistic qualities in uncertain 
and volatile markets.

Equities

UK   Ongoing concern over  
Brexit suggests favouring  
large-cap equities as higher  
overseas earnings will benefit  
from weaker sterling.

European   Post-brexit challenges remain with a weak 
financial sector potentially constraining growth.

North America   Earnings expectations lowered, but the 
market is likely to be more resilient.

Japanese   Stronger yen will weigh on foreign 
earnings, while domestically Abenomics has  
not produced the growth or increase in inflation 
as desired.

Asia Pacific   Slower interest rate cycle in the US and 
better relative growth momentum will be more 
supportive to Asian equities.

Emerging 
markets

  Despite a boost from weaker currencies, 
domestically there are still many challenges,  
and externally a difficult outlook for commodity 
markets.

DEFINITION
Spread: the difference in yield 
between a non-government and 
government fixed income security.

Duration: the approximate 
percentage change in a price of  
a bond for a 1% change in yield.

  Up from last quarter

  No change 

 Down from last quarter
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Financial planning in the current landscape
Discussion point:

Martyn Thornhill, Wealth Planning Director, reviews the changing pension environment and 
outlines the proposed changes to the taxation of non-domiciled UK residents.  
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Most people would agree that 
the last few months have created 
deep feelings of uncertainty, and 
in politics and financial markets 
uncertainty does not make financial 
planning any easier. However, this 
should not negate the concept of 
following a sound financial plan. 
Although each person’s objectives 
will reflect their own personal 
situation, financial planning is 
intrinsically about dealing with 
those things that will occur: such 
as the need to cease work at some 
point, the need to protect against 
unforeseen events and, in the words 
of Benjamin Franklin, “the twin 
certainties of death and taxes”.
In this article, we will cover a wide 
range of issues which have been 
affected (to varying degrees) by 
recent events.

 “Around 80% of  
the UK’s final  
salary pension 
schemes are 
believed to  
have deficits  
and this situation 
has worsened  
since the EU 
referendum vote.”

▼
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Pensions
Probably the biggest impact of 
recent events has been felt in the 
area of pensions, namely pension 
deficits and significantly reduced 
annuity rates. Pension deficits  
on many final salary pension 
schemes have increased on 
account of the fact that falling gilt 
and AA rated corporate bond yields 
have increased pension scheme 
liabilities by more than the increase 
in asset values. Around 80% of the 
UK’s final salary pension schemes 
are believed to have deficits and this 
situation has worsened since the  
EU referendum vote.

For those interested in transferring 
out of a final salary scheme into a 
personal pension however, the latest 
sharp fall in gilt yields may be good 
news, as cash equivalent transfer 
values are likely to increase. 

Saving for a pension has  
not, as yet, been directly impacted 
by this summer’s uncertainties.  
It is not difficult to imagine higher 
rate tax relief again coming under 
threat, particularly if there is a risk 
of a downturn in the UK’s public 
finances. Indeed, for some higher 
earners, a reduction in pension tax 
relief has already occurred. This is 
because legislation was introduced 
this tax year to restrict the annual 
pension savings allowance for 
those people earning in excess of 
£150,000. In addition, the lifetime 
allowance also reduced to £1 million 
on 6th April 2016 and the net effect 
of these changes has resulted in a 
number of people deciding to cease 
saving into pensions altogether.

Despite this, we believe that 
pension saving up to the lifetime 
allowance should still form a central 
part of a financial plan. Should 
a higher rate tax relief become 
unavailable, this strategy will need 
to be revisited, but in the meantime, 
pension saving provides the most 
tax-efficient way of building up 
funds for retirement.

Investment planning
The complexity of the UK tax 
system has also increased the need 
to plan efficiently. One way to do 
this is to make sure that assets 
and investments are held in the 
most tax-efficient way. For example 
utilising the annual tax-free dividend 
allowance – which was also 
introduced on 6th April.

Most people are familiar with 
the tax advantages of protecting 
income from taxation via an 
Individual Savings Account (ISA). 
From this tax year, the change to 
dividend taxation means that it is 
also possible for each person to 
receive £5,000 of tax-free dividends. 
Assets may therefore need to 
be rearranged in order to take 
advantage of this allowance. 

Creating £5,000 of annual 
dividend income should be relatively 
simple for larger investors and 
indeed, the new basis of dividend 
taxation will cause many investors to 
pay more tax on their dividends so 
the incentive to use the allowance 
is therefore greater. On the other 
hand, there will be situations facing 
married couples where virtually all 
of the investments are held in the 
name of one spouse, typically the 
lower rate taxpayer, which has been 
a traditional strategy in previous 
years. If the £5,000 dividend 
allowance is not currently being 
used by both partners, assets will 
need to be transferred so that both 
have enough dividend income to 
utilise this allowance.

Using the dividend allowance 
need not increase overall equity 
exposure. If there are various 
structures to choose from,  
it should be possible to rebalance 
assets so that the overall asset 
allocation does not diverge from  
the agreed mandate.

Tax-reducing investments
We often write about tax 
advantaged investments, such 
as venture capital trusts (VCTs) 
and shares which qualify for relief 
under the enterprise investment 
scheme (EIS). The tax legislation 
backing these investments has not 
been affected as yet by market 
uncertainty and there remains strong 
demand for viable investments. 
Demand is also expected to be 
boosted by those who are no 
longer saving into pensions and are 
seeking an alternative tax-efficient 
savings arrangement.

An EIS offers a whole range of 
tax reliefs. There is income tax 
relief at 30%, inheritance tax (IHT) 
relief after two years and the ability 
to defer capital gains tax (CGT). 
Non-domiciliaries can also consider 
investing previously untaxed 
offshore funds into an EIS: this 
is because EIS tax reliefs can be 
combined with so-called business 
investment relief (see the later 
section on non-domiciliaries).

 “The lifetime 
allowance also 
reduced to  
£1 million on  
6th April 2016  
and the net effect 
of these changes 
has resulted 
in a number of 
people deciding 
to cease saving 
into pensions 
altogether.”

TAX-FREE
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Inheritance tax planning
There is a natural desire to 
leave valuable assets to future 
generations and IHT will reduce 
many inheritances unless efficient 
planning is carried out.

There are many potential 
strategies available for IHT planning 
such as gifting, using trusts and 
owning assets that qualify for IHT 
relief. Individuals should consider 
the value of their taxable estates 
and take a view on whether 
the potential IHT liability can be 
reduced. It may also be possible to 
add further tax efficiency through 
improved will planning. If planning 
is likely to prove difficult, protecting 
the estate via life cover can prove an 
effective strategy.

Pension assets are becoming 
more of a factor following the 
improvement to inheritability.  
At present, the value of a personal 
pension will not form part of an 
individual’s estate and will not 
incur IHT. The financial plan should 
therefore consider which assets 
should provide income after 
retirement, and which funds should 
be encouraged to build up outside 
of the estate. It currently looks 
entirely logical to leave the pension 
fund untouched while drawing down 
on the assets that are within the 
taxable estate.

Non-domiciliaries  
(non-doms)
The government has now confirmed 
that its proposed changes to the 
taxation of non-domiciled UK 
residents and offshore trusts will be 
introduced in April 2017. There had 
been mounting speculation that the 
extra work and uncertainties created 
by the EU referendum vote would 
lead to these reforms being delayed 
however this has not been the case. 

The last major reform of non-dom 
taxation occurred in 2008 and many 
of those changes were introduced 
very quickly with little time to react. 
This led to negative sentiment 
and it was hoped that this would 
not reoccur. Thankfully, the latest 
changes have been announced  
at an earlier stage and with  
greater consultation; however  
the proposed changes are radical 
and once again create the need for 
immediate planning. 

Although the announcement  
is still part of a consultation process 
(with responses allowed until  
20th October), it is prudent to 
assume that the changes, as 
outlined in the summary, will come 
into effect. Whilst there may be 
some revisions, a strategy to deal 
with the changes needs to be 
developed.

The changes will also affect 
people planning to move to the UK, 
particularly those who were born in 
the UK with a UK domicile of origin 
but who subsequently acquired a 
non-UK domicile status by living 
abroad for an extended period.

One area where the government 
is seeking to increase the use of 
a tax relief is business investment 
relief (BIR). Broadly speaking this 
relief enables UK resident non-doms 
to bring untaxed funds into the UK 
in order to make certain types of 
investment. The relief is targeted 
at increasing investments into 
unquoted UK trading companies.
Non-doms can use BIR to 
fund investments (such as EIS 

companies) which offer various tax 
reliefs in their own right. The effect 
is that valuable UK tax savings 
can be achieved by using offshore 
funds, some of which may have 
been regarded as ‘trapped offshore’ 
because of their tax history. As part 
of the consultation, the government 
is now looking for suggestions  
as to how BIR may be improved 
and it will be interesting to see how 
this develops.

Above all however, it is absolutely 
vital that non-domiciled individuals 
obtain professional advice on  
the proposed changes so that  
they avoid any pitfalls in the new  
regime, and do not miss out on 
potential opportunities. 

Summary of the main non-dom changes:

UK residential property held by non-doms  
via offshore structures, such as offshore 
companies, will be brought within the scope  
of UK IHT.

Non-doms who have been resident in  
the UK for 15 out of the last 20 tax years 
will be ‘deemed domiciled’ for general tax 
purposes with effect from 6th April 2017.

There will be CGT rebasing provisions 
to help transition non-doms into the new 
regime. Curiously this relief will only apply 
to those non-doms who become deemed 
domiciled in April 2017 and will not  
apply to those who be deemed domiciled  
in future years.

There will also be a one year window,  
starting next April, to enable non-doms to 
rearrange offshore portfolios and accounts in 
order to separate the original capital from any 
income or capital gains. These can therefore 
be reorganised into the most tax-efficient 
series of accounts. This will apply more 
widely not just to those who become deemed 
domiciled next April.

Non-doms who were born in the UK with 
a UK domicile of origin, who subsequently 
acquired an overseas domicile of choice,  
will not be able to maintain their non-UK 
domiciled status if they become a UK resident 
again, other than for a short period. 

The future tax treatment of benefits 
received from offshore trusts has been made 
clearer than it was when the proposed 
changes were announced last year.

£
This article is for information purpose  
only and based on tax laws at the time  
of publishing. The levels, bases and relief 
from taxation may change. Please note that 
investing into EIS qualifying companies is 
high risk and is not suitable for everyone. 
Professional advice should always be 
sought to ensure you understand all of 
the risks before you invest. EIS shares 
are investments in small companies that 
are generally not publicly traded or freely 
marketable and therefore may be less  
liquid (take longer to buy or sell). Readers 
should seek professional advice for their 
individual circumstances.
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THE 
AFTERMATH  
OF THE VOTE
The EU referendum result 
will be remembered as one 
of those defining moments 
in the history of the United 
Kingdom. In the immediate 
aftermath of the vote, the 
UK was beset by a feeling of 
uncertainty: over its future 
relationship with the EU, 
the economic consequences 
of withdrawal, the domestic 
political consequences, 
the implications for the 
EU itself, and, of course, 
the outlook for financial 
markets. 
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AN OVERVIEW

Janet Mui, Global Economist,  
Cazenove Capital
A vote for Brexit was, we were warned, akin to a vote for 
recession. However, this is not what the stock market 
indices are telling us: both the FTSE 100 and the FTSE 
250 are well above pre-Brexit levels at the time of 
writing. Meanwhile, activity on the high street did not 
collapse and remained resilient, seemingly discrediting 
the dire assessments of the implications of a post-
referendum slump in consumer confidence. Although 
the (early) post-Brexit signs are positive so far, we are 
cognisant that the impact will take time to show and 
we will closely monitor how hard data evolves over the 
remainder of year.

Despite the strong rebound in risk assets and resilient 
economic data so far, we should not be complacent as 
financial markets can quickly reverse. The only certainty 
is that there will remain a lot of uncertainty on the 
financial, economic and political fronts, until there is 
clarity on the UK’s eventual relationship with the EU. 
Financial markets dislike uncertainty and as such risk 
premias and volatility may persist. On the positive side, 
this may lead to opportunities for longer-term investors.

Looking ahead, we are pleased to have experienced 
experts across Cazenove Capital and Schroders to share 
their views on the market outlook.

EQUITIES AND PORTFOLIO STRATEGY

Kieron Launder,  
Head of Investment Strategy,  
Cazenove Capital
The ‘before, during and after’ periods of the Brexit 
vote reminded investors of some key investment tenets 
in terms of market behaviour. The ‘no’ vote had been 
forecasted by polls and resulted in currencies  
(sterling in particular), appreciating in the immediate 
run up to the referendum. Given the binomial outcome 
of the referendum, markets were always likely to 
see some post-result movement, however given the 
conviction, and more importantly positioning of  
the market towards a ‘no’ vote, the unexpected result  
led to some sizeable moves. This is a clear reminder  
that initial investor sentiment and positioning can  
have a significant bearing on the ultimate performance 
of investments. ▼ 

 “The only certainty  
is uncertainty”
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During the following days after the Brexit decision,  
we saw some considerable movement in sterling, 
equities and fixed income, some of which was logical 
and predictable, and others that did not appear to 
be at first. With the only short-term certainty being 
uncertainty it is not surprising that sterling depreciated, 
losing almost 12% in the first two days (after which it 
oscillated but stayed around the same level). 

This immediate correction was also exhibited in UK 
equities with the FTSE 100 falling almost 6% over the 
same two days, until more rational investors interpreted 
the double-digit fall in sterling as being very positive 
for companies’ overseas earnings, which account for 
about 70% of the total. As such the FTSE 100 rallied 
strongly, rising above the pre-Brexit level within the 
subsequent two days before rising further still. For 
investors, understanding the true return drivers of 
investments is critical, as is building more multi-
dimensional diversification into portfolios (for example 
not just the top-down allocation to fixed income, equity 
and alternatives). Many UK investors have been very 
pleasantly surprised by the benefit of having international 
exposure, (both direct and indirect) in their portfolios.

In the subsequent days after Brexit, there was a huge 
increase of volatility in equity markets, and significant 
dispersion of sectors and styles leading to potential 
opportunities that normally accompany volatility. 
However, due to the surprise outcome and existing 
investor positioning, the explosive reaction led not only 
to over-reaction, but also illogical sell-offs where broad 
indiscriminate selling punished companies that should 
have been less affected.

Defensive stock became even more expensive 
and cyclical stocks and financial companies were 
immediately punished, although most of this has 
subsequently unwound. The more domestically-
oriented medium and small company indices suffered 
significantly and whilst they have lagged compared 
to the large-cap companies, year-to-date they are still 
positive for the year and more recently have been 
catching up. We should remember that volatility, for 
longer-term investors, provides potential opportunity as 
not everything is treated equally or logically.

FIXED INCOME

Alex Smitten,  
Head of Fixed Income,  
Cazenove Capital
Large market movements occurred in the immediate 
aftermath of the vote. Firstly, as Kieron mentioned, 
sterling depreciated by around 12% against the US 
dollar, as investors discounted potential capital outflows 
and a likely easing in monetary policy to support an 
expected weaker growth outlook. Secondly, gilt yields 
fell sharply to reflect the likely lower path of interest 
rates. Finally, corporate bond risk premia rose as 
investors shied away from more risky assets. So far,  
so sensible.

The interesting thing about the corporate bond 
market (and other risk markets) was just how short 
lived the sell-off was. It essentially lasted a week, and 
within three weeks it was back to where it was. Not 
for the first time, markets were reacting to changing 
expectations of central bank policy. The European 
Central Bank (ECB) had just started buying euro 
denominated corporate bonds, and the Bank of England 
(BoE) had injected liquidity into the banking system 
and hinted strongly at easier monetary policy to come. 
It delivered in August with a cut in bank rate and 
another round of gilt and corporate bond purchases. 
Furthermore, the Federal Reserve (the Fed) had 
appeared to be shying away from tightening monetary 
policy and this prompted another wide scale hunt for 
yield. This has been a powerful driver of asset markets 
for the last few years as central banks have pushed 
official interest rates and government bond yields  
ever lower. 

We now find ourselves in a position where the 
absolute yields of most developed world bonds are 
exceptionally low and offer increasingly less buffer 
against rising yields or risk premia. Indeed 38% of 
developed world government bond markets yield below 
zero. Even companies have been able to issue bonds 
with a negative yield in some currencies. Legendary 
bond investor Bill Gross goes as far as saying that 
‘‘negative yielding bonds should be viewed as liabilities 
not assets’’!

To illustrate why this situation is potentially so 
dangerous for investors, consider that since starting to 
writing this article 24 hours ago, the yield on 50 year 
gilts has risen from 1.18% to 1.37%. If that does  ▼ 

 “Markets were always 
likely to see some  
post-result movement”

$/£
-12%
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not sound like much of a move, consider that the 
bond’s price fell nearly 6% or equivalent to five years of 
income! In other words, with such low levels of yield, 
the balance of risk and return has shifted dramatically 
against the buyer. As investors have tried to mitigate 
this they have been tempted into longer maturities and 
more risky bonds (for example, emerging markets) than 
perhaps they would normally consider appropriate. 
We should be prepared for some more volatile times 
ahead particularly if central banks signal that they have 
reached the end of the quantitative easing road.

Commercial property should be considered as a 
strategic investment whose returns are driven primarily 
by income and income growth. Institutions with a 
medium-to-long-term time horizon (a group that 
includes families), understand that the cost of buying 
and selling real estate is high and that the benefits of 
owning it are best obtained through buying and holding. 
While the outlook for the UK economy is uncertain, 
with gilt and cash yields at record low levels, the average 
rental yield of UK commercial real estate of 5% looks 
a compelling entry point, rather than a reason to exit. 
Anecdotally we have continued to see good interest  
from retail, office and industrial occupiers over the 
summer, including the giant office letting we completed 
on behalf of Schroder UK Real Estate Fund to  
HM Revenue & Customs in Croydon. Long-term 
investors know that sustainable rental income is the key 
to good long-term returns – and on the evidence to date 
it is business as usual.

So for real estate investors with a need for genuine 
liquidity, there are two main options. The first is listed 
property investment trusts. These are structured as 
companies that invest directly into UK or European 
real estate. Due to investment trusts being listed on the 
London Stock Exchange, their shares are tradable daily 
and are not subject to fund suspensions. The second 
is an extension of this: investment into a portfolio of 
listed real estate investment trusts and other real estate 
securities, typically globally. Mutual funds with this 
objective provide both diversification and liquidity.  REAL ESTATE

Tom Dorey, Head of Real Estate 
Product, UK, Schroders

The knee-jerk reaction of investors in daily dealing 
commercial property funds was to rush to the exit in the 
days following the referendum. The subsequent fund 
suspensions, coupled with sharp pricing changes have 
called into question the suitability of these vehicles for 
property investment. 

The actions of retail investors have contrasted 
sharply with institutional investors who have remained 
unmoved. Why is this and what are the options? ▼ 
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The yield on 50 year gilts has risen from 1.18% to 1.37%.

SOURCE: BLOOMBERG.

 “Long-term investors 
know that sustainable 
rental income is  
the key to good  
long-term returns — 
and on the evidence  
to date it is business 
as usual.”
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Why 
investors
should be  
caring about 
sharing...
The swift rise in prominence of companies such as Airbnb 
and Uber emphasises the importance of identifying sectors 
and companies potentially at risk of similar disruptions.

Solange Le Jeune, ESG Analyst at Schroders, investigates…

S
haring businesses have 
emerged as the hot topic 
in the current wave of 
technology excitement. 
Start-ups compete to 
be the “Airbnb” of every 

industry imaginable. The impacts are 
already clear in several sectors. Airbnb 
itself advertises three times more beds 
than the world’s largest hotel chain. 
Remarkably, despite the inroads they 
have made into established markets, 
those examples are still very young; 
Airbnb was founded just eight years 
ago, and Uber only launched in 2011. 
Identifying sectors vulnerable to 
similar disruptions and understanding 
incumbents’ exposures and strategic 
responses is increasingly vital given  
the scale and speed with which change 
can unfold.

THE DISRUPTIVE IMPACT OF SHARING 

BUSINESSES IS ALREADY CLEAR

Heavy investment has provided new 
entrants with war chests for assaults 

on established industries. Coupled 
with short lead times, the commercial 
impacts can be substantial.  ▼ 

US$23 billion 
SHARING BUSINESSES RECEIVE  

MORE VENTURE CAPITAL FUNDING 

THAN ANY OTHER CATEGORY, 

OVERTAKING SOCIAL MEDIA 

PLATFORMS IN RECENT YEARS. 

US$23 BILLION OF NEW CAPITAL 

HAS BEEN INVESTED IN THE SECTOR 

SINCE 2009 AND US$20 BILLION IN 

JUST THE LAST TWO YEARS. 

US$219 billion
THE TOTAL VALUE OF SHARING 

START-UP BUSINESSES HAD 

REACHED BY MID-2015 ACCORDING 

TO CREDIT SUISSE.

US$335 billion 
SHARING REVENUES ARE SET TO 

GROW AT 25% ANNUALLY OVER THE 

NEXT DECADE, TO REACH US$335 

BILLION BY 2025, PWC ESTIMATES.
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SHARING BUSINESSES POSE A THREAT TO 

LISTED COMPANIES IN EXPOSED SECTORS

In markets for which sharing businesses 
started earlier and have achieved 
greater scale, the impact on established 
incumbents is already becoming clear 
as it is set to redefine growth rates and 
profitability over the coming decade. 
For sectors such as hotels and transport, 
growth expectations used in valuations 
have already dropped.  ▼

THE DRIVERS OF THIS  

GROWTH ARE SWELLING

These include access to communication 
technologies, increased trust and social 
acceptance of online exchanges and 
sharing, recognition of the existing 
inefficiencies and the savings those 
models can deliver to consumers, 
and flexible working patterns. These 
trends are strongest among younger 
generations, who represent the most 
active users of sharing businesses.

FEW OPPORTUNITIES TO INVEST  

IN THE THEME THROUGH PUBLIC  

EQUITY MARKETS

By being able to scale with limited 
capital, most sharing businesses 
operate outside public equity markets 
and provide little visibility into their 
finances or operations. Our main focus 
is therefore on the ability of incumbent 
companies to defend their competitive 
positions, and potentially ride the 
growth opportunities this presents if 
they are able to adapt quickly enough.

BARCLAYS HAS ESTIMATED THAT CAR 

SHARING, WHEN COMBINED WITH 

AUTONOMOUS DRIVING TECHNOLOGIES, 

COULD IN TIME LEAD TO A 40% DROP IN 

AUTO DEMAND AND A 60% FALL IN THE 

NUMBER OF CARS ON ROADS GLOBALLY.

AIRBNB – WHICH CURRENTLY REPRESENTS 

1% OF GLOBAL LODGING SUPPLY – COULD 

GROW TO 5% OF THE GLOBAL MARKET BY 

2020, CREDIT SUISSE ESTIMATES.

PEER-TO-PEER LENDING AND SMALL-AND-

MEDIUM-ENTERPRISE CROWDFUNDING 

REMAIN TINY AS A MARKET SHARE (1-2% 

OF BANK LENDING) BUT GROWTH RATES 

HAVE BEEN EXPONENTIAL IN ALL REGIONS. 

GLOBAL CROWDFUNDING EXPERIENCED 

167% GROWTH IN 2014 TO REACH US$16 

BILLION AND THEN MORE THAN DOUBLED 

LAST YEAR TO REACH US$34 BILLION. 

THE WORLD BANK ESTIMATES THAT 

CROWDFUNDING WILL REACH US$90 

BILLION BY 2020.

The sharing economy life cycle and sector growth rates

Source: http://www.pwc.co.uk/issues/megatrends/collisions/sharingeconomy/the-sharing-economy-
sizing-the-revenue-opportunity.html, Schroders.
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P2P lending and small and medium-sized 
enterprises (SME) crowdfunding have a tiny 
share of wider lending markets (no more than 1 – 2%) 
but growth rates have been exponential in all regions. 
The category doubled in size last year to to reach 
US$34bn. The World Bank estimates that crowdfund-
ing will reach US$90bn by 2020. P2P lending 
(debt-based crowdfunding) represents the majority of 
funds (73%), followed by equity based crowdfunding 
(10%) (Source: Massolution).

Online staffing and recruitment is growing at double 
digit rates, with a swelling pool of freelancers now 
directly connected to SMEs or larger organisations 
attracted the flexibility on-line recruitment or working 
can offer. Large corporations are increasingly using 
services like LinkedIn to recruit permanent 
employees.

Airbnb sells around 37 million room-nights per year  
and represents 1% of global hotel supply; this could 
rise to 5% by 2020  (CS, the Sharing Economy).

Car sharing services are economically attractive 
for people driving less than 10,000km/year, which 
comprises a growing share of increasingly urban 
populations. That threshold is falling as car sharing 
costs fall with increasing use. Younger generations – 
who typically drive less – are particularly heavy users 
of sharing schemes.

Peer-to-peer 
(P2P) lending and 
crowdfunding

Online 
staffing

Peer-to-peer 
accommodation

Car sharing

Music and 
video streaming

Equipment rental

B&B and hostels

Book rental

Car rental

DVD rental

Revenue compound annual growth rate (CAGR) 
2013 – 2025

Sharing economy sectors

Traditional rental sectors

-5%
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BUT MORE SECTORS MAY BE AT RISK

Where no major players have yet 
emerged due to a lower penetration or 
slower behavioural change, the effects 
are less obvious.

However, we expect that sharing 
models will appear in a much wider 
range of markets than has been seen to 
date, with commensurate impacts on 
incumbent industries.

Through examining large categories 
of spending on consumer durable goods 
with low utilisation rates (and for which 
physical sharing is straightforward), we 
have identified markets we think are 
likely to face disruption, including travel 
equipment and sports goods, luxury 
jewellery and accessories, apparel and 
footwear.

While there is no single solution, it 
is clear that incumbent companies in 
exposed industries will need to plan for 
significant changes.

The experience of lodging or transport 
(through Airbnb or Uber) demonstrates 
the speed with which change can 
unfold; and the inability of incumbents 
to adapt after that trend has become 
established. Sharing businesses are 
typically based on a kernel of innovation 
that allows them to undermine the 
economics of traditional peers. Airbnb 

uses the scale of an online marketplace 
to allow homeowners to generate a 
positive return on property, albeit lower 
(often) than hotel groups would demand 
for the same investment, and eliminates 
redundant administrative and service 
overheads its users do not require.

Uber similarly leverages an online 
market place, combined with advances 
in navigation technologies, to bring 
together self-employed drivers and 
passengers. Had incumbents recognised 
those business model opportunities, 
they might have more easily stemmed 
their growth by adapting their own 
strategies.

EVERY INDUSTRY WILL  

FACE DIFFERENT CHALLENGES

The priority for incumbent companies 
is to identify the ways in which new 
entrants could undermine traditional 
business models and to invest in 
exploiting those openings themselves. 
Thus, the sharing economy is similar to 
any other disruptive threat, made easier 
by the rising penetration and comfort 
with online exchanges.

For example, peer-to-peer insurer 
Lemonade is apparently looking at ways 
to leverage behavioural analytics and 
distributed ledgers (holding records 

with customers rather than centrally). 
Others, such as Heyguevara, Bought By 
Many and Friendsurance are building 
policy-pools that create small “captive 
insurers” for groups of people or friends, 
who are likely to try to keep claims low 
so that their payments are lower in 
subsequent years.

Many established insurers are 
developing proactive responses, for 
instance looking at ways to tailor risk 
analysis by making use of ubiquitous 
smartphone ownership to monitor 
driving behaviour and even patterns of 
leaving their homes empty.

THE EFFECTS ON INCUMBENT  

COMPANIES WILL VARY

The weak spots of traditional industries 
will vary but successful disruptors will 
deliver either better services, lower 
prices or both, to a material subset of 
customers. In principle, deep-pocketed 
incumbents with established brands 
and customer relationships should be 
in the driving seat. In practice, they 
can be held back by a strategic focus on 
established competitors and a resistance 
to change that might cannibalise their 
businesses.

Buying emerging competitors once 
they reach scale can work (Google’s 
acquisition of YouTube cemented 
its position), but is typically costly 
and difficult to execute without a 
commitment to invest in the new 
business and integrate it with existing 
business lines (Microsoft’s Skype 
purchase has been followed by a raft of 
similar telephony start-ups).

WE ARE MONITORING TRENDS  

AND EVALUATING RESPONSES

We are monitoring markets where 
conditions are ripe (but effects have 
yet to be felt) which helps us to be 
alert to upcoming disruptive threats. 
Equally importantly, our analysis and 
discussions with companies can help 
shed light on the changes they expect 
and the responses they are preparing, 
helping us to evaluate the likely winners 
and losers. 

Maturity growth expectations of sharing industries

  For further information  

on this topic please visit  

cazenovecapital.com/caringsharing  

Source: Schroders, PWC as at 2016.
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Estate 
planning:
issues to  
consider 
for your 
family's 
future
Patricia Milner, Partner, Withers LLP 
discusses the importance of will planning

W
hilst most people understand 
the importance of having both a 
will and estate plan to safeguard 
their family’s future, all too 
often, making a will remains on 
the ‘too difficult’ pile. 

Estate planning requires an up-to-date, tax-efficient 
will which reflects your wishes and consideration  
of a number of related matters, such as ensuring  
your pensions and your life insurances are held  
in the most tax-efficient way, and making provision  
for the consequences of a possible future loss of 
mental capacity. 

It is crucial to obtain good quality advice in this 
area. To best utilise the advice you are given, it is also 
vital to think through the issues concerning your 
family and decide on your priorities. 

COMMON CONCERNS  

TO CONSIDER BEFORE 

DRAFTING A WILL: 

 

WHO WILL LOOK AFTER MY CHILDREN IF BOTH 

MY SPOUSE/PARTNER AND I DIE PREMATURELY?

HOW CAN I PREVENT MY CHILDREN INHERITING 

TOO MUCH TOO YOUNG?

HOW CAN I BE CONFIDENT THAT MY SPOUSE/

PARTNER WILL BE PROPERLY CARED FOR WHEN 

I AM GONE?

HAVE I DONE EVERYTHING I CAN TO MINIMISE 

THE INHERITANCE TAX BURDEN ON MY FAMILY?

WHAT HAPPENS IF I BECOME TOO ILL TO MAKE 

IMPORTANT DECISIONS, OR MY PARENTS LOSE 

CAPACITY TO DO SO?

HOW CAN I PROTECT MY ASSETS IF ONE OF MY 

CHILDREN DIVORCES?

WHAT IF MY SPOUSE/PARTNER REMARRIES 

AFTER MY DEATH – WILL MY CHILDREN’S 

INHERITANCE BE PROTECTED?

Most of these issues can be 
addressed with a properly 
drafted will. If you die 
without making a will, UK 
intestacy rules come into 
play. In a situation where 
you die and are survived by a 
spouse/partner and children, 
your spouse receives only the 
first £250,000 plus half of 
the remainder. The other half 
passes to the children equally, 
at the age of 18. 

These rules are very 
unlikely to reflect your 
wishes, and may easily give 
rise to a significant and 
quite unnecessary tax bill – 
which, in the event of your 
unexpected death, could fall 
at the worst possible time. ▼▼
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Preparing a will
 
The main issues which should generally be 
considered, and on which good advice is essential 
include your:

CHOICE OF EXECUTORS/TRUSTEES (ESPECIALLY 

IMPORTANT IF YOUR CHILDREN ARE STILL YOUNG)

APPOINTMENT OF GUARDIANS FOR YOUNG 

CHILDREN

LEGACIES OF CASH OR PERSONAL ITEMS

EFFECTIVE USE OF THE INHERITANCE TAX (IHT)  

NIL-RATE BAND

EFFECTIVE USE OF IHT RELIEFS, FOR EXAMPLE FOR 

BUSINESS PROPERTY 

EFFECTIVE USE OF THE SPOUSE/CIVIL PARTNER 

EXEMPTION FROM IHT VIA OUTRIGHT GIFTS OR 

GIFTS INTO TRUST

TAX-EFFICIENT USE OF FLEXIBLE TRUSTS WHICH 

ALLOWS YOU TO BENEFIT CHILDREN AT THE 

APPROPRIATE AGE AND AVOID GIVING THEM TOO 

MUCH AT TOO YOUNG AN AGE

INHERITANCE TAX, PENSIONS AND LASTING POWERS 

OF ATTORNEY

Inheritance tax applies to the worldwide estate  
of anyone who dies domiciled in the UK. You will 
be charged inheritance tax at a rate of 40% on  
any value of an estate over £325,000 (plus from 
April 2017 an additional allowance of up to 
£175,000 is available where your house is left to  
your children/issue, or, where you have downsized, 
cash passes to children/issue). It is therefore,  
a substantial liability. 

However, assets given to a spouse or civil partner 
are usually exempt from Inheritance Tax (IHT), 
and the IHT free band is transferable between 
them. The new amount to set against the house 
value will also be transferable. Furthermore, shares 
in unquoted trading companies, in AIM listed 
trading companies and EIS investments, interests 
in trading businesses, and agricultural property 
including let agricultural property, may all be 
wholly free of IHT. These features taken together 
can be used to real advantage, achieving significant 
tax savings for your family and safeguarding 
your wealth. To best utilise these reliefs, and to 
achieve other aims such as to protect the children’s 
inheritance via the use of a trust, a properly 
drafted will is vital. For example the new residence 
exemption is potentially of great value  
to many families; however the implementation of 
this legislation is extremely complex and opaque,  
so it may not be available if the will is not in the 
right form. 

Your estate plan should also incorporate the 
issues arising for you and your family from the 
changes to the tax treatment of pensions and the 
greater flexibility now available, alongside taking 
steps to address any decline in your mental or 
physical condition in years to come.

Lasting Powers of Attorney (LPAs) have been 
developed to help you and your family manage 
the consequences of such an event. Under an LPA, 
you can appoint someone (your attorney) to take 
decisions on your behalf in the event that you are 
no longer able to do so.

Wills, IHT, pensions and LPAs are all stark 
reminders of mortality. No one enjoys thinking 
about them. But not thinking about them is worse.  

Please note: This article is for information purposes only and 
based on tax laws at the time of publishing. Readers should seek 
professional advice for their individual circumstances.
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Raising 
capital and 
placing deposits
Alex Whitburn, Head of Banking and Treasury

Although wealth management principally involves the management  
of your investments and assets, clients will always need to manage cash. 
Whether needing to borrow to buy a property or placing cash reserves 
on deposit for a period of time to improve the rate of interest earned, 
dealing with cash is a regular requirement.

Case 
study 
examples 
of what 
we can do 
for you:

Property: short-term
A £2.8 million loan for 

clients with a short-term 

bridging requirement. 

The mortgage was 

secured against their 

current property which 

allowed the clients to buy  

a second property, 

refurbish it and move  

in before selling their  

old principal residence. 

The clients were also able 

to secure a discount on 

the price paid for the new 

property as the finance 

was in place. The loan was 

agreed on a variable rate so 

there was no redemption 

costs on repayment after  

10 months.

Property: medium-term
A £1.5 million property loan 

over five years on a fixed-

rate basis. 

The clients were 

relocating and wished to 

purchase a property in the 

Cotswolds whilst retaining 

ownership of their existing 

principal residence for 

wider family reasons.

Portfolio
A £2 million loan secured 

against a discretionary 

portfolio. 

We agreed a two-year 

term on a variable rate. 

The loan funds were used 

to purchase a principal 

residence and provide 

additional funds for 

refurbishment costs which 

were subsequently drawn 

in tranches post purchase 

of the property. The loan 

was repaid after 18 months 

(with no redemption penalty 

as it was on a variable rate) 

from the sale of the clients’ 

former principal residence.

 ▼
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1Understand your  
liquidity needs
Whilst client portfolios will always hold 

working cash balances to allow for day-to-

day portfolio management or higher balances when 

investment nervousness requires it, the important 

factor is to understand our client’s ongoing liquidity 

needs. Where we know a client has a liability within say 

a 12 month period our portfolio managers will always 

seek to raise the amount required so that  

it is not at risk of market movements. We will then  

seek to maximise the rate of interest achievable to 

make the cash work as hard as possible whilst it is 

waiting to be paid away.

2  Raising capital  
and placing deposits
Sometimes, when a client is looking to 

raise monies (for example to purchase 

a property or bridge a cashflow position), it may not 

be sensible or efficient to simply liquidate portfolio 

assets. In these instances, it may (particularly in this 

low interest rate world) be worth considering using a 

portfolio of liquid and diversified assets as security for 

a suitable loan. This means that the current need can 

be fulfilled without affecting either the make up or the 

performance of the portfolio, or potentially incurring 

an unnecessary tax bill. Longer-term borrowing is 

more likely to relate to, and be secured by property, 

but for shorter-term leverage, portfolios generally are 

acceptable to most private banks, all of which will have 

standard documentation to ensure as expedient a 

service as possible.

Raising capital and placing deposits is one of the 

banking services provided by Cazenove Capital which 

gives clients a useful choice when the need for funds 

arises. We can provide loans to investment clients 

secured by their discretionary portfolios, in some  

cases within a few days of the request being received. 

This may prove an efficient method for meeting 

short-term liquidity needs, or for funding a longer 

term project. We are familiar with the often complex 

structures through which our client’s assets are often 

held. Our minimum loan size secured by a client 

portfolio is £250,000.

3 Loans
We can also provide loans that are  

secured by UK residential property 

(although not for development purposes) 

and can lend for both longer terms (up to five years) 

and also for short-term bridging in relation to new 

property purchases. This can apply to either a principal 

residence, second home or an investment (buy-to-

let) property. When lending is secured by residential 

property, the minimum loan considered by the bank  

is £500,000 and up to a maximum of 60% of the value 

of the property.

Loans can be provided in sterling, euros or  

US dollars.

We are also one of the few lenders in the  

market prepared to accept a mixed package of 

securities, including a charge over one or more 

investment portfolios combined with a charge over  

a residential property.

4Introductions
We endeavour to ensure that the lending 

experience is relatively straightforward, 

providing guidance and explanation in 

respect of both regulation and our own underwriting 

requirements. In addition, one of the qualified banking 

team members will discuss your specific requirements 

with you and talk you through the process – remaining 

your point of contact to the drawdown of the loan.

We use tried-and-tested template documentation 

which is concise and easy to understand. For property 

secured loans we use long-established and credible 

counterparties where required, (valuers and lawyers for 

example) and our interest rates and applicable fees are 

competitive with other private banks.

If you have a need to borrow, please contact your 

portfolio manager in the first instance who will discuss 

your requirements with our banking team and provide 

an introduction. The banking team will deal with all 

aspects of the lending process, with your portfolio 

manager remaining your primary contact.

For those of our clients managing non-investment 

cash, we provide a suite of deposit services, from 

call deposits some with an associated chequebook, 

to higher-paying fixed deposits and notice accounts. 

We are happy to consider deposits in currencies other 

than Sterling. Minimum amounts apply and further 

information is available from your usual Cazenove 

Capital contact. 

Your home may be repossessed if you do not keep 
up repayments on your mortgage.
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Active versus passive investing: 

the decision  
is not binary

T
he passive market has grown 
exponentially over the past decade 
and in recent years, many investment 
columns have been devoted to the so-
called ‘active versus passive’ debate.

Those in favour of actively-managed 
funds highlight that fund managers 
can take advantage of investment 
opportunities as they arise, in 
addition to those created by market 

volatility. In contrast, they claim passive funds have little 
flexibility to ‘swim against the tide’ and therefore guarantee 
underperformance (after fees).

The passive cohort, however, highlight the reams of 
academic studies that show a large portion of active managers 
underperform the market and there is the perennial question 
of fees. 

In our opinion, it is not about choosing one side over the 
other. We believe the active versus passive debate is outdated 
because it is not a binary decision to invest in an actively-
managed fund over a tracker fund, or vice versa. For us, it 
is simply about selecting the most appropriate investment 
vehicle that will achieve the best outcome for our clients.

Initially, we make an asset allocation decision such as 
increasing exposure to a specific part of the market because 
it looks attractive. We then assess both the active and passive 
opportunities and carefully analyse the most suitable one for 
the client depending on their risk profile and objectives.

Investigation
As an experiment, we created a ‘passive-only’ portfolio in  
line with our asset allocation views. We wanted to explore  
how this control portfolio would compare to the typical 
portfolios we manage for clients (which include both active 
and passive funds) in terms of cost, performance and 
investment outcomes.

Outcome
Although our research is ongoing, an important caveat is 
that there are some parts of our typical client portfolios that 
cannot be replicated passively. As soon as you move away from 
traditional asset classes, you run into challenges. For example, 
it is difficult to replicate commercial property indices as 
you cannot buy a bit of every building in the benchmark, 
just as it is very difficult to buy a small share of a series of 
infrastructure projects. 

Likewise, hedge funds and absolute return funds provide 
investors with the prospect of some protection when markets 
fall, however it is difficult to find a passive equivalent, 
although there are funds that use algorithms to replicate 
successful hedge fund strategies that could be classified as 
passive.

Evaluation
Even in more conventional areas, we have concerns about  
the passive options available. The bond market is likely to  
face numerous challenges, as central bank monetary policy 
starts to normalise, and we are concerned that liquidity could 
be a problem.

The growing use of passives has also unwittingly created 
investment opportunities for savvy active managers as they 
understand how passive fund flows behave if markets come 
under pressure. This creates opportunities for managers to go 
against the crowd and react quickly to market inefficiencies.
Each market comes with its own set of dynamics, which 
means that active managers have historically performed better 
in some markets than others. In UK equities, when reviewing 
peer group performance of rolling three year periods over 
the last ten years, the middle of the second quartile return 
outperformed the index for 73% of the monthly observations.  ▼

 “We believe  
the active versus 
passive debate  
is outdated.”

Alex Baily, Portfolio Director, investigates...
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In the US, this percentage fell to 26% and fell further to  
21% in emerging markets.

The good news is that when using the top of the second 
quartile peer group return, the percentage of observations 
that outperform the index significantly increases. In the  
UK it amounts to 99%, 96% in the US and 82% in emerging 
markets. 

Whilst these figures do support the merits of active 
management, they also do highlight the importance of 
selecting a good manager.

IMPORTANT THINGS TO 
CONSIDER WHEN DECIDING 
TO INVEST IN A PASSIVE OR 
TRACKER FUND
 
FINDING THE RIGHT TRACKER  
Making a decision to simply ‘buy the market’ via an Index 
Tracker Fund or an Exchange Traded Fund (ETF) is not as 
simple as you might expect.

Like actively-managed funds, passive funds have their 
intricacies so it is important to look under the bonnet to 
ensure you understand what you are buying. Here are a 
few pointers to help with the process:

Fund or ETF?
In a particular quarter or year, passives will not completely 
replicate the performance of an index. This is down to 
the fact that they have different costs and structures, and 
are priced at different times of the day, so you can expect 
some degree of performance drift. An ETF is a listed 
security that can be traded through the day. In contrast, 
an index tracker is a mutual fund that is priced once a day, 
normally at noon. Fees can differ amongst providers.

What is being tracked?  
When investing in a collection of markets, it is important 
to understand how the different exposures break down 
and be able to identify what is actually being tracked. 
This is especially true for emerging markets and Asia-
focused ETFs or index trackers, offering exposure to 
broad regions. The breakdown of how much is allocated 
to each country can vary from product to product, so it is 
important to make sure that the underlying exposures are 
appropriate and acceptable. In addition, it is worthwhile 
confirming how often the portfolio is rebalanced to ensure 
that it does not drift too far away from the index.

Tracking bond markets passively can also prove 
challenging. If the aim is simply to track a bond index via 
a mainstream market cap-weighted product, the highest 
allocations will be to those countries and companies 
with the greatest amount of debt issuance. This may 
not necessarily be a sensible decision. In the high yield 
asset class the performance of the passive offerings has 
diverged significantly from the index at times. 

How does it work?  
It is important to distinguish whether a fund or ETF is 
physically backed by the underlying index it is tracking,  
or replicates the index using ‘synthetics’:

If it takes the physical route it means the fund buys all  
(or most) of the underlying shares in the index.

Synthetic replication works completely differently in 
so far as you are effectively buying a contract with a third 
party, normally an investment bank, to provide you with 
the same return offered by the index. The third party does 
not need to hold all of the shares within the index, but 
they should hold some collateral. This can be in the form 
of shares, although these may not necessarily be in line 
with the index you are seeking to track. It is important to 
monitor what shares are held.

1
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Source: Lipper/Cazenove Capital to August 2016. Index: FTSE All-Share TR.
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Selectivity and thorough research is crucial when it 
comes to deciding whether to invest with active managers, 
and the same is true for passives. Investors must develop a 
comprehensive understanding of where it makes sense to own 
both passive and active funds in a portfolio because both may 
have a place.

We will watch with interest to see how our passive-only 
portfolio performs from here. We are keeping an open mind 
and anticipate further developments in the world of passives. 
After all, nothing stands still in the world of investment.  

Definitions

Index Tracker Fund An index tracker fund is a type of  
mutual fund with a portfolio constructed to match or track  
the components of a specific market index, for example the 
FTSE 100 Index.
Exchange Traded Fund (ETF) An ETF is a marketable security 
that tracks an index/a commodity/bonds or a basket of assets 
like an index tracker fund. Unlike mutual funds, an ETF trades 
like a common stock on a stock exchange. ETFs experience 
price changes throughout the day as they are bought and sold.

 ▼
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Charity 
endeavours
This quarter saw many 
Cazenove Capital staff 
challenge themselves  
to fundraise for charities 
close to their hearts. 

LAKE CHALLENGE
Also in September, following in the 
victorious footsteps of the 2015 Cazenove 
Capital team, another group of Cazenove 
Capital staff took on the 2016 Invesco 
Perpetual Lake Challenge. 

Over the course of three days the group 
hiked the ‘Triple Crown’, taking on three 
of England’s highest mountains; Scafell 
Pike, Great Gable and Kirk Fell in addition 
to mountain biking and canoeing. In total 
they covered 16 kilometres and ascended 
a gruelling 1,651 metres!

They raised money for the Youth 
Adventure Trust, a charity devoted to 
empowering vulnerable and disadvantaged 
young people to achieve their potential. 
Not only did they push their bodies to the 
limit retaining the Lake Challenge title, they 
also successfully raised £10,000 for this 
worthwhile cause. 

Huge congratulations to them all!  

AIN’T NO MOUNTAIN HIGH ENOUGH
Imran Malik, Wealth Planning Client 
Support, recently trekked to Mount  
Everest Base Camp with his brother 
and cousin. In a bid to reach the Camp, 
situated at around 17,500 feet, the trio  
had to overcome several challenges,  
and the arduous trek took its toll on  
them physically and mentally. However,  
it all paid off when they finally reached  
their destination deep within the Himalayan 
Mountains.

The family team raised an impressive 
£5,585 (after Schroders matching 
and Cazenove Association’s generous 
donation) for Human Appeal, an 
international aid organisation.

MAKING A SPLASH
Andrew Au, Client Director, from the Hong 
Kong office has been volunteering at 
Splash, a non-profit swimming school for 
the Hong Kong Community. Splash was 
established last year by Andrew’s friend 
and swimming training partner, Simon 
Holliday. Simon noticed that many foreign 
domestic workers would spend their only 
day off at the beach, but would never  
go into the water, and he discovered  
many of them had never learnt to swim.  
He decided to gather his swimming  
friends and coaches to form a swim  
school to offer free learn-to-swim and 
water safety courses. 

Andrew has helped to broaden the 
mission to support other under-served 
communities in Hong Kong. Splash 
has now built a network of 50 volunteer 
coaches, conducted 160+ hours of 
lessons and taught over 300 foreign 
domestic workers how to swim.

THE PASSAGE
In September, a large contingent  
of the Wealth Planning team participated 
in a ‘Kitchen Takeover’, which involved 
preparing a menu, cooking and serving 
lunch to 100 homeless people in  
need of help for The Passage charity. 
The Passage aim to provide homeless 
people the support to transform their

 
own lives. With roles allocated, and 
aprons donned, the team prepared a 
lunch menu of carrot and coriander 
soup, beef and vegetable hotpot, 
followed by apple crumble and custard. 

The Wealth Planning team raised 
£6,000, which will be used to assist the 
valuable work of the charity.
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 Educational

insights
At Cazenove Capital we understand and 
appreciate the importance of looking 
to the future and pride ourselves on 
developing the next generation. The 
drive and creativity of youth coupled 
with knowledge and experience forms 
a powerful combination. Over the last 
year we launched several initiatives to 
support and mentor emerging talent.

Work  
experience  
week  
In July, we hosted a week-long internship 
programme for undergraduate students between 
the age’s of 18 and 23. We held this event for 
individuals who were interested in gaining a broad 
experience and understanding of our business and 
the investment management industry. The activities 
in the week included:

A two day introduction to the City and asset 
management

An opportunity to hear from and network with 
Economists, Analysts and Portfolio Managers from 
across the business

Spending time shadowing a team
Having the opportunity to build their 

understanding of the City and present to some of 
our portfolio managers.

If you know anyone who would be interested  
for next year’s work experience, please contact 
james.padmore@cazenovecapital.com 

Please be aware that the week is often 
oversubscribed and places are limited.

Young  
Investor  
Day 2016  

After the success of previous years’ events,  
30 friends and family of clients between the  
ages of 19-25 took the time to attend our Young  
Investor Day, hosted by Cazenove Capital’s younger 
portfolio managers. 

The main focus of the day was to provide an 
educational and fun insight into the world of financial 
markets and wealth management and its various 
complexities, whilst including some other thought 
provoking talks and interactive sessions. As the 
day progressed, the young investors were given an 
introduction to the City and wealth management, 
why and how we invest, charity investment, and the 
importance of longer-term wealth planning.  We were 
also delighted to welcome guest speaker Henry Wigan 
from Mustard Seed – a company that invests in and 
incubates socially and environmentally impactful 
start-ups – who gave a thought provoking talk on social 
enterprise and sustainable businesses of the future. 

A highlight of the day came after lunch from The 
Funding Network (TFN). TFN create the opportunity 
for, and host, live crowdfunding events, and we were 
thrilled to welcome three carefully chosen and fantastic 
charities – Team Up, KickStart Ghana and Forty Hall 
Vineyard – to pitch for charitable funding on the day. 
With Cazenove Capital raising the funding from some 
generous charitable donations prior to the event, the 
‘young investors’ each then pledged a proportion of the 
funds raised to the charities that resonated most with 
each of them, following an opportunity to interact with 
each project.  

The day concluded with a helping hand in what is 
an ever-more competitive world of work, with a short 
workshop on CV writing and interview skills. 

For further information  
regarding the event, please contact  
becs@cazenovecapital.com

 Young   
Investor Day 
2016
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We have recently launched our Entrepreneur initiative aiming 
to create a network of support for our entrepreneurial clients.

Starting up a business is an exciting, yet daunting process 
and we find that our entrepreneur clients can benefit from 
being able to draw on our resources. From questions around 
funding to the provision of a mentor, we have been able 
to help many clients by introducing them to experienced 
professionals with invaluable expertise. Whilst many 
entrepreneurs are acutely aware of what is needed for a 
company to grow, we find that many are not fully aware of 
the implications of this growth on their personal and family 
affairs. We have designed our entrepreneur initiative around 
providing this advice and are running a series of events 
addressing topics relevant for founders of businesses.

From the initial planning of a business right through to 
exit, we have been able to support our clients through this 
process. Whilst we are neither lawyers nor corporate finance 
professionals, we do believe we can help our entrepreneur 
clients by introducing them to the right people at the right 
stage in the evolution of their business. We regularly meet 
new and existing intermediary contacts with great expertise 
in different fields and we are happy to make the necessary 
introductions. 

If you are thinking of setting up, or are now running a 
business and would appreciate some input from experienced 
professionals, we would be delighted to invite you to one of 
our events. 

For further information please contact  
nicholas.sanderson@cazenovecapital.com  
or robert.snuggs@cazenovecapital.com

Entrepreneurs

‘YOUR WEALTH MATTERS’ 
SEMINARS
Our regional ‘Your Wealth Matters’ seminars 
continue this month, offering existing and 
prospective clients the opportunity to hear from 
our specialists on how to structure your family’s 
wealth, the current investment environment and the 
ramifications of Brexit, with the aim of enhancing 
your financial situation. In addition we will cover:

How recent changes to savings and  
pensions offer opportunities for you and your family

How to make the right choices now for 
inheritance tax in the future

How to structure your wealth in a tax-efficient 
manner

How you can generate an income from your 
savings 

For more information, please visit 
cazenovecapital.com/yourwealth

1

2

3

4

Other 
upcoming 
events for  

your friends 
and family

If we are not  
holding an event  
in your area but are  
interested in attending,  
please contact 
john@cazenovecapital.com
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Competing at the Rio 2016 Summer Olympic Games 
by Marcus Mepstead, 26, British foil fencer, 2010 and 2013 Bronze  
medallist at the European Championships, team Gold medallist at the  
2015 European Games and 2016 British National Champion.

MY OVERALL EXPERIENCE 
OF THE RIO 2016 SUMMER 
OLYMPICS GAMES 
There are so many poignant 
moments it’s hard to summarise 
my experience in just a couple of 
sentences. I went through such 
a variety of emotions during the 
games: sheer elation of qualifying 
contrasted by the despair of missing 
out on a medal; the thrilling post-
competition partying with Usain Bolt 
and Anthony Joshua (to name a 
few!) and goosebumps watching the 
amazing closing ceremony, hungry 
for another chance to win  
a medal. 

EVERYONE HAS THEIR 
OWN PERSONAL OLYMPIC 
JOURNEY… 
For the GB Men’s foil team just to 
compete, we had to battle against 
Germany (Bronze medalists in 
London 2012) to qualify through 
to the European zone (alongside, 
Russia, France and Italy). Due to  
the heavy emotional investment  
and dedication to training, we  
were ecstatic to know we  
were guaranteed a place at  
the Olympic Games.

After qualifying, I was not 
prepared for the complete media 
frenzy in the run up to Rio. The 
endless photo-shoots, news 
interviews and sponsorship 
meetings we had to go through 
was just surreal! For each athlete, 
the Olympic Games represent an 
opportunity for you to share your 
talents and love for your specialised 
sport with the world, but as one 
agent kindly put it to me, ‘the world 
is window shopping for their next 
trend during these Olympics’.

MY DECISION TO COMPETE 
IN THE OLYMPICS
After graduating from London 
School of Economics and Political 
Science in 2014, and with a great 
support network around me, I 
decided to commit fully to fencing 
and start training professionally; 
welcoming a gruelling lifestyle that 
replaced my hours of studying with 
hours of training. It was only after 
some serious heartbreak and soul-
searching (due to narrowly missing 
out on a chance at competing in 
London 2012) that I realised just 
how much I wanted to compete in 
the 2016 Olympics. 

 ▼
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TRAVELLING TO RIO
It was not until the journey to 
Heathrow when I began to feel  
like everything was real; I was 
becoming an Olympian, a dream  
I had been pursuing since the age 
of nine! 

Heading to the airport felt like the 
first day of school, albeit with VIP 
treatment. Upon meeting all the 
other athletes, it was great to see 
everyone had the same anticipation 
and excitement, regardless of how 
many Olympics they had been 
to. This was pretty amazing and 
reassuring, and from the moment 
we arrived, it really felt like the 
athletes and the GB support team 
were participating as one big group. 

IT IS EASY TO BECOME 
WRAPPED UP AS A ‘SPORTS 
COMMODITY’
One of my favourite parts of 
becoming a member of Team GB 
was receiving all the branded gear 
and being completely ‘kitted out’. 
This included our village wear, 
competition kit and the opening 
and closing ceremony outfits. 
On top of this, we had so many 
products thrown our way – mobile 
phones, headphones, sunglasses, 
jewellery and my personal favourite 
– an engraved golden spoon from 
Kellogg’s! 

MEETING THE STARS!
My first few days at the Games were 
mostly spent at a Team GB training 
base out of the village. The feeling 
of surrealism was ever-present. On 
one occasion I bumped into Andy 
Murray and we discussed his recent 
success at Wimbledon, our training 
regimes and asked what it was like 
to carry the GB flag!

I never really got used to being 
surrounded with people who have 
achieved just so much in their 
specialist field. I loved meeting 
everyone and the whole experience 
was very inspiring and provided a 
big driving force in my training. 

THE OLYMPIC VILLAGE
In the village itself, we stayed in 
apartments that tried to provide as 
minimal interferences as possible 
from our training. However it was 
impossible not to be distracted, 
whether it be downtime with North 
Korean athletes in the entertainment 
area or small-talk in a lift with  
Mo Farah! 

ACTUALLY COMPETING  
WAS BY FAR THE GREATEST 
PART OF THE EVENT
The free gifts, kit, after-parties, 
hospitality and celebrity spotting 
were all fantastic, however these 
all still paled in comparison to the 
actual competition. A year ago, I 
froze while fencing in the European 
Championships Bronze medal 
match and from then on, I worked 
tirelessly to make sure that, in these 
Games, I would be completely 
ready. Even straight after winning 
Gold at the European Games my 
mind was focused on the Olympics. 

The first thing I did when I arrived 
at the Olympics 2016 fencing 
arena was walk through into the 
competition zone. I went over in 
my mind what it was going to be 
like to walk out, have my name 
called, and listen to the crowd’s 
response. I was nervous, but more 
excited about what could be, 
rather than worried about what 
could go wrong. During the actual 
competition, my proudest moment 

was stepping out to fight against the 
Russians on the biggest stage of my 
career, feeling completely at ease 
and allowing myself to enjoy the 
moment. Of course there was huge 
disappointment in not winning our 
match, but as a team we wanted 
to give it our best shot and I felt we 
absolutely did.

COMBATING THE EMOTIONS 
AFTER LOSING…
After we lost to Russia, it was 
difficult to come to terms with the 
fact we no longer had a chance of 
medalling. During my BBC interview 
I was holding back tears and even in 
our following match against Egypt, 
I was still trying hard to move away 
from the thoughts of ‘four more 
years’ whilst trying to concentrate 
on the current fight. It was such a 
horrible feeling and a real test of the 
enormous mental work I had done.

THE HUNGER AFTER 
DISAPPOINTMENT IS A 
DRIVING FORCE UNMATCHED 
BY ANYTHING ELSE
The driving force that kicked in 
since our loss has not stopped 
building. When you have been to 
an Olympics and been part of the 
most successful GB team ever, but 
not actually contributed a medal of 
your own, four more years could not 
come soon enough!  

MarcusMepstead

MarcusMepstead

marcusmepstead@gmail.com
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We were delighted to 
welcome Caspar Rock as 
Chief Investment Officer on 
26th September. 

Caspar has 29 years’ investment 
experience and joins us from Architas 
Multi Manager Ltd, AXA’s £20 billion 
European multi-manager, where he was 
Chief Investment Officer. At Architas, 
Caspar was responsible for all aspects 
of investment activities including 
investment philosophy, process and the 
team. He also oversaw the investment 
process for AXA’s private banking 
entities in Europe. 

WHAT ARE YOU MOST LOOKING 

FORWARD TO AT CAZENOVE CAPITAL? 
Working with a highly experienced 
group who work night and day to 
achieve the best for their clients.

WHAT ARE YOUR ASPIRATIONS FOR  

THE FUTURE OF THE BUSINESS? 

To generate strong performance and to 
explain clearly our strategy and results 
to our clients. 

WHAT IS YOUR INVESTMENT OUTLOOK 

FOR THE REMAINDER OF 2016/2017?

The economic outlook can really only be 
described as ‘dull’ – I think the effects 
of Brexit will take time to impact the 
UK and European economies. Decision-
making in markets will be slowed until 
visibility improves. Furthermore, over 
the last six months, global markets 

have performed particularly well while 
questions remain about the outlook for 
growth and inflation. The UK gilt and 
stock markets have both moved ahead 
and it wouldn’t surprise me if we saw 
some profit-taking from current levels. 
Foreign exchange rates are the new 
pressure release valve for the global 
economy, and further volatility in these 
should not be a surprise.

WHAT IS YOUR GREATEST 

ACHIEVEMENT?

Sustaining a strong investment track 
record whilst growing a business from 
£200 million to £20 billion under 
management, in addition to helping  

the business grow from six people to 
nearly 200.

WHAT DO YOU ENJOY DOING IN YOUR 

FREE TIME?

I live in London with my wife and two 
teenage children. I play tennis and run 
with my spaniel in an effort to keep fit. 
I also have a passion for skiing, cricket, 
bridge and cooking. I am a trustee of the 
Cricketing charity ‘Chance to Shine’, on 
the advisory board of the educational 
charity ‘IntoUniversity’, and on the 
committee of Mardens Club, a Swiss ski 
racing club. 

Q&A

Caspar Rock

Richard Jeffrey has taken on the position of  
Chief Economist.


