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Experts

The arrival of Spring has brought with it a fresh new  
look for our dialogue magazine. The content combines 
analysis and market commentary from our own team  
of investment specialists with topical articles from  
external contributors.

At the start of this year central banks lowered their  
forecasts for world growth and since then markets have 
become concerned about a return to recessionary conditions. 
We do not see evidence of this in the US, although conditions 
are more difficult in some emerging economies. Dialogue 
includes insights from several leading industry experts on  
the current landscape, not only in the market commentary  
but also in a review of our 2016 London investment seminar. 

We also have a special feature on cyber security which 
includes an article from James Standen at Hiscox Private 
Client, highlighting the risks to be aware of in the digital 
world as well as the options available to mitigate these  
threats. This includes a quick guide that lists five top tips  
for protecting you and your family’s information online. 
Further information can be found on our website.

UK press headlines have inevitably been dominated by 
the 2016 Budget. Chancellor George Osborne made some 
announcements that were of interest to private investors, 
including an increase in both the higher rate tax threshold 
and the annual ISA allowance, as well as the introduction 
of new lifetime ISAs for those under 40. Martyn Thornhill, 
Wealth Planning Director, gives an overview of the key 
outcomes of the budget.

I hope you enjoy this issue of dialogue and as ever we 
welcome your feedback.

ANDREW ROSS CHIEF EXECUTIVE
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T 
he first quarter saw a 
marked rise in uncertainty 
over the outlook for 
the world economy. In 

essence, this reflected growing 
concern over adverse developments 
in key Asian economies and the 
potential for these to have negative 
consequences for the larger western 
economies. Central banks and 
independent forecasters alike, 
lowered their growth expectations 
for 2016, and there were even 
murmurs about the possibility of 
recession. We believe that the risks 
to the ongoing recovery in the West 
have been overstated by many 
commentators. The damage to 

growth in economies such as the 
US, UK and Germany from problems 
in China and elsewhere is likely to 
be less than some are suggesting. 
Indeed, the situation now prevailing 
is not dissimilar to that at the end 
of the last century, when there were 
fears that the Asian debt crisis 
would drag the world economy into 
recession. In the event, most major 
developed economies marched on 
largely unscathed.

Nonetheless, it is worth taking 
some time to understand the 
linkages between developing and 
advanced economies, and how 
weakness in the former could 
undermine growth in the latter. 

The most obvious characteristic 
of the period prior to the ‘great 
financial crisis’ was the debt-
financed escalation in demand in 
key western economies. During this 
period, emerging manufacturers 
and commodity producers thrived 
as their exports to the West surged. 
Excess demand in the West was 
reflected in growing trade and 
current account deficits. Since the 
recession, advanced economies 
have been forced to rebalance. 
This has resulted in reduced 
growth in overall activity and, 
crucially, much reduced increases 
in imports. Overall, this has meant 
that the current account position of 
advanced economies has moved 
from deficit to surplus. In other 
words, having been net borrowers, 
advanced economies have become 
net savers. Following a period during 
which emerging manufacturers and 

The health of nations
By Richard Jeffrey, CIO, and Kieron Launder, Head of 
Investment Strategy
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commodity producers invested 
heavily to increase production 
capacity, the current environment is 
characterised by excess capacity 
and has become much more 
competitive. In effect, commodity 
producers and manufacturers are 
capable of supplying much stronger 
demand growth in Europe and North 
America than is now evident.

So, prices of manufactured goods 
are under downwards pressure 
and those of many raw materials 
and energy products are falling. 
In itself, this is not harmful to the 
West. In fact, falling import prices 
provide a demand stimulus to most 
western economies. There are two 
main ways that this boost could be 
offset. First, exporters to emerging 
economies will find the demand 
environment in those countries much 
more difficult. Second, if growth 
problems in emerging economies 
lead to widespread debt defaults, 
this could feed back into the 
western financial system, were the 
exposure of banks to bad debt to 
limit their capacity to lend to western 
consumers and businesses. Taking 
the latter possibility first, there is no 
evidence to date that there has been 
any negative impact. In fact, lending 
to households currently seems 
to be gaining momentum. This is 
clearly something that needs to be 
monitored carefully, and even the 
merest hint of a problem will leave 
financial markets feeling very tense. 
On the issue of the West’s export 
exposure to emerging economies, 
this is more important to some 
economies, such as Germany, than 
to others, including the UK. Overall, 
however, the positive impact on 
domestic demand from falling import 
prices is more of a gain than slower 
export growth is a loss.

This does not mean we are 
feeling complacent or that we take 
no account of the potential for 
problems to occur. However, we 
do believe that financial markets 
have become over-anxious and that 
central banks’ actions may have 
been counterproductive. While in the 
US, the Federal Reserve’s decision 
to put on hold its plan to steadily 
raise interest rates during 2016 is 
understandable, the decision by the 
European Central Bank (ECB) to 
adopt a negative interest rate policy 
(alongside even greater quantitative 
easing) sends entirely the wrong 
signal and is more likely to restrict 

than improve the availability of credit. 
So, in Europe especially, there  
is a risk that the ECB talks us  
into believing there is a greater 
problem than actually exists. Indeed, 
the more important message with 
regard to the performance of the 
eurozone is that it is gradually 
gaining momentum.

Interestingly, although the UK has 
had one of the best performing G7 
economies over the past few years, 
the Bank of England has yet to 
contemplate with any seriousness 
the need to raise interest rates. In 
the long term, it may live to regret 
not beginning the process of 
normalising monetary policy at an 
earlier date. However, it has been 
able to hide behind low headline 
inflation and clearly continues to 
consider that the greater risk is in 
raising interest rates too early.

Whether the Federal Reserve 
and Bank of England will prove 
right in their assessments remains 
to be seen. We are of the view that 
the tightening in labour markets 
in the US and UK could lead to 
appreciably higher wage inflation 
over the next 18 months than 
either central bank is currently 
contemplating. This would increase 
pressure to raise interest rates, and 
would leave financial markets feeling 
more exposed. The latter is likely to 
prove an ongoing issue. 

During the period prior to the 
recession when growth in western 
economies was averaging around 
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3%, temporary dips below this 
rate did not feel particularly 
uncomfortable. With growth now 
averaging closer to 2%, the short-
term dips leave us feeling much less 
secure. There is an obvious irony 
here: duller growth may be safer 
and have greater sustainability, but it 
does not give rise to such a strong 
feel-good factor.

While we remain reasonably 
constructive about the outlook for 
the larger economies in Europe and 
North America, we continue to have 
concerns about growth elsewhere. 
We have long been sceptical 
that the reforms encompassed 
by ‘Abenomics’ would change 
meaningfully the growth profile of 
Japan. We remain sceptical, and 
we have not been surprised by the 
economy’s evident failure to break 
out of its decades’ long phase of 
desultory gains in activity. 

Meanwhile, it will take a prolonged 
period for emerging manufacturers 
and commodity producers to 
adapt to slower western demand 
growth. Gradually, the problems of 
excess capacity will diminish, but 
headline growth rates will remain 
under pressure. In this context, it 
is interesting to make the contrast 
between China and India. China 
has typified the issues of relying too 
heavily on export growth, and it  
has struggled to effect its desire  
to become more focused on 
domestic services demand and 
output. On the other hand, India is a 
less open economy, and its growth 
prospects are more reliant on its 
ability to achieve internal political 
and economic reforms. Financial 

markets reflected these concerns 
and uncertainties, in the first quarter 
of 2016, with increased volatility and 
heightened correlations between 
risk assets. The continuing fall in the 
oil price unnerved markets, despite 
a general acknowledgement that 
this was a supply side phenomena 
(rather than due to weak demand), 
leading to significant falls in the 
energy sectors within equity  
markets and a widening of related 
credit spreads, most notably in US 
high-yield.

Despite lower oil prices being a 
good thing for many parts of the 
economy, mainly consumers who 
may have a greater propensity to 
spend their windfall, the losers tend 
to be fewer and thus harder hit.  
It is this focused risk that has wiped 
over US$2 trillion off the value of 
global oil and gas companies since 
June 2014, 
as lower oil 
prices have 
not just 
impacted 
earnings, 
but their 
dividend 
paying 
and debt 
servicing capabilities. Concerns over 
future dividends of the energy and 
mining sectors also weighed on the 
broader markets.

The changing sentiment of 
investors created significant 
movements in equity markets but 
also in bond markets where lower 
levels of liquidity exaggerated the 
impact of fund flows. While the US 
and UK equity markets recovered 
their double-digit declines early 
in the quarter, previously popular 
investment areas such as European 
and Japanese equity markets had 
the biggest downward moves 
of almost 20%, and did not fully 
recover. Similarly credit spreads 
overall ended a very volatile quarter 
effectively unchanged although 
European high-yield spreads closed 
a little higher.

Central bank action, and non-
action, continued to weigh on 
markets. Apart from the overtly 
pessimistic signal of negative 
interest rates, as mentioned, there 
are increasing worries that there 
are limits to negative interest rate 
policies and that they may actually 
dampen growth by decreasing the 
profitability of the financial system 
and thus the credit availability. It was 
no surprise that the financial sector 
was amongst the most volatile 
this quarter, primarily in Japan and 
Europe where this policy is being 
implemented, and with financial 
repression likely to continue for the 
foreseeable future, gold had one of 
its best quarterly returns in the last 
30 years. 

One of the positives out of the 
recent concerns is that corporate 
earnings expectations have declined 
to the extent that positive surprises 
are more likely, especially as the oil 
price appears to have stabilised. 
However, lowered expectations 
for global growth, as well as the 
deepening of negative interest 
rate policy, ensured that most 
government bond yields declined 
significantly over the quarter, even in 
the UK and US where core inflation 
is picking up. The divergence of 
market views across different asset 
classes is likely to ensure that 
volatility remains heightened for 
some time until we see a clearer 
view of regional growth rates  
and the inflationary impact of a 
tightening labour market in the  
UK and US. In such an investment 
environment, ongoing income 
provides both emotional as well  
as valuation support.  

BoE

ECB

FED

BANK OF  
ENGLAND (BOE):
MORE CAUTIOUS

THE FEDERAL  
RESERVE (FED): 
RATE RISES 
DELAYED
(NOT DODGED)

THE EUROPEAN 
CENTRAL BANK  
(ECB): EXPECT  
CUTS

“duller growth  
may be safer...  
but it does not  
give rise to  
such a strong  
feel-good factor”

“In such an  
investment 
environment, 
ongoing income 
provides both 
emotional as well as 
valuation support”
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Alternatives

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

Absolute:  
fixed income

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

Absolute: 
macro

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

Commercial 
property (UK)

  Recent capital increases (yield 
compression) not expected to continue although 
income characteristics still attractive.

Uncorrelated 
infrastructure

  Uncorrelated income continues to be  
well supported.

Precious metals   Gold is attractive as a diversifier and as 
portfolio insurance.

Industrial  
metals

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

Energy   Technological improvements in marginal 
producers is likely to support current supply  
for longer than expected and weigh on prices. 
The cost of buying and holding oil outweighs 
forecast price returns.

KEY

Positive

Positive/neutral

Neutral

Neutral/negative

Negative

Fixed income (bonds)

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

Investment 
grade

  Credit spreads look 
attractive but prefer short 
duration.

High-yield   Spreads attractive, 
especially in the US, but we are 
mindful of liquidity constraints.

Inflation-
linked

  Reducing impact of 
fallen commodity prices while 
domestic inflation pressures are 
rising (UK and US).

Currency vs. £

US$   We are neutral on the US 
dollar overall but expect further 
weakness in sterling.

€   Brexit concerns would 
weigh more on sterling than euro.

¥   Referendum concerns  
to weigh on sterling in the  
near term.

Asian 
currencies

  Dovish Fed tightening 
cycle may reduce pressure on 
Asian currencies.

Cash   Cash has opportunistic 
qualities in uncertain and volatile 
markets.

  Up from last quarter

   No change

  Down from last quarter

TERMS

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.

Equities

UK   Caution over Brexit.  
We favour large cap  
equities as higher overseas  
earnings will benefit from  
weaker sterling.

European  Supportive domestic demand but boost 
from the European Central Bank actions will take 
time as structural headwinds remain.

North America   Earnings expectations lowered, but higher 
wage costs would temper earnings growth.

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

Asia Pacific   Asian manufacturing countries benefiting 
from lower commodity prices and the slowly 
increasing demand in developed markets.

Emerging 
markets

  Domestically there are still many 
challenges and we remain negative due to  
the still difficult outlook for commodity markets.
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The 2016 Budget
Martyn Thornhill, Wealth Planning Director, discusses  
the recent Budget and reviews the latest changes

Discussion point:
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CHANCELLOR OF 
THE EXCHEQUER 
GEORGE OSBORNE 
DELIVERS HIS 
BUDGET

George Osborne presented his eighth Budget 
on 16th March, when UK headlines were being 
dominated by other issues, principally the EU 
referendum, the US Presidential campaign 
and worries over the slowing world economy. 
This changed dramatically, however, when the 
Work and Pensions Secretary resigned from the 
government following cuts to disability benefits.

The chancellor has set himself a target of 
running a budget surplus by 2019/20, and whilst 
the UK economy appeared to be growing steadily, 
economic forecasts have become less optimistic. 
Against this backdrop, achieving the surplus will 
require cuts to previous expenditure plans. 

Mr Osborne may have considered saving 
money by abolishing higher rate pension tax 
relief. Whilst pre-Budget rumours focused on 
this, in the end, tax relief on pensions remains 
unchanged. Savers were, however, encouraged 
with an ISA allowance increase and further 
incentives, such as a new Lifetime ISA.

There was a surprising reduction in the  
rate of capital gains tax. This rate reduction 
will not apply to capital gains on residential 
properties, which will inevitably disappoint 
property investors.

Encouraging business remains a key priority 
for the chancellor as he announced another 
reduction to corporation tax. Companies will now 
pay a corporation tax rate of only 17% with effect 
from 1st April 2020. 

In terms of the proposed tax changes,  
this Budget is unlikely to be remembered as 
a headline event. Compared to the Budgets 
of March 2014 and July 2015, there were no 
revolutionary changes. In this Budget summary, 
we will look at the main aspects of personal 
taxation and highlight planning opportunities. ▼

“…compared  
to the Budgets  
of March 2014  
and July 2015,  
there were no 
revolutionary 
changes”

Income tax
There were no changes to the 
previously announced income tax 
rates and personal allowances 
for 2016/17. The higher rate tax 
threshold will increase to £45,000 
from 2017/18, which will keep a 
significant number of people out of 
the 40% income tax band.

The new basis for taxing 
dividends came into effect on 6th 
April and we expect many investors 
to utilise the annual £5,000 tax-
free dividend allowance. This can 
be achieved by building up equity 
portfolios and also by structuring 
portfolios between married couples, 
so that both spouses use the tax- 
free dividend allowance.

One of the more difficult aspects 
of the current tax system is 
the abatement of the personal 
allowance when total income 
exceeds £100,000 per annum.  
This rule creates an effective 60% 
tax band on £22,000 of annual 
income above £100,000. In effect, 
the higher the personal allowance 
(£11,000 in 2016/17), the wider the 
band on which an effective rate of 
60% applies.

Currently, pension contributions 
and charitable donations may both 
be used to provide relief against the 
60% tax rate. ▼
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Enterprise investment scheme 
(EIS) CGT deferral relief
Apart from providing 30% income 
tax relief, the Enterprise Investment 
Scheme (EIS) offers the opportunity 
to defer the taxation of capital gains. 
As there is the ability to defer those 
gains which were realised in the 
three-year period before an EIS 
investment is made, it is possible 
to defer gains on which 28% CGT 
is due (or has already been paid). 
The new lower CGT rate would then 
apply to the deferred gain on the 
disposal of the EIS investment.

Those who have already made 
EIS investments should therefore 
consider whether to make a CGT 
deferral claim if they have not  
done so already. Those considering 
a new EIS investment may still be  
in a position to achieve a CGT 
saving if they have already realised 
capital gains.

This effect could increase the 
popularity of EIS investing, although 
this is clearly just one of the many 
points to consider when considering 
a high-risk investment. ▼

Capital gains tax (CGT)
Some people may have considered 
the CGT rate of 28% was vulnerable 
to increase, but Mr Osborne 
decided lower CGT rates of 20% 
for higher rate taxpayers and 10% 
for basic rate taxpayers would be 
more effective. The rates are not 
being reduced, however, for capital 
gains on residential properties (in 
situations where principal private 
residence relief does not apply).

Outside of property transactions, 
the lower CGT rate could persuade 
people to realise gains on 
investments. With this in mind, a 
reduced rate could raise tax levels. 
It could also free up resources for 
other types of planning such as: 

“Although CGT will 
clearly still be a 
factor, a 20% tax-
rate on gains could 
definitely encourage 
more people to try 
and save 40% IHT 
on the total value of 
the asset”

Restructuring
A number of individuals are reluctant 
to restructure their assets, either 
for investment purposes or for 
inheritance tax (IHT) planning, due 
to CGT. Although CGT will clearly 
still be a factor, a 20% tax rate on 
gains could encourage more people 
to try and save 40% IHT on the total 
value of the asset.

‘Stockpiled’ gains
Beneficiaries of offshore trusts are 
often taxed at an increased rate  
on capital gains made by the trust. 
The new CGT rate of 20% will 
introduce a new ‘stockpiled’ gains 
rate of up to 32%. Beneficiaries 
who wish to receive more funds 
may now decide that paying the tax 
charge of up to 32% makes sense.

If we consider that the tax rate 
on stockpiled gains has been in the 
range of 28.8% to 64%, a tax rate 
of 32% on historic gains in offshore 
trusts does not look unfavourable. 
There may however, be other issues 
for tax advisers to consider which 
will vary from family to family.

We are also awaiting the outcome 
of a consultation which may affect 
the tax rate on distributions from 
offshore trusts from 2017.
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Inheritance tax (IHT)
There were no changes to the  
main principles of the current  
IHT regime. The seven-year rule  
for gifts is still in place and the 
system of providing IHT relief 
on certain types of assets, such 
as agricultural land or business 
property, did not change.

Pensions
After intense speculation on the 
abolition of higher rate pension 
tax relief in the run-up to the 
Budget, the chancellor decided on 
a pragmatic approach resulting in 
no major changes to tax relief on 
pension contributions. We should, 
however, remember that some very 
important changes are already in 
place; the lifetime allowance has 
now reduced to £1 million with 
effect from 6th April and the annual 
allowance for those with annual 
income in excess of £150,000 also 
reduced from 2016/17 onwards.

Those affected by these changes 
will need to plan their pension 
savings carefully.

One of the problems we 
encounter when reviewing pension 
tax relief is the estimated ‘cost’. 
Given the changes already in place, 
it is likely that many high earners will 
be reducing their pension savings 
(on account of the reduced annual 
allowance) or ceasing pension 
saving altogether (on account of the 
reduction in the lifetime allowance). 
This effect will have a significant 
bearing on the overall cost analysis 
of higher rate pension relief.

It should also be remembered  
that pensions are primarily tax 
deferral arrangements. Tax relief is 
provided at the outset but usually 
75% of the fund is taken out as 
taxable income post-retirement.

We welcome the pragmatic 
approach to pensions. The pensions 
industry has had to deal with a 
significant amount of legislative 
change in recent years and would 
have struggled to implement 
another ‘pension revolution’.

ISAs
It was suggested that the  
chancellor would seek to address 
the cost of upfront pension tax 
relief by creating pension ISAs. In 
the end, he decided to introduce a 
new form of ISA – the Lifetime ISA 
for those aged between 18 and 40. 
He also increased the annual ISA 
savings allowance.

Lifetime ISAs
Individuals will be able to save up to 
£4,000 per year into a Lifetime ISA 
which will then receive a 25% bonus 
from the government. The Lifetime 
ISA will be available from 6th April 
2017 and will be limited to investors 
aged from 18 to 40. It will have two 
primary aims:

 To help people save for their  
first home 

 To build savings which can be 
withdrawn from the age of 60

If funds are taken out for other 
purposes, the government bonus 
is lost and an additional 5% charge 
will be applied. 

Increasing the ISA allowance 
The overall annual ISA allowance will 
increase to £20,000 per annum from 
April 2017. This represents around a 
31% increase in the current annual 
allowance of £15,240 and is clearly 
very positive news for savers.

1

2

Non-domiciliaries
In his 2015 Summer Budget,  
the chancellor confirmed that 
new tax rules will apply to long-
term non-domiciled individuals. 
Essentially, individuals who have 
been a tax resident for 15 out of the 
preceding 20 tax years will become 
‘deemed domiciled’ for all taxes 
from 6th April 2017.

Although further details are 
required, Mr Osborne announced 
that offshore assets held by non-
domiciled individuals will be rebased 
to market value on 6th April 2017. 
We will need to understand the full 
implications of this announcement.

The new rules for offshore 
trusts are being considered in a 
consultation process which is  
still ongoing. 

Corporation tax
There was good news for 
companies as from 2020 the 
corporation tax rate will be reduced 
to 17% – more quickly than 
planned. It is hoped that this will 
boost investment into the UK and 
will also be good news to business 
owners whose tax bill on their 
dividend income will be increasing 
next year.  

“The overall  
annual ISA 
allowance will 
increase to  
£20,000 per annum 
from April 2017. 
This represents 
around a 31% 
increase in the 
current annual 
allowance”
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Should I stay or should I go?
The number of blows to the property market over the last year or so has been 
impressive: a huge hike in stamp duty, with additional woes for buy-to-let 
investors and second home buyers; a Mortgage Market Review to provide more 
boxes to tick and exclude good buyers from the market; an overhaul of ‘non-dom’ 
taxation and an extra tax for ‘enveloped’ dwellings. BY CHARLIE ELLINGWORTH, PROPERTY VISION



Stamp duty
The Stamp Duty Land Tax (SDLT) reforms have  
been the major headline. At the lower end of the market 
it reduced stamp duty levels, graduating them so that 
there are no longer slabs where the rate suddenly 
increased. For any buyers over £1 million, moving 
has become very expensive: on a £6 million purchase 
the stamp duty costs for a first home will be about 
£633,750. You can’t borrow this so it is a straight hit on 
capital. It’s a significant hit too – the stamp duty on the 
purchase would be equivalent to four years’ rent on the 
same property. The implication of this is that the time 
horizon for buying has been pushed out and speculators 
and developers, those coming to London with a four or 
five year time frame, are now excluded from the market. 

Law of diminishing returns
What is not clear is the motivation behind this. If it’s 
revenue generation then it has not worked as turnover 
is down at the upper end – about 30% – and SDLT 
receipts correspondingly reduced. This is the Laffer 
curve in action (see below) – where increased taxation 
reaches a point where the amount of tax raised actually 
goes down. 

Property (and capital in general) is going to be in 
all governments’ sights as it doesn’t move and is often 
owned by those that don’t vote. But a transaction tax 
must be the worst type of property taxation as it is a 
tax on mobility – and lack of labour mobility is the 
big disadvantage of an economy built around home 
ownership. This applies at all levels of the market –  
even more at the lower end where there isn’t the spare 
capital to pay it.

Contradictory messages
The government’s property strategy (if there is one) 
seems to be different at each end of the market and 
surrounded with contradictory messages. At the lower 
end they have made it quite clear that owning is good 
and renting is bad: increased taxation on buy-to-let 
investors is bound to decrease the rental housing stock 
and the Right-to-Buy policy is set to do untold damage 
to the good work that housing associations do to  
provide affordable rents. The trouble is that the very 
people that are having the rental option taken away are 
the same people for whom buying is neither sensible  
nor possible: they don’t have the earning profile to 
qualify for loans that the Mortgage Market Review has 
made more difficult to obtain. We have already seen 
how the message at the other end of the market is quite 
the opposite.

Currencies 
Other drivers over the last year have been currency 
movements and the collapsing oil price. Any US dollar 
purchaser (and this includes US dollar proxies such 
as the HK dollar) have seen their potential purchase 
get considerably cheaper and we are seeing active 
interest here. In the case of the Middle Eastern buyers 
however, the falling oil price has trumped any currency 
advantage and some of the big investors in London 
property have become sellers. Russians, with the double 
whammy of the rouble and oil, are not surprisingly thin 
on the ground. It is in some of the new developments 
that currency stresses may become apparent. Most are 
funded by an initial deposit (sometimes as low as 5%) 
and stage payments as the project gets built out.  
For Malaysian or Indonesian investors, what was seen 
as a call option on the London market has become 
distinctly unattractive as the plunge in the ringgit and 
rupiah has made the next stage payment between 20% 
and 30% more expensive. 

A crowded secondary market and strong indications 
of oversupply must have many of these investors 
considering their alternatives. ▼

The Laffer curveTAX REVENUE

TAX RATE (%)

MAXIMUM TAX
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GLOSSARY

Call option: an option to buy assets at an 
agreed price on or before a particular date.

Ringgit and rupiah: Malaysian and 
Indonesian currencies.

Secondary market: A market where 
investors purchase securities/assets from 
other investors rather than from issuing 
companies themselves (primary insurance).

Laffer curve: Shows the relationship 
between tax rates and tax revenue by 
governments.

Right-to-buy scheme: Helps eligible council 
and housing association tenants in England 
to buy their home with a discount.

Buy-to-let: Purchasing a property with the 
intention of letting it out.

Country renaissance
While London has visibly rocked under the taxation 
blows being rained on it, the country market has seen 
something of a renaissance. This is rather curious as, 
on the face of it, the same pain is being suffered as in 
London. There are a couple of possible reasons for this. 
The first is the valuation gap between London and the 
country, which widened to a chasm after the financial 
crisis broke in 2008. What this did was to put a break 
on many natural migrations out of London as sellers 
were reluctant to make a move that might be only 
one-way; they were frightened that if they traded out 
of London they may never be able to return. The price 
movement is now the other way. This same gap gives 
London sellers more willingness with which to pay the 
increased tax on a purchase that is nearly always long 
term; they are thinking 20 years ahead and with that 
sort of time horizon, family drivers take front seat and 
transaction costs are easier to swallow.

Inflection point
If all this sounds like doom and gloom, it is not meant 
to. London remains, for all the reasons too well 
rehearsed to be repeated here, a city to which the world 
is still beating a path. But an almost uninterrupted bull 
market over more than 20 years creates speculative 
froth – and that is being blown off at the moment by 
a mixture of world events and a chancellor in need of 
readily available cash. Last year saw all of this, but at  
the same time sellers seemed to think that nothing  
had changed and that premiums rather than discounts 
were the order of the day. The good news is that  
buyer’s and seller’s pricing aspirations are becoming 
more aligned.

It is at the inflexion point that the market stalls.  
We think we are beyond that now. 

“Property (and  
capital in general)  
is going to be in  
all governments’ 
sights as it doesn’t 
move and is often 
owned by those  
that don’t vote”

PROPERTY VISION
Property Vision has been advising buyers, 
and buyers only, in the UK prime property 
market for over 30 years. They were 
bought by HSBC Private Bank in 2001 
and became an independent partnership 
in 2012. They operate in London and the 
country house market. Charlie Ellingworth 
is one of the founders.Please note: This article is for information purposes only.  

Readers should seek specialist advice for their own circumstances.
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The wisdom
of crowds?
One of the main innovations in both finance and  
technology over the past few years has been the advent  
of crowdfunding. Why has it been so popular, what  
are the risks involved and is it more than just a fad?  
Nick Sanderson, Portfolio Manager, takes a closer look. ▼

THREE MAIN WAYS  
OF CROWDFUNDING 

Equity crowdfunding involves a 
company raising finance by selling a 
pre-determined amount of equity in a 
business to investors for a certain sum  
of money.

Debt crowdfunding is when a 
company raises money by way of loan  
to investors who do not receive any 
equity in the business but do receive  
a pre-agreed rate of return on the  
money invested.

Charitable crowdfunding involves no 
equity or debt investment; charities raise 
money for projects from large groups of 
investors to support their causes.

1

2

3
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W      
 
hen a company 
has needed to 
raise money in 
the past, the 
most popular 
method for 
doing so 
has been to 
raise a large 

amount of money from a small group of investors. 
Crowdfunding, however, is where a company seeks 
to raise funds by attracting small amounts of money 
from a large group of investors via ‘campaigns’ run 
on websites supported by advertising.

Since the financial crisis, it has become very 
difficult for smaller businesses in particular to 
raise the money required to expand and grow. 
As high street banks have withdrawn from 
corporate lending, a ‘funding gap’ has emerged 
that has in part, been filled by the meteoric rise of 
crowdfunding. Additionally, with interest rates at 
rock bottom for the past six years, investors have 
been seeking unique returns and are more prepared 
than ever before to invest money into new types of 
investments in the hope of achieving a return higher 
than that offered by their bank account. 

The government’s promotion of enterprise in 
the UK has also meant that over 95% of all equity 
crowdfunding campaigns attract valuable tax 
benefits (such as Enterprise Investment Schemes 
(EIS) or Seed Enterprise Investment Scheme 
(SEIS) relief which allow for any losses to be 
claimed back on a tax return) which has further 
enhanced their appeal. It is against this backdrop 
that crowdfunding has flourished.

To date, equity and debt crowdfunding has raised 
a total of £5.8 billion in the UK and the amount  
of money being raised is growing year on year by 
over 100%.

There is little doubt that the rise of crowdfunding 
has played an important role in providing finance 
since the sharp reduction of lending to businesses 
began in the aftermath of the financial crisis.  
The benefits are obvious for the company raising 
money but can the same be said for the investors? 
Are the risks considered closely enough and is it all 
too good to be true?

A 2014 report by Nesta, a charity that works to 
increase levels of innovation in the UK, highlighted 
that 62% of all crowdfunding investors categorised 
themselves as being “retail investors with no 
previous investment experience”. Attracted to 
the slick branding of the campaign and efficient 
technology on the main crowdfunding platforms, 

Source: Thomson Datastream.

investors have been quick 
to pour money into the 
companies raising money. 
However, many investors 
have not realised that 
crowdfunding is still a very 
high risk venture and,  
as with all forms of 
investment, comes with no 
guarantee of success or even 
return of capital.

Amongst the main reasons 
to exercise caution is the 
price the investor pays for the 
equity. When a large business 
seeks to raise money, the 
numbers used to calculate 
the value of the business will 
have been audited and verified 
by an independent valuer. 
However, small businesses 
that seek to raise money will 
not have the same access to 
these services and so will therefore need to do a 
lot of the valuation work themselves, inherently 
creating a conflict of interest with investors. 
Ambitious assumptions on growth and limited 
transparency can affect the value that an investor 
pays for an equity stake in the business. Coupling 
this with a very enthusiastic ‘crowd’ means that 
many companies have been able to raise money 
at levels that give the company a very full and 
optimistic value.

Another key risk that investors need to consider 
is one of dilution. Many of the companies raising 
money on the equity crowdfunding platforms are 
high growth businesses in which they expect to go 
up in value significantly over a very short period 
of time. To fund this expansion, it is somewhat 

Credit growth to UK non-financial corporates
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“The benefits 
are obvious for 
the company 
raising money 
but can the 
same be 
said for the 
investors?  
Are the risks 
considered 
closely enough 
and is it all  
too good to  
be true?”

Please note:  
This article is for 
information purposes 
only. Readers should 
seek specialist advice for 
their own circumstances.
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inevitable that these companies will need to 
continually raise further funds to maintain their 
level of growth. The majority of the equity raised on 
the most popular crowdfunding sites forgo any pre-
emption rights or the ability to prevent your stake 
in a business being diluted by the company issuing 
more shares. If a successful company continues to 
raise round-after-round of new finance, the value 
of your original shareholding can fall dramatically. 
There is a small but growing trend of platforms 
protecting investors from dilution, however the 
industry as a whole has a poor record of protecting 
this valuable right for shareholders.

Whilst not all crowdfunding campaigns are 
run by startups (the average age of a company 
raising money on crowdfunding platforms is 
3.32 years) it is important to remember that the 
vast majority of startups will fail. Ignoring the 
protection afforded by the tax benefits, it is very 
important to consider that there is a real risk of no 
return of your initial capital on your equity or debt 
investment and it should be considered as a small 
part of a well diversified portfolio. The euphoria 
around crowdfunding has brought a lot of investors 
to a market that has more ideas than can possibly 
generate returns on money invested. It should 
also be noted that over 50% of campaigns never 
actually achieve their target raise.

Very recently, equity crowdfunding has enjoyed 
its first ‘exit’ whereby investors have realised a 
multiple return on their investment in a property 
business called Mill Residential and just before 
Christmas, Camden Town Brewery was bought 
by the giant ABInBev for £85 million giving its 
investors a healthy payout. Is this a trend though 
and is the rise of crowdfunding set to continue?

Nick Evans, co-manager of the Polar Technology 
Fund believes it is. “We are long-term constructive 
on alternative lending/finance. Companies in 

this area are providing funding to new and 
under-served areas of the economy and are doing 
so with a radically different cost structure…
market penetration is low and we believe online 
intermediation of small business finance will 
continue to rise”.

Most equity crowdfunding campaigns have only 
been completed in the past two years and there is 
simply not enough data to form a meaningful view 
on how successful investors have been at backing 
the right companies and how good the platforms 
have been at filtering out the best ideas. However, 
data compiled by AltFi, a research house that 
monitors trends in the crowdfunding area, believes 
that the annualised return from the companies that 
have raised money so far to be 2.17%. Importantly, 
if you then add in the tax benefits of investing 
through an EIS or SEIS qualifying campaign, the 
average annualised return rises very impressively 
but it should be noted that this is calculated from a 
very small amount of data. Past performance is not 
a guide to future performance. 

Crowdfunding is undoubtedly a welcome 
addition to the options available for companies 
looking to raise money and the effect that this has 
on the level of enterprise in the UK is a very positive 
development. For investors, however, it is clear 
that great levels of caution should be taken when 
making any form of crowdfunding investment and 
a reliance on the tax benefits will not be enough to 
offset the real risk of capital loss.  

Breakdown of 2014 market by platform
Volume of equity crowdfunding since 2011 by the five 
largest platforms

Source: AltFi. 
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Investment insights
This year, at our Private Client Investment Seminar, some of the industry’s 
leading experts provide their insights on the current market landscape

Mary-Anne Daly,  
Head of UK Wealth Management, 
Cazenove Capital 

At last year’s seminar, we warned that with 
valuations no longer compelling and US interest 
rates likely to rise, returns would be both more 
muted and more volatile; this is indeed what 
markets delivered. Going forward, two theories 
currently prevail on the fate of the world economy; 
the more gloomy predicts a global recession with 
the strong dollar forcing US producers to drop 
their prices to compete with imports. This will spill 
into the consumer sector where corporate margins 
will be squeezed between lack of pricing power and 
rising wage costs, causing a downward spiral on 
unemployment and wages.

The less gloomy theory and the one to which we 
currently subscribe, accepts that global growth 
will be slower due to known secular global trends 
such as ageing populations, ongoing de-leveraging 
and slower world trade as China rebalances its 
economy, but believes that the scale of the recent 
market declines were disproportionate based 
on the current economic data. We believe the 
risks surrounding China are increasingly priced 
into valuations and that today’s economic data is 
not overly concerning. Nevertheless, the greater 
uncertainty is to what extent the US can remain 
the engine of world growth, so we reserve the right 
to change our mind should we see indications 
of corporate stress and a stalling of employment 
growth which has driven anglo-saxon economic 
growth in recent years. ▼
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Richard Jeffrey,  
Chief Investment Officer,  
Cazenove Capital  
The world is no more uncertain than it was, but 
it is possible to be overwhelmed by the deafening 
noise of statistics. Newspapers love volatility and 
encourage investors to feel nervous, but the best 
explanations are usually the simplest. Prior to the 
last recession, unsustainable, credit-fuelled excess 
demand from advanced economies created rapid 
growth in manufacturing output in emerging 
economies, which, in turn, led to increased 
demand for raw materials and energy. The current 
disruption is the unwinding of that trend. 

A new pattern of growth has emerged from the 
last financial crisis and the world has become a 
lot more competitive. Aggregate growth is lower 
and the global export environment has seen a 
significant shift with the West now being a net 
saver. In this environment, commodity prices were 
only likely to weaken. Nevertheless, there are good 

signs coming through: intra-
eurozone trade is increasing, 
indicating a gentle recovery 
within the single currency 
area, and meanwhile the 
environment in the US is 
better, as demonstrated by 
increasing UK exports there. 

The China problem 
China’s economy is in a 
fragile state with an overall 
growth rate more likely to 
be 5% rather than the 7% 
reported by the authorities. 

Industrial sectors of the Chinese economy are in 
recession in the absence of the previously high level 
of demand for Chinese manufactured goods from 
the West. Chinese policymakers know what they 
need to do, which is to transform their economy 
into one that is more services orientated, but it is 
not easy to achieve this overnight. While we don’t 
believe the gloomiest prognoses, China is not 
going to be the engine of world growth from here, 
and it is not surprising to see the yuan weakening 
somewhat in these circumstances.

For commodity producers and those with strong 
trading links, the implications of the current 
environment are dire. However, for the UK,  

the eurozone and the US, the drop in import prices 
is effectively a tax cut for households. It is no 
coincidence that there was a 0.25-0.5% boost in 
consumer spending in the UK during 2015. 

Labour markets are very tight in the UK and  
US, with record job vacancies and openings.  
This could create higher wage inflation. However, 
this is a concern: headline inflation has been very 
low, while core inflation shows a different picture. 
If food and energy prices are excluded, inflation 
is trending upwards. Central banks need to think 
clearly about this and inflation may catch people  
by surprise. If, as a result the US Federal Reserve 
(the Fed) tightens, it will put pressure on the Bank 
of England to do likewise. It wouldn’t surprise me 
if we hadn’t seen the first UK rate hike by the end 
of the year. 

Francis Brooke,  
Investment Director,  
Troy Asset Management
Dividends make an overwhelmingly important 
contribution to overall equity returns. Of the 4.8% 
annualised real return from the UK equity market 
since 1970, 4% is attributable to dividend yield. 
Dividends have also proved a robust way to protect 
against inflation and have tended to be less variable 
than earnings. 

However, it is not simply the size of those 
returns, but also the risk and volatility associated 
with those returns. The maximum drawdown 
from peak to trough associated with UK equities 
since 1989 is over 50%, yet quality, income-paying 
equities only have a maximum drawdown of just 
over 30%. These businesses are profitable and 
self-financing and have growth in their underlying 
businesses. They may not always be in fashion, 
but in the longer term, they deliver the strongest 
returns and expose investors to the least volatility. 

Equally, equities are the only asset class that 
yield the same as they did in the 1980s. All other 
asset classes have seen the income available slide 
– dramatically so in the case of cash and sovereign 
bonds. Historically, a UK stock market yield of 
5% has been a good buying opportunity, while 
a yield of 3% has been a strong sell signal. The 
market currently has an average yield of just under 
4%, suggesting equities are neither outrageously 
expensive, nor outrageously cheap. ▼

“Newspapers 
love volatility 
and encourage 
investors to 
feel nervous, 
but the best 
explanations  
are usually  
the simplest”
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Reliable dividend growth
For the Trojan Income Fund, we like higher  
quality companies with good franchises. Sky,  
for example, has grown its dividend at 17% per 
annum since it paid its first dividend in 2004.  
We also hold Royal Mail Group, a much older 
company than Sky, but newly released back into 
the private sector with a high yield of about 5% 
which is implementing cost-cutting and efficiency 
savings while it builds its parcel business. It has 
delivered good predictable income, and has the 
scope to increase its pay-out ratio. 

Paying dividends is an excellent discipline for 
companies. It is an important way to reward 
shareholders for providing capital to support their 
businesses. As investors, we believe that if we look 
after the income line, the capital value will look 
after itself. 

Matthew Dobbs,  
Fund Manager, Schroder 
Investment Management
China has a significant credit bubble to be 
unwound with debt-to-GDP approaching 
300%. Over-capacity is having a global impact, 
contributing to falling prices and is weighing on 
growth. There are plenty of levers for the Chinese 
to pull to help them through, but adjustments 
following a credit bubble do not tend to happen 
smoothly. More generally, increasing corporate 
debt has flattered returns in recent years. While the 
return on equity (earnings per share) has been fine, 
companies’ underlying return on invested capital 
has been falling, leading to a de-rating of Asian 
equities when compared to markets such as the US 
where there is perceived to be a higher degree of 
creativity and less reliance on debt.

The positive track for China is to readjust away 
from manufacturing to services – to coin a phrase 

“fluff ” not “stuff ”. In China, services are now 
around 50% of GDP, up from 40% in 2000.  
We are not expecting them to go to US levels  
any time soon, but if they moved up to the levels 
of, say, Taiwan and Korea, both at around 65%, 
it would generate significant further growth, and 
allow average Chinese people to enjoy the aspects 
of life enjoyed by the rest of the world – leisure 
activities such as cinemas, tourism and ecommerce. 
These areas are indeed seeing huge expansion. 
More excess credit growth, however, is not a long-
term answer.

Benign economies: better stock markets 
In aggregate, the economic outlook in Asia is 
relatively benign: the ‘taper tantrum’ forced 
improved credit discipline in emerging ASEAN, 
while Asian economies are also benefiting from 
the lower oil price. There is scope for policy 
flexibility with interest rates still relatively high 
and the region’s central banks have not resorted to 
quantitative easing in the manner of the Bank of 
Japan or the European Central Bank. 

Although a minority, more prudently managed 
companies are not investing heavily because they 
are not yet seeing prospect of sufficient returns. 
Consequently, they have been paying down debt 
and pushing dividends higher, which is good news 
for investors. Moreover, valuations are a lot better 
than they were two years ago and are at levels that 
have historically led to good prospective returns. 

Perhaps most importantly, Asia is no stranger 
to tough times as the crisis of the late 1990s 
demonstrates. As Asia enters a period of dynamic 
change, we consider the small and mid-cap area 
to be the centre of the action and where real 
innovation is taking place. We are finding the best 
opportunities in information technology, consumer 
and healthcare sectors. However, whatever 
the industry, prudent and focused corporate 
management remains key. ▼ 

“As Asia enters  
the real world,  
we consider  
the small and  
mid-cap area  
to be the centre  
of the action”
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John Paulson, President,  
Paulson & Co.
I founded the firm in 1994 with just US$2 million 
of capital. Risk arbitrage has been our speciality 
since inception. It is a strategy that has been 
around for several decades and is not correlated to 
the broad markets. It starts with a corporate event 
– a merger or a bankruptcy reorganisation. In a 
merger, what typically happens is that company 
A offers to buy company B. Once the transaction 
is announced, the target company may trade at 
a discount to the takeover price – this is what is 
called the ‘merger spread’. 

If you buy the target company B and sell short 
company A after the deal is announced and hold 
it to closing, you will make the spread. The risk in 
merger deals is that they do not close. There are 
many issues that could cause a deal to break – legal, 
financing, regulatory, strategic, performance, etc.  
We are experts at evaluating those issues and by 
understanding them we aim to avoid those merger 
deals that break. The beauty of arbitraging the 
spread in these mergers is that even if the market 
falls 20% during the closing period, provided the 
deal closes, we still make our return equal to the 
merger spread. Currently there are hundreds, if 
not thousands of mergers and acquisitions (M&A) 
deals outstanding. For example, M&A activity in 
2015 was US $5.5 trillion. Our portfolio strategy is 
to include merger deals with the best risk/reward 
profiles and avoid deals that might break. 

The sub-prime crisis 
One of the important aspects of running a hedge 
fund is to ‘hedge’, which helps protect capital when 
the market goes down. We are always looking for 
good hedges – short positions – that will do well in 
a weaker environment. The question then is what 
do you short – an equity or a bond? Normally if 
an investor shorts an equity, they have unlimited 
downside because, in theory, that equity can go up 
infinitely. If, instead, a corporate bond is shorted  
at par, the downside is limited because in your 
worst case scenario the bond will be redeemed 
at par. As a short seller of a bond at par you have 
to pay the coupon due so there may be a 1-2% 
negative carry, but you cannot lose more. Your 
downside is capped. 

The ideal situation is to find a bond at or near 
par that trades at a low spread over treasuries but 
is likely to default. The difficulty is very few bonds 
trade at such low spread levels and default. That 
is exactly what we found in the sub-prime credit 
market: “No doc, no credit, no money?  ▼  

“Predicting 
recessions  
is difficult,  
but the level  
of uncertainty 
is increasing”

Photo: John Paulson, Paulson & Co.



No problem!” but the bonds were trading at par. 
It was a bubble. Sub-prime bond buyers were 
not paying attention to risk, and consequently 
we thought those bonds would default so were 
seriously mispriced. For us, shorting sub-prime 
bonds was a good way to protect the portfolio 
because if we went into a recession the bonds could 
default and ultimately go to zero, producing large 
gains for our funds with very little downside risk.

Looking at the situation today, predicting a 
recession is difficult, but what we can say is that 
the level of uncertainty today is greater than it 
was a year ago. We are seeing weakness in the US 
economy: S&P 500 earnings are down around 3% 
year over year. Indeed this is the third successive 
quarter where earnings of the S&P 500 have 
declined. This is a sign of uncertainty, along with 
the energy sector and commodities in general, 
which have gone through a severe correction. 
On top of that concern, when you factor in rising 
interest rates from the Fed and the strength of the 
US dollar, it points to a weaker economic outlook. 
Internationally, China’s credit excesses have gotten 
to a point, which have led to problems for other 
countries historically. All of this gives rise to a 
more uncertain outlook so we have reduced our 
net exposure in our funds to the broader market 
on the basis that it is better to be ‘safe than sorry’. 
What will drive our performance from here is our 
selection of individual long positions versus shorts, 
rather than the broader market direction. 
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KEYNOTE SPEAKER 
Lord O’Donnell, former 
UK Cabinet Secretary and 
Chairman of Frontier Economics 
discusses the pros and cons of 
the EU referendum

KEY POINTS

 It will be the most important vote most 
Britons will ever have to make
Will we be better off in or out?
The key issues are not solely economic
 Polls need to be treated with some 
scepticism
Trade agreement re-negotiations
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Facing up to the
online threat

JAMES STANDEN, HISCOX PRIVATE CLIENT MANAGER

Cyber risk defined
The Institute of Risk Management defines cyber 
risk as ‘any risk of financial loss, disruption or 
damage to the reputation of an organisation from 
some sort of failure of its information technology 
systems’. It can reveal itself in all sorts of different 
forms, from a type of data breach such as a 
hacker managing to gain access to a business’s or 
individual’s database and steal confidential data 
– seen in the TalkTalk case, to a hacker gaining 
access to a company’s systems and rendering them 
inoperable until a ransom is paid. 

The victims can range from multi-national 
blue-chip companies, right through to sole trader 
businesses, private individuals and governments. 
In fact some of the most spectacular cyber crimes 
have been inflicted on government departments, 
for example last year’s theft of 21 million personnel 
records of US government employees, including 
fingerprint details, social security numbers, 
names and addresses. Other examples of data 
theft include US shopping chain Target having 
up to 70 million customer records and payment 
card information stolen. Many individuals have 
also fallen victim perhaps by clicking on an email 

Cyber risk rarely strays far from the headlines, whether it’s a  
data hack into TalkTalk’s systems that led to the communications 
business facing a loss of £60 million, or the embarrassment of 
the marital dating site Ashley Madison ‘losing’ personal details 
of thousands of its customers. As businesses and individuals 
increasingly conduct their lives online, the risks and the potential 
downsides of falling foul of a cyber hack or an intrusion continue 
to grow, as does the importance of taking active precautions to 
minimise the threat.

attachment and unintentionally allowing a virus to 
freeze their computer or steal confidential data.

Not always a crime 
Cyber risk is not always the result of crime 
either. Last year, an HIV clinic was fined by the 
Information Commissioner’s Office (ICO) for 
accidentally revealing the names of patients in  
the ‘To’ field of an email bulletin. Losing a laptop  
or a memory stick containing personal, 
unencrypted information can also represent 
significant cyber risks.

A response to the growing incidences of cyber 
risk has been greater collaboration between the  
UK government and the insurance industry to  
help firms better manage their cyber risks.  
One particular initiative – Cyber Essentials – 
provides a ‘clear statement of the basic controls  
all organisations should implement to mitigate  
the risk from common internet based threats’.  
In turn, insurers have recognised that having Cyber 
Essentials certification in place is a good indicator 
of a business’s approach to cyber risk and should 
make it easier for them to get insurance coverage. ▼ 

JAMES HAS WORKED  
IN THE HIGH-NET-
WORTH INSURANCE 
MARKET FOR NEARLY 
20 YEARS INCLUDING 
TEN YEARS AT HISCOX.
BEFORE WORKING 
ON THE LAUNCH 
OF HISCOX PRIVATE 
CLIENT, JAMES 
WORKED DIRECTLY 
FOR HISCOX AS A 
SENIOR UNDERWRITER 
IN THE LONDON ART 
AND PRIVATE CLIENT 
TEAM AND SPENT 
SEVEN YEARS AS AN 
INSURANCE BROKER. 
JAMES MANAGES 
THE PORTFOLIOS OF 
CLIENTS WITH MORE 
COMPLEX NEEDS AND 
TEAM UNDERWRITING.

Who’s who?
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Insuring against the risk
Insurance as an option to help mitigate the threat 
is also now becoming more widespread. As a rule 
of thumb, if a business holds sensitive customer 
details including names, addresses and banking 
information or is reliant on computer systems 
to conduct its business, has a website, and/
or is subject to a payment card industry (PCI) 
merchant services agreement, then buying some 
form of cyber insurance is important. Ideally the 
insurance should provide costs and support if an 
organisation suffers a data breach, or if systems are 
damaged by a hacker or normal business activities 
are interrupted. It’s key that the support element 
means a business can quickly access the forensic, 
legal and reputational support that is key following 
a cyber incident. There should also be protection if 
a third party – such as a client – decides to sue the 
business following a data breach for example. 

It is clear however that many businesses do not 
consider insurance when it comes to assessing 
the risk; a government report last year put the 
figure at just 2% of large firms taking out cyber 
insurance down to 0% for smaller businesses. 
Recognising this, the industry is continuing to 
work with the government to promote the benefits 
of cyber insurance including collaboration between 
Lloyd’s, the Association of British Insurers and the 
government to develop a guide to cyber insurance.

How safe is my data?
From a consumer perspective, insurers themselves 
are also becoming more accountable when it 
comes to holding customers’ data. New European 
legislation which is currently being introduced 
means that insurers and other businesses could 
face fines and penalties for loss of personal data of 
up to 5% of global turnover. 

As the data that businesses hold on our behalf 
gets safer, there is also a growing importance 
that we, as individuals, also take basic cyber 
security precautions. A government and industry 
campaign – Cyber Streetwise – has been launched 
to help improve online safety behaviour amongst 
individuals and small businesses. Cyber Streetwise 
recommends three basic steps: use strong  
random passwords; install security software;  
and update software regularly. These three simple 
ways can help prevent all but the most determined 
of cyber criminals.  

  For more 
information about cyber 
security for your business, 
visit cyberessentials.org

“...there is also a  
growing importance  
that we, as individuals,  
also take basic cyber 
security precautions”
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5 top tips for 
cyber security

ALWAYS KEEP 
SOFTWARE 
UP TO DATE AND 
INSTALL ANTIVIRUS
The most important of all 
basic measures is to ensure 
that you update your software 
regularly. This will provide an 
initial line of defence.

UTILISE 
PASSWORDS AND 
ENCRYPTION
Always utilise passwords 
and practice good password 
management. A mix of letters 
and numbers will reduce the 
likelihood of the password 
being guessed.

BE VIGILANT 
WITH EMAIL AND 
INTERNET USE
The most common way 
people get hacked is via 
email – do not open emails 
or attachments that are 
unsolicited, look suspicious 
or if you do not know the 
sender. Before clicking on any 
link, always verify the website 
address and when banking 
and shopping online make  
sure that website addresses 
begin with “https://’. 

BE CAREFUL OF 
WHAT YOU’RE 
SHARING ONLINE
Given the popularity of social 
media, hackers have access 
to a considerable amount of 
personal information posted 
online. Therefore, be wary of 
what you are sharing. 

ENSURE DEVICES 
ARE PHYSICALLY 
SECURE AND DATA 
IS BACKED UP
The physical security of your 
devices is just as important 
as technical security. Having 
physical access to a device 
makes it easier for an 
attacker to extract or corrupt 
information. Do not leave your 
devices unattended in public 
or easily accessible areas.

  More detailed 
information on each of 
these points can be found 
in the insights sections of 
our website.

The ongoing development and convenience of digital 
technology continues to play a significant role in our day-to-
day lives. However, these factors also heighten the potential 
for a security breach and the risk of our personal information 
being accessed. Therefore staying proactive, keeping software 
up to date and implementing the following basic measures 
is vitally important to protect you from the majority of cyber 
attacks. The following five tips provide you with a solid 
foundation should your level of threat increase. 
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5 top tips for 
cyber security

PROVIDING HUMANITARIAN AID TO REFUGEES
In February, Kate Rogers (Head of Policy, Charities) travelled 
to Lesvos to volunteer in the main refugee camp and on the 

coast meeting refugee boats. Lesvos 
is a Greek island just four miles from 
Turkey, on the frontline of the European 
refugee crisis. Human traffickers charge 
refugees thousands of dollars for a seat 
in a dinghy, and an (often fake) lifejacket. 
This same journey can be taken by 
Europeans for less than 30 euros. 
According to the UN statistics, almost 
600,000 refugees have arrived in Lesvos 

since the beginning of 2015, with the majority from Syria. To 
put this in context, the population of this island is under 90,000. 
There are still over 1,000 refugees arriving on the shores of 
Lesvos every day, despite the changeable weather and increasing 
risk of hypothermia. Many of them are families fleeing war and 
persecution and 35% are children. Over 300 people have died in 
this part of the Aegean Sea in January alone. 

Kate witnessed first hand the hardships facing these families 
and was able to provide much needed aid, working with Oxfam 
to give out sleeping bags, backpacks and blankets. Kate’s 
fundraising also enabled her to provide direct aid, including over  
100 pairs of hiking boots and over 40 warm coats, and a 
donation of almost £2,000 to the UN refugee agency. To read 
more about her humanitarian journey please visit:  
https://www.facebook.com/KateLouElodieLesvos   

Charity 
endeavours
The first quarter of 2016 
proved an enduring one 
for Cazenove Capital 
staff, overcoming tough 
challenges to help and 
fundraise for great causes.

Photo above: Kate Rogers (left) helping a mother and her child.

Photo below from left 
to right: Michael Haenel 
and Brian Bougourd.

DARING THE ELEMENTS
In February, Michael Haenel, (Head of 
Channel Islands Compliance) and  
Brian Bougourd, (Head of Channel Islands 
Credit) took part in the Yukon Arctic Ultra 
300 challenge (Julian Winser, CEO of 
Channel Islands, had to pull-out hours 
before departure). This 300 mile foot race 
involves trekking across frozen lakes,  
rivers and vast forests in freezing 
conditions, with temperatures dropping  
as low as -35 degrees! The athletes had 
eight days to complete the race whilst 
pulling behind them their pulks containing 
tents, sleeping bags, medical kits and 
enough food for eight days.  

Unfortunately Michael was pulled  
from the race by medics at 207 miles 
due to injury, however, Brian continued 
on and reached the finish line after  
6 days, 4 hours and 49 minutes in  
6th place. Michael, Brian and Julian 
raised over £50,000 which is going 
towards the Duke of Edinburgh Award 
with a focus in Guernsey.  
Huge congratulations to them all!
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In March, Cazenove 
Capital was recognised 
for outstanding levels 
of client service, 
picking up two awards 

at the 2016 Private Asset Managers 
(PAM) Awards: Client Service Quality 
– high net worth (HNW) clients and 
Client Service Quality – ultra high net 
worth (UHNW) clients. The awards 
recognise achievement in UK wealth 
management. We were the only firm 
to be awarded with more than one 
award and we also featured in the list 
of finalists of an unprecedented six 
categories which included:

Total Wealth Solutions HNW and UHNW
Image and Reputation HNW and UHNW
Client Service Quality HNW and UHNW

James Anderson, the chairman of  
the PAM Judges Panel said: “It takes 
considerable effort, not to mention  
stamina in some instances, to meet  
the standards required by the PAM 
Judges to even be considered for the 
finalists list. To see so many entries  
from firms that encapsulate the UK 
private client asset management 
universe is a reflection of not just the 
PAM Awards’ standing but the overall 
health of the market.”  

Industry 
recognition  
for Cazenove 
Capital
At Cazenove Capital we 
pride ourselves on always 
putting our clients first 
and we are delighted to 
announce that this quarter 
we were recognised for 
our quality of client 
service at both the Private 
Asset Manager and IFC 
Citywealth awards. 

In January, Cazenove Capital was 
awarded ‘Private Bank of the Year – 
Channel Islands’ at the 2016 Citywealth 
International Finance Centre Awards – 
for the second year in a row. 

The awards, held at the Grange 
City Hotel in London, showcased the 
excellence of private wealth advisers 
and managers within the major 
international financial centres. Judged 
by an international panel of highly-
respected practitioners, the winners 
were those who had demonstrated 
excellence in achievement, innovation, 

expertise and service.
With the turbulent 

and rapid pace of 
change of the current 
economy – when 
quality advice is at a premium - being 
recognised as leaders in the field is a 
great achievement.

Julian Winser, CEO in the Channel 
Islands, commented: “This is fantastic 
news, winning this award for the 
second year in a row is testament to the 
excellent client service ethic shown by 
all staff. I am very proud of them.”

Photo above from left to right: Adrian Jones, Charlotte Swing, Wilaf Moore, Lucy Gore Langton,  
Kate Leppard, David Austin, Elizabeth Boardman and Jeremy Hervey.

Photo below from left to right: Mark Durden-Smith, Host, Julian Winser, Cazenove Capital and  
Joshua Rubenstein, Katten Muchin Rosenman LLP.
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‘YOUR WEALTH 
MATTERS’ SEMINARS

Our regional ‘Your Wealth 
Matters’ seminars begin  
this month, offering  
prospective clients the 
opportunity to hear from  
our specialists on how  
to structure their wealth  
with the aim of enhancing  
their future income and  
well-being. We will be covering 
topics such as:

Savings 
and tax
planning

Your
Wealth  
Matters

The next 
generation

 The impact of recent changes to the  
savings environment

Generating a savings income

Structuring wealth in a tax-efficient manner

Inheritance tax options

For more information, please visit 
cazenovecapital.com/yourwealth

1

2

3

4

 Young   
Investor Day 
2016

We are holding two fun and educational  
insights into the world of wealth management  
and financial markets for your family and friends 
between the ages of either 16-18 or 19-25. These 
interactive events will cover a number of topics and 
activities, including:

 Introduction to wealth management, ‘the City’  
and financial markets

 Guest speakers: Philanthropy and Social Enterprise

Wealth planning: Planning for the future

 Investment simulation designed to teach the basics 
of stock market investing 

CV and interview skills workshop

19-25 YEAR OLDS
 Wednesday 24th August 2016

16-18 YEAR OLDS (school leavers)
Friday 28th October 2016

For further details and to register your interest,  
please visit cazenovecapital.com/younginvestorday

Event focus
Event focus allows you to keep up to date with 
the latest news on some of our events.

2

3

4

5

1
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There is a well-known half-truth 
about coffee that continues to 
endure: after oil, it is apparently the 
world’s most-traded commodity. 
Apparently being the operative word: 
coffee, though undoubtedly popular, 
is not the world’s second-most 
trading commodity. It is, however, 
one of the more evocative of the soft 
commodities and a hugely important 
part of the economy of numerous 
countries – particularly developing 
countries, where coffee may indeed 
take second place behind oil in the 
most-traded commodity rankings.

But regardless of its standing, the 
notion of coffee as a commodity is 
being challenged. A small but vocal 
band of professionals, operators, 
retailers and consumers are pushing 
back against such a definition.

The guiding principles of this 
group – which take their inspiration 
from forbearers such as Erna 
Knutsen who coined the term 
‘specialty coffee’ in 1974 – are those 
of a desire to share and appreciate 
the origin characteristics of a coffee. 
To this group, single origin means 
more than the country – it means a 
single farm, or even a single lot of 
coffee within an estate. Their aim is 
to elevate the concept of ‘specialty 
coffee’ to a new and exciting level. 

In order to objectively assess 
a coffee’s quality, an international 
grading system is in place. Qualified 
graders (known as ‘Q’ graders) mark 
the coffee out of 100 points, with a 
score above 80 allowing a coffee to 
be termed as ‘speciality’. 

This system is also a useful 
feedback vehicle for progressive 
producers, allowing them to 

measure quality and improve upon 
it, season by season. Another 
overarching principle of this group 
is to recognise the people growing, 
harvesting and producing the coffee, 
like those cooperative members who 
invest in equipment and incentivise 
best practices by growers. The 
cooperative members invest in 
equipment and incentivise best 
practices by growers. That may, for 
example, take the form of rewarding 
a single estate farmer who has 
embraced the move to unusual and 
innovative processing methods.

We have been fortunate enough 
to see the results first-hand. On 
a visit to a small coffee estate in 
Costa Rica last year, we saw the 
farm in question develop a number 
of different processing methods, 
each of which allowed the estate to 
create new flavour profiles from the 
same beans. 

The entrepreneurial spirit of the 
couple who owned the estate, 
Oscar and Francesca Chacon,  
has spurred the creation of 
something unique and noteworthy. 
The level of authenticity and 
creativity involved in the coffee’s 
production is inspiring. Without 
doubt, the growth in speciality 
coffee has led to a diversification of 
the type of coffee, and an increase 
in the levels of expected quality 
from consumers. Whether in market 
countries or the countries of origin, 
the increased ability for producers, 
roasters and consumers to interact 
has driven greater understanding  
and appreciation for the art of 
coffee-making.

The changing culture of coffee…
Florence Holzapfel, Tea and Coffee Buyer at Fortnum & Mason

SPECIALITY IMPACT IN THE 
HOME & THE HIGH STREET
Allegra Strategies, a research 
consultancy focusing on food, retail 
and hospitality, offers the following 
perspectives in its 2015 coffee shop 
market report: 

 ·  Branded chains will continue to 
invest in broadening their artisan 
credentials.

 ·  A new breed of 
exciting and 
aspirational 
coffee concepts, 
primarily led 
by artisanal 
independents, 
will continue 
to grow into 
medium-
sized chains, 
engage coffee 
connoisseurs and 
threaten the Top  
3 hold on the market.

 ·  Traditionally low-end and 
low-value coffee offers will have 
to increase quality to meet rising 
expectations.

 ·  Furthermore, UK consumers will 
become even more informed 
about the subtleties of coffee 
preparation and delivery from 
bean to cup, in particular 
origin and roast, as well as the 
importance of milk texture and 
water quality.

Spring 2016 dialogue
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OPPORTUNITIES FOR ALL IN 
A GROWING MARKET
It is perhaps no surprise that 
the coffee market as a whole is 
growing, with record demand of 
more than 150 million bags in 
2014 outstripping the 141 million 
bag world production for that year 
(statistics from the International 
Coffee Organisation). 

Challenges will be ever present, 
especially in producing countries 
hit by coffee leaf rust, or producers 
caught in the vagaries of commodity 
markets, and the potentially savage 
implications of climate change.
However, where possible, more 
stable growth is being built on 
quality, provenance and the ability 
and desire to increase the dialogue 
at every stage of the supply chain, 
from the first people to touch 
your coffee – the farmers – to the 
last – the baristas. For evidence 
of this look no further than the 
various National and World Barista 
Championships, a cauldron of 
concentrated development, learning 
and exhibitionism.

To some, coffee will always be 
‘just coffee’. For these drinkers, 
any grade of coffee will do. But 
for an increasing number of coffee 
drinkers, the growing influence 
of speciality coffee is seeing an 
increase in progressive producers’ 
ability to find representative value 
for their coffees and disassociate 
their pricing from the markets, and 
in doing so, move from a macro to a 
micro supply/demand.  

In short, if their coffee is sought-
after enough, they can command 
the selling price and the buyers  
will come.

Coffee consumption may be 
going up, and the numbers involved 
may be growing, but on the most 
important level - that of the individual 
engagement, interaction and service 
- the distance between farm to cup 
has never been so small.  

Essentially, once the consumer 
discovers the in-cup qualities of a 
well-prepared coffee of superior 
quality, they are unlikely to return to 
generic and bland cups. 

Even capsule machines involve 
the consumer at home in making an 
active decision around the quality 
and provenance of their cup.

Within Fortnum & Mason, the 
rise in popularity of speciality 

coffee is indeed changing 
our consumer choices. 

We are seeing a move 
towards smaller, 
less milky coffees 

in our restaurants, 
as consumers do 

not want to mask the 
character of the coffees 

on offer. As the consumer 
is exposed to higher-quality 

coffee, they are becoming less 
accepting of poorer quality 
ingredients or preparation, and are 
unlikely to return to something they 
once considered satisfactory. 

As James Hoffmann observes in 
his 2014 World Coffee Atlas:

 “Many industries claim a golden 
age in the past, but I firmly believe 
that coffee is yet to peak in its 
quality, so this is an exciting time.”

 
Since its foundation in Piccadilly 
in 1707, Fortnum & Mason has 
been at the heart of London 
life, supplying the very finest 
goods and services to visitors 
from every corner of the globe. 
From the Food Halls at street 
level to the Diamond Jubilee 
Tea Salon on the Fourth Floor, 
Fortnum's is filled with unique 
and exceptional food and 
gifts. Known for its exquisite 
and impeccable service and 
surroundings, the Fortnum’s 
experience is one of pleasure, 
where nothing is too much 
trouble. In November 2013, 
Fortnum & Mason opened 
its second UK store in 307 
years at London’s St. Pancras 
International Station, and in 
March 2014, its first standalone 
store outside the UK in Dubai. 
Both stores offer an edit of 
Fortnum & Mason products,  
as well as all-day dining 
options. On November 18 
2014, Fortnum & Mason 
opened its first standalone 
airport store and bar at 
Heathrow Terminal 5.  
 
www.fortnumandmason.com
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