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Political storms, economic calm 
The last 12 months proved to be a period where it would have been advisable to observe the turmoil in world politics with 
detached interest and under no circumstances attempt to alter one’s investment portfolio in response.  Below, we discuss how 
our recommended asset allocations changed in response to the political turmoil over the year and consider the performance 
of the model against both its peer group and industry comparators.  

Prior knowledge of the UK electorate’s intention to vote for Brexit and of Donald Trump’s unlikely but ultimately successful 
bid for the US presidency would have tempted all but the most hardened investor to pack up his portfolio and head for the 
safety of cash or government bonds until the dust settled.  While understandable, such action would have caused the investor 
to miss a very good year for markets. The explanation for this disconnect lies, for UK-based investors, in developments in 
foreign exchange markets and more widely in an improving economic picture.  Gains for UK-based investors were, in some 
considerable part, driven by the sharp fall in the pound in the wake of the referendum.  This boosted both the value of 
holdings of overseas assets, and the value of foreign earnings of UK listed companies.  Meanwhile, the election of the populist 
Donald Trump to US presidency also acted to fuel optimism in markets, as investors decided to ignore his many anti-market 
policies and focus instead on promises to boost growth through tax cuts and infrastructure spending.   

Allied to the boost from currency and anticipated policy change was the fact that the global economy seemed to snap into a 
higher gear from mid-2016.  This has served to underpin higher share prices, with 2016 proving to be the best year for equity 
markets since 2013.  We took the opportunity to book some profits from equities, aware of the fact that investors would at 
some point have to confront the less positive sides of both Brexit and Donald Trump. 

A strengthening global economy, combined with the expectation of greater government spending on both sides of the 
Atlantic, also explains why government bond yields, having trended lower for several years, changed direction and began to 
increase once more from the summer onwards.  However, in recent weeks this change of tack has stalled somewhat, perhaps 
anticipating that, while political storms can create an impression of change, economic trends are much longer lived.   
 
Having taken profits from risk assets through 2016, we are now recommending portfolios maintain a degree of liquidity.  We 
believe that such an approach will serve investors well as we contemplate a landscape where equities are no longer cheap, 
interest rates are increasingly likely to rise and political risks remain elevated. 

Rolling three-year annualised returns (data to 31 March 2017)

The chart above shows that our value-based process has enabled us to capture the opportunities equity markets have 
presented.  Over rolling three year periods, portfolios have enjoyed returns comfortably ahead of the relevant Asset Risk 
Consultants (ARC)2  comparator.  With annualised returns over the last five three-year rolling periods ranging from 5.7% to 
10.7%. 
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1 Portfolios for other risk profiles are constructed on the same basis with different weightings to the four asset classes as appropriate.  Returns from other models are comparable 
on a risk adjusted basis.  Performance figures are quoted on a total return basis, net of fund management charges.  An indicative annual advisory charge of 0.75% has also been 
deducted.  Actual advisory fees may differ.  All returns are quoted in sterling unless stated otherwise.

2 ARC produces four sterling Private Client Indices (PCIs).  Each PCI is based on the monthly volatility of the MSCI World index less cash.  The returns data are provided by 
participating investment managers.  The data supplied by the participating managers are generated from unconstrained portfolios and must have returns dating back at least 12 
months.  All data submitted are net of all investment manager charges and fees.  Additional advisory fees may be applicable.  The ARC PCI used here is based on 60-80% of the 
monthly volatility of the MSCI World index less cash.

3 ARC risk bands are measured by volatility.  Volatility is a measure of how much variability there has been in returns from financial assets and is widely used as a measure of risk.  
It is calculated from historical observations and is simply a measure of how widely spread observed returns have been from their average.  The higher the volatility figure, the more 
the value of the portfolio or index in question has moved in either direction over the period.
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This note is for general guidance only and represents our current understanding of law and HM 
Revenue and Customs practice as at 12 May 2017.  We cannot assume legal liability for any errors 
or omissions and detailed advice should be taken before entering any transaction.  The value of 
investments and any income therefrom can go down as well as up and you may not get back the 
full amount you invested.  Performance data is purely indicative and based on unaudited pro-forma 
models.  Actual returns will depend on individual circumstances.  Past performance is not a guide 
to future performance. Saunderson House Limited is authorised and regulated by the Financial 
Conduct Authority. 

The Saunderson House Investment Process
In our view, there are only two genuine sources of added value in the world of investment.  The first is asset allocation;
simply being invested in the right place at the right time.  The aim here is to hold risk assets when economic and
valuation indicators suggest that it should prove profitable to do so and not hold them when the outlook is worsening
and the return expected does not look sufficient to warrant the risk.  Our simple, four asset class model is key here.
When valuation and outlook indicate that there are attractive returns to be made, we increase allocations to our ‘risk-on’
asset classes: equity and property.  When this is not the case, or when value is apparent in ‘risk-off’ asset classes, we
have higher allocations to these: bonds and cash.

The second source of outperformance comes from fund selection.  Through a decision process rooted in the approach
used by active fund managers to pick stocks, we populate client portfolios with funds where we have strong conviction
that the managers are capable of adding significant value over and above the performance of the underlying asset 
class.  By applying this process diligently, we have been able to generate returns in excess of our peers and inflation.  
Moreover, as the table below demonstrates, we have delivered returns that have beaten equity markets despite having 
an average equity allocation over the 10 years of only 58% and therefore ensuring client portfolios have endured less 
volatility3.   Over 10 years to 31 March 2017, our Wealth Accumulation Balanced Model has delivered a total return of more 
than 80%, outperforming the relevant ARC comparator by over 18%.  In monetary terms, based on a starting portfolio value 
of £1,000,000, this equates to £180,000 of additional return compared to the ARC peer group.  Performance has also 
comfortably outpaced inflation, delivering an average real return of more than 3.7% per annum.

Saunderson House Model Portfolio Performance
  

1 Year %
3 Years % 5 Years % 10 Years %

Total p.a. Vol. Total p.a. Vol. Total p.a. Vol.

SHL Model 
Portfolio 15.8 (2) 26.2 8.1 (1) 6.1 54.6 9.1 (1) 6.3 80.1 6.1 (1) 8.9 

ARC Steady 
Growth PCI 15.8 23.2 7.2 6.0 43.9 7.6 6.2 61.9 4.9 8.6 

CPI 2.3 2.8 0.9 1.1 7.4 1.5 1.2 25.9 2.3 1.3

FTSE All Share 
Index 22.0 24.9 7.7 9.0 58.7 9.7 10.0 73.7 5.7 14.1 

Returns to 31 March 2017.  Sources: FE Analytics, Asset Risk Consultants, ONS    

The numbers in brackets represent the quartile ranking of the Saunderson House Model within the ARC index.


