
Wealth Accumulation Balanced Model Portfolio1

Volatility’s Return
Over the 10 years to 30 June 2018, our Wealth Accumulation Balanced Model has delivered a total return of 107%, 
outperforming the relevant Asset Risk Consultants (ARC)2 comparator by over 28%.  In monetary terms, based on a starting 
portfolio value of £1,000,000, this equates to £280,000 of additional return compared to the ARC peer group average.  
Performance has also comfortably outpaced inflation, delivering an average real return of 5.3% per annum.

Saunderson House Model Portfolio Performance

Considering more recent developments, the 12 months to the end of June proved to be a tale of two halves for equity 
investors.  Throughout the second half of 2017 and into mid-January, stock markets across much of the world rose almost 
without interruption, while volatility stayed at historically low levels.  The combination of low interest rates, limited inflationary 
pressures and strong growth in economies and corporate earnings propelled markets to new highs.  In sharp contrast, both 
geopolitical and economic developments in 2018 thus far have fostered apprehension among investors.

While the market at times appeared to view developments in 2017 through rose-tinted lenses, shrugging off concerns over 
North Korea, President Trump’s eccentric policy announcements and the lack of progress with Brexit, events in 2018 have 
been viewed with an altogether more critical eye, leading to increased volatility.  There were two main reasons for this shift.  
The first was the realisation of fears of a trade war between the US and China.  While rhetoric over the imposition of tariffs 
on US imports from the Far East had for some time formed part of Trump’s message, the perceived negative impact on 
both economies (and importantly the American consumer) meant that few thought they would come to pass.  However, this 
has now been proven wrong, with punitive import duties on a broad range of products leading investors in both developed 
and emerging markets to seek safe-haven assets.  The second, and more urgent reason, has been the uptick in inflationary 
pressures in the US.  This has led to fears that interest rates in the world’s largest economy could rise faster than expected, 
indicating that the economic cycle in the US may be reaching a late stage.  

For some time now the Saunderson House model has benefited from an overweight allocation to equities, as stock markets 
have risen.  This was the case going into 2018.  However, as signs emerged that global growth may be peaking and that risks 
to the downside have increased, we took the decision to reduce exposure to risk assets within portfolios.  A portion of this 
was taken from emerging markets and Asian equities which, as geared plays on global economic expansion, could be most at 
risk from these developments.  We also reduced the allocation to European equities within the model, after a period of strong 
gains for the region.  The proceeds of these sales were redeployed into more defensive strategic bond funds which, alongside 
the meaningful allocations to short dated credit within the Saunderson House model, have helped to protect value.  However, 
an uptick in bond yields has meant that even these funds were not immune to the more challenging environment.  
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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.

The Saunderson House Investment Process: Recap 

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.  Our 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 added value 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 illustrates, we have delivered returns similar to those from equity markets despite having an average 
equity allocation over the 10 years of only 59% and therefore ensuring client portfolios have endured less volatility3.

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 5.0 (2) 23.9 7.4 (2) 5.9 47.5 8.1 (1) 5.9 107.0 7.6 (1) 8.5

ARC Steady 
Growth PCI 4.9 23.0 7.2 6.0 39.0 6.8 5.9 78.5 6.0 8.2

CPI 2.4 5.6 1.8 1.1 7.6 1.5 1.1 24.2 2.2 1.2

FTSE All Share 
Index 9.0 31.6 9.6 9.3 52.8 8.8 9.7 111.2 7.8 13.6

Returns to 30 June 2018.  Sources: FE Analytics, Asset Risk Consultants, ONS    

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

This note is for general guidance only and represents our current understanding of law and HM Revenue and Customs practice as at 24 August 2018.  
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. 
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