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As the table above shows, most equity markets around the world have recovered on their Q2 performance, at 
least in part, over this third quarter.  The USA leads the way in gains, along with Brazil, France and actually Europe 
in general, as shown by the FTSEurofirst 300.  On the other hand, India has lost much of its Q2 progress and China 
continued its downward market trend, having increased quickly following the turn of the year.  Meanwhile, gold 
and silver prices have skyrocketed as investors look to these supposed ‘safe havens’, along with other fixed interest 
securities.

How our portfolios have performed….

Overall, we are pleased with the modest outperformance of our portfolios this last year and the continued 
performance and top quartile ranking of the Investec American Franchise Fund which was recently added to 
our portfolios. Performance was pulled back slightly due to exposure to some underperforming funds, such as 
the Vanguard US Opportunities fund, but we continue to monitor these funds and believe our portfolios are well 
positioned and diversified to mitigate the effects of current macroeconomic and geopolitical uncertainties on 
financial markets in the future.

Our structured product performance has also been pleasing, with an average return of 9.67% over the last year. We 
continue to retain our cautious outlook and maintain an overall overweight exposure to cash across our portfolios.

Global sector performance for the period 01/06/2019 to 31/08/2019

Markets Country Index (ex div) / Sector
Performance for the 

Period 01/06/2019 to 
31/08/2019

North America USA
S&P 500 6.34%

Dow Jones 5.97%
Nasdaq 6.84%

UK UK
FTSE 100 0.64%

FTSE All-Share 0.74%

Europe
Germany Xetra DAX 1.93%

France Paris CAC 40 5.24%
EU Countries FTSEurofirst 300 2.75%

Asia
Japan Nikkei 225 0.50%
China Hang Seng -4.37%
India Nifty 50 -7.54%

South America
Brazil Sao Paulo Se Bovespa 4.23%

Mexico SE IPC -0.30%

Other Markets

South Africa JSE FTSE ALL SHARE -2.46%
Australia S&P AUST 3.24%

Russia RTS 0.48%
Canada S&P/TSX COMPS 2.52%

Commodities N/A

Gold 17.79%
Silver 26.15%

Brent Crude Oil -11.40%
Copper -3.85%

Global Overview
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“Don’t worry about market timing, just maximise your time in the market.”  Regulators and fund managers 
never tire of telling us that “past performance is no guide to future performance” and that the most important 
factor is the length of time you hold an investment.  In this quarters’  Viewpoint, we consider this philosophy 
in the context of the dire performance and subsequent suspension of the Woodford Equity Income Fund.

When Neil Woodford launched his Equity Income fund, tens of thousands of people, including financial advisers 
(EB Wealth included), professional investors and even local governments, were falling over themselves to let 
him invest their money and that of their clients.   So, what happened to the once renowned “man who can’t 
stop making money”, and what can we learn from the debacle?

After an initial honeymoon period, the Woodford Equity Income fund started a run of poor performance 
exacerbated by holdings in companies like Kier, Prothena, Allied Minds, Provident Financial, Purplebricks and 
the AA, all of which fell in value by between 60% and 80%.  The underperformance continued relentlessly for 
successive quarters over a period of over 2 years and investors started to lose faith, withdrawing their money 
at ever increasing rates.  

In May 2019, the fund fell a further 9% prompting Kent county council to request £263m back from the fund.  
This caused a problem because Woodford had been selling all of the more liquid assets within his fund to pay 
investors back the money they had been asking for over the preceding year and the fund now held a much 
higher proportion of less liquid unquoted shares than was prudent.  Woodford felt forced to ‘hit pause’, giving 
himself time to sell off the stakes in the smaller, unquoted companies without being held to ransom over the 
price that he would get.  Today investors are unable sell this fund and there is no clear indication of when the 
suspension will be listed.

So, could/should this have been predictable, and the fund have been avoided in the first place?  In our view, 
even with hindsight, this would be almost impossible (as evidenced by the circa £10bn of investment into the 
fund).  This is why EB Wealth advocates regular reviews and portfolio diversification - not just geographically 
and by asset class - but by fund manager also.

At EB Wealth, we follow a robust methodology and aim to be as objective as possible when reviewing our 
own investment recommendations.  This approach led us to reduce exposure to the Equity Income fund and 
the ‘once great’ Neil Woodford in February 2018.  Although we were not able to predict the events which 
followed, by ensuring our clients are well diversified and reviewed regularly we were able to ensure our clients 
only had minimal exposure (on average less than 1%) to this fund.  

We remind our clients that as a non-discretionary wealth management service, we require client approval 
before making our recommended portfolio changes.  We feel the importance of rebalancing cannot be 
understated and this is the message we hope resonates with our clients.

Tom Mills
EB Wealth

EB Wealth Viewpoint

Neil Woodford and the Importance of Diversification and Regular Reviews
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EB Wealth Portfolio Performance

Discrete Annual Performance

This chart shows the discrete annualised 
performance of our Moderate and 
Moderately Adventurous fund 
portfolios over the last five years.

We also run Cautious, Moderately 
Cautious and Adventurous portfolios 
and information on these portfolios can 
be obtained upon request.

This chart shows year to date performance of our Moderate and Moderately Adventurous fund portfolios over the 
last five years.  We have also included the IA OE Mixed Investments 40-85% returns and IA OE Flexible Investments 
as benchmarks. Please see the last page for more information in relation to the benchmarks along with further 
information on our portfolio returns.
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This chart shows the 
average return achieved 
on our structured products 
recommendations on a 
discrete annualised basis.
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4

Three years have come and gone since the EU 
Referendum vote and the behaviour of the FTSE 
has somewhat changed.  While we cannot discount 
the impact of other factors on market behaviour, 
such as US-China trade discussions, the uncertainty 
around Brexit is having obvious effects on the UK 
market.  Each time there is a significant change in 
Parliament, there has been a consequent swing 
in the value of sterling and some emulation in UK 
markets.

Equity markets in the UK have (on the face of it) 
continued their steady incline since the beginning 
of June, with the FTSE 100 index finishing 0.64% 
in the green as of the end of August and the FTSE 
All-Share up 0.74%.  The figures, however, do not 
reflect an accurate picture of the market turbulence 
experienced during the period.  By the end of 
July, the All-Share index had risen nearly 7% in 2 
months, before sharply falling as the pound firmed 
up.  The drop is pinpointed to yet another eruption 
in US-China trade discussions, with US President 
Trump’s Twitter threats of further US levies (10% 
on US$300bn worth of Chinese goods) hitting UK 
and global consumer sentiment, and thus markets, 
with force.

Growing fears of a no-deal Brexit, led by the UK’s 
new Prime Minister, Boris Johnson, sparked fears 
of recession (or technical recession at least), with 
GDP Growth declining for the first quarter since 
2012.  The lack of significant growth following 
premature inventory stockpiling in the face of 
the March deadline exacerbated such movement 
too. However, it appears as if a no-deal will be 
postponed at the very least, or avoided altogether, 
now that Parliament approval is essential.  This 
follows the passing of a bill drafted by an alliance of 
Tory rebels and other party MPs over the Summer, 
designed to block Johnson taking the UK out of the 
European Union without a deal in October.  Former 
PM, Gordon Brown, is convinced Europe are gearing 
up to offer a further deadline extension, meaning 
negotiations could well drag on to 2020.

The seemingly everchanging political landscape is 
driving market uncertainty and therefore our stance 
on UK equities remains marginally underweight, as 
per Q2.  It must not be ignored that UK businesses 
have continued to innovate and invest, and 
remain globally competitive, driven by decades of 
investment. Our outlook remains cautious.

Macroeconomic Highlights 01/06/2019 to 31/08/2019

Latest Reading Compared to Previous Quarter
GDP Growth -0.2% Fell from 0.5%

Yearly Inflation 2.1% Remained at 2.1%
Wage Growth Including Bonuses 3.7% Increased from 3.2%

Unemployment Rate 3.9% Increased from 3.8%
Interest Rates 0.75% Remained at 0.75%

Market Commentary UK
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Macroeconomic Highlights for 01/06/2019 to 31/08/2019

Latest Reading Compared to Previous Quarter
GDP Growth 2.0% Fell from 3.1%

Yearly Inflation 1.8% Fell from 2%
Wage Growth Including Bonuses 5.2% Increased from 4.19%

Unemployment Rate 3.7% Increased from 3.6%
Interest Rates 2.25% Fell from 2.5%

Contrary to the predictions of market analysts, 
United States equities finished the 3-month period 
to September strongly.  In fact, gains exceeded 
those of any other region and major stock markets 
during the period, despite massive volatility in 
August (5th August saw the biggest one-day sell 
off since 2018 and markets experienced volatility 
equal to that in an average 4-year period).  The S&P 
500 index did finish the quarter up 6.34% and the 
Dow Jones up 5.97%.

Following the agreement between the US and 
China to act with civility during talks back in May, 
Trump took the world by surprise with his goading 
Twitter remarks on 1 August (referenced in the 
UK market commentary), undoing much of the 
global market progress experienced in June and 
July in the process. China responded to the self-
proclaimed “chosen one to take [them on]” with 
tariff threats of their own, targeting c$75 billion 
of US imports, before things appeared to de-
escalate by the end of the month.  One might be 
questioning Donald Trump’s motives, choosing 
quarrel over co-operation in the year before a 
presidential election.  Part of his thinking will 
lean towards the eradication of seemingly ‘unfair’ 

outside competition to local US manufacturers 
and indeed other professionals.  Goldman Sachs 
have predicted the trade war will be ‘raging deep 
into next year’ and a deal won’t be struck until after 
the 2020 presidential election.  With every passing 
month, and every new eruption, this seems more 
and more likely.

Despite the labour market booming in June with 
unemployment rates remaining at a record low, 
the Federal Reserve acted to cut interest rates by 
0.25% at the end of July, something that has not 
happened for over a decade.  Why have they done 
this?  The short answer is to boost the US economy 
amidst slowing economic growth, making it 
cheaper to borrow money for both individuals and 
businesses.  Jerome Powell, the Federal Chairman, 
stated at the time that this is “not the beginning 
of a long series of rate cuts,” but hinted that there 
would be more to come.  Trump reacted furiously, 
crying for aggression in quantitative easing, or at 
least the promise of such action by the US central 
banking system.

With the current trade uncertainty, we remain 
cautious in our outlook towards US equities.

Market Commentary US
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Macroeconomic Highlights for 01/06/2019 to 31/08/2019

Latest Reading Compared to Previous Quarter
GDP Growth 0.2% Fell from 0.4%

Inflation 1% Fell from 1.7%
Wage Growth 2.5% Increased from 2.3%

Unemployment Rate 7.5% Fell from 7.7%

Following a fairly flat month for Eurozone equities 
in July, they finished the quarter strongly amidst 
better than anticipated economic data and US-
China trade tensions easing, with both China and 
the US indicating that discussions were proceeding 
to the next stage in September.  The FTSEurofirst 
300 was up by 2.75%, the Paris CAC 40 up 5.24% 
and the German DAX up 1.93%.

Although Germany’s GDP shrank by 0.1% during 
the second quarter of the year and outlooks for the 
near future are supposedly worrying, Chancellor 
Merkel believes their economy will grow.  The 
exporting powerhouse has been hit as a result of 
trade tensions – China is a significant import market 
for its produce – however, recent trade positivity 
and a boost in the real estate sector helped 
stocks recover, finishing August strongly. 

In Italy, the coalition between the ‘anti-
establishment’ Five Star Movement and right-
wing League party disbanded in August.  This left 
Prime Minister Giuseppe Conte ready to join forces 

with the pro-European centre-left Democratic 
Party (PD), which would see off the challenge 
of Matteo Salvini (deputy PM and League party 
leader) becoming PM.  The FTSE MIB equity index 
responded positively to the news leading it to 
become the best performing of the Eurozone for 
the month of August.

Elsewhere, the France CAC 40 index experienced a 
volatile yet productive 3-month period of overall 
growth.  Unemployment dropped to its lowest rate 
since Q4 2008 and GDP Growth was higher than 
predicted. 

We wait to see what the effects of reported cuts to 
the Eurozone interest rate by the ECB (European 
Central Bank) in September will have on equity 
markets in Q4. For now, we remain marginally 
overweight for the region.

Market Commentary Europe

2,800.00

2,900.00

3,000.00

3,100.00

3,200.00

3,300.00

3,400.00

3,500.00

3,600.00

3,700.00

3,800.00

 Aug 2016

 Nov 2016

 Feb 2017

 M
ay 2017

 Aug 2017

 Nov 2017

 Feb 2018

 M
ay 2018

 Aug 2018

 Nov 2018

 Feb 2019

 M
ay 2019

 Aug 2019

Date

EURO STOXX 50



7

Highlights from the headlines in Japan over the 
quarter included the July Upper House elections, 
the country’s withdrawal from the International 
Whaling Commission and the individual pension 
funding ‘crisis’ – over half of all Japanese babies 
born today can expect to live past 100 years old 
and the average retiree needs an extra $185,000 
stored away for retirement.  Market movement 
mirrored that of the rest of the world, tumbling at 
the end of July having experienced strong growth 
in the weeks prior.  By August’s close, the Nikkei 
225 Tokyo index finished 0.5% up on the previous 
quarter, and the Topix finished 0.03% down. 

Bilateral trade talks between Japan and the US have 
seemingly taken a backseat with Economy Minister 
Toshimitsu Motegi complaining negotiations have 
been “very tough”.  Japan is keen for the US to reduce 
import tariffs on industrial goods, specifically car 

parts, whilst their counterpart wants to limit US-
bound auto exports and start benefitting from its 
agricultural industry – the Trump administration 
would like Japan to buy US wheat and soybeans.

On a positive note, unemployment has decreased 
over the quarter and inflows of investment that 
took place in early 2019, specifically from the UK, 
have been reported.  This equated to net sales of 
£146m, whilst all other regions (apart from the 
US) experienced outflows.  We remain marginally 
overweight for the region.

Macroeconomic Highlights from 01/06/2019 to 31/08/2019

Latest Reading Compared to Previous Quarter
GDP Growth 0.4% Fell from 0.5%

Inflation 0.5% Fell from 0.9%
Unemployment Rate 2.2% Fell from 2.4%

Market Commentary Japan
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Emerging markets rallied across the world in June 
before feeling the heat and dropping sharply at 
the end of July for reasons laid bare earlier in this 
report (consumer sentiment negatively hit by 
hostilities in US-China discussions).  Markets did 
not start to recover until the very end of August.  
China and India were both down (-4.37% and 
-7.54% respectively) whilst Russia was up slightly 
(0.48%) and Brazil up 4.23%. 

Companies across different sectors in China have 
felt the adverse effects of the ongoing trade war. 
July’s industrial output declined to the slowest 
pace in over 17 years.  Masutek, the producer 
of the world’s second largest robotic vacuum 
cleaner manufacturer, have announced a one/
fifth sales drop since last year, whilst Anhui Deli, 
the glassware producer, has experienced large 
order cancellations from US clientele.  Chinese 
governing bodies have not yet acted to stimulate 
their economy via enhanced spending or lowering 
taxes. 

South Korea’s ongoing disputes with Japan over 
military intelligence-sharing and trade (primarily 
electronics imports) hit their domestic index the 
hardest out of any of the emerging markets in July.

Elsewhere in Asia, Indian shares lost much of the 
market growth experienced in Q2.  Indian capital 

gains tax has been an issue, disincentivising 
investors.  Poor profitability for Indian corporations, 
especially within the auto and pharmaceutical 
manufacturing industries, has worsened market 
performance still.

Whilst Brazil has hit the headlines in recent weeks 
due to the fiery destruction of the world’s largest 
‘carbon dioxide sink’, the Amazon rainforest, the 
nation’s Bovespa stock index reached record highs 
during the quarter amidst long-overdue pensions 
reforms.

We remain overweight for emerging markets this 
quarter, with much of our exposure focussed on 
Brazil.

Market Commentary Emerging Markets
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The inversion of US and UK Government bond yield 
curves is seen as a market indicator for oncoming 
recession, particularly when one recalls that the 
last time this happened was back in 2008.  Investors 
lend their money for longer periods to achieve 
greater returns than shorter periods.  The opposite 
is currently true.

German 10-year Govt bond (bund) yields achieved 
record lows (at a level of -0.44%) by the end of July; 
and by the end of August, the 30-year bond yield 
dropped below zero which had never happened 
before.  Yields are currently negative across all 
bund maturities, meaning interest rates paid out 
over the investment lifetime will equal less than 
the premium paid for the bond by the investor. 
This represents wholesale proof that investors 
are flocking to ‘safe’ assets amid widespread 
geopolitical and economic uncertainty; something 
that is only accentuated further when considering 
this on a global scale – at the start of the year, $7 
trillion of global bonds had a negative yield; by 
the end of August, this number had reached $17 
trillion.

Bond yields tumbled around the world in August 
after the Chinese central bank allowed its yuan 
currency to fall through a key threshold to its lowest 
level since 2008, intensifying the trade war between 

with the United States.  The Trump administration 
labelled China a “currency manipulator,” in 
response, raising concerns for global economic 
growth.  Why has China devalued its currency?  The 
short answer is to benefit its own economy.  A weak 
domestic currency will make China’s exports more 
attractive and thus more competitive, inversely 
making imports more expensive, with the hope of 
invigorating domestic economic growth.

Alternatively, corporate bonds performed well 
over the 3-month period to September 2019 owing 
to widespread uneasiness over slowing economic 
growth, and thus the expectation that central 
banks would step up to provide support.

With global market ambiguity ongoing, we, at 
EB Wealth, remain underweight on fixed-interest 
securities. 

Market Commentary Fixed Interest
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Sector Forecast Action

Morningstar 
Moderately 

Adventurous 
Allocation %

Tactical 
Overlay

%

Final 
Allocation

%

US Unfavourable Underweight 11 -2 9

UK Large Cap Unfavourable Underweight 22 -3 19

UK Mid Cap Unfavourable Underweight 8 -1 7

UK Small Cap Unfavourable Underweight 5 -1 4

Europe Favourable Overweight 13 1 14

Japan Favourable Overweight 7 2 9

Asia Fair Neutral 4 0 4

Emerging Markets Favourable Overweight 9 +4 13

Property Unfavourable Underweight 5 -1 4

Commodities Unfavourable Underweight 5 -1 4

Global Fixed Income Unfavourable Underweight 2 -1 1

UK Gilts Unfavourable Underweight 2 -1 1

UK Corporate Bonds Unfavourable Underweight 2 -1 1

UK Inflation Indexed Favourable Overweight 2 +1 3

Cash Favourable Overweight 3 +4 7

Our Tactical Allocation
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Previously, we have included the FTSE 100 performance as a comparison against our portfolios.  In April 2018, 
we replaced this with more relevant (and industry standard) benchmarks.  These benchmarks are widely 
accepted and represent the average return of all ‘mixed’ or ‘managed’ investment funds.  As our portfolios 
fall within the industry standard mandates for these two benchmarks, we feel that they are a more useful 
indicator of relative under - or over - performance.

Our Benchmarks

1. IA OE Mixed Investments 40-85% - this shows the average performance of all funds which qualify for the
‘Mixed Investments 40-85%’ sector which have the following characteristics:

• Include a range of different investments
• Maximum 85% equity exposure (including convertibles)
• Minimum 40% equity exposure
• No minimum fixed income or cash requirement
• Minimum 50% investment in established market currencies (US Dollar, Sterling & Euro) of which 25%

must be Sterling
• Sterling requirement includes assets hedged back to Sterling

This is broadly in line with what the industry used to refer to as a “Balanced Managed” fund, and is broadly 
in line with our Moderate as well as Moderately Adventurous portfolios.  However, our portfolios have no set 
mandates as to the amount of exposure we hold in any specific asset class.

2. IA OE Flexible Investments - this shows the average performance of all funds which qualify for the ‘Flexible
Investments’ sector which have the following characteristics:

• Include a range of different investments
• No minimum equity requirement
• No minimum fixed income or cash requirement
• No minimum currency requirement

This is broadly in line with what the industry used to refer to as “Specialist”.  Since we do not impose any 
asset allocation restrictions on our portfolios, this benchmark is relevant; however, currently our Moderate 
and Moderately Adventurous portfolios would also fall within the mandate to be considered IA OE Mixed 
Investments 40-85%.

Structured Product Returns

The performance data provided is the average of all structured products we have recommended to clients 
over the last six years where the return of the product is known i.e. where a product has matured, or an 
income payment has been received.   We have also weighted the performance figures based on the level of 
investment we have made – i.e. if we recommended a greater level of investment in one particular product 
over another, we have weighted the performance figures accordingly.  

As structured products are close-ended investments, clients will only benefit from returns on the products they 
own personally rather than the average figures published in this report.  The average figures are provided in 
an attempt to highlight the general benefit of using structured products to reduce the volatility of a portfolio 
without necessarily impacting the total return.

The structured product returns quoted in this report may change in subsequent reports due to the fact that 
products which we have recommended, but are yet to mature, have not been included in the returns quoted 
above.  (For example, a five-year product with the potential to pay 6% a year which has not yet matured, 
will not be included in the figures above.  Depending on the outcome of the investment, when the product 
matures, we will allocate either 6% or 0% a year to the preceding five years).

Notes on EB Wealth Performance Statistics
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Wealth Management

Pension / SIPP funding
Pension / SIPP investment management
Pensions in retirement / Income drawdown
ISA funding
ISA investment management
Trustee Investments
School Fees Planning
Managing estates under Power of Attorney

Personal Insurances

Life and Critical Illness Cover advice and brokerage
Family Income Benefit advice and brokerage
Mortgage Protection advice and brokerage
Income Protection advice and brokerage
Private Medical Insurance advice and brokerage

Tax Planning / Other

Pension funding and ‘in retirement’ tax planning
Inheritance Tax planning
Capital Gains Tax planning
VCTs, EISs, ISAs, Bonds
Financial Planning in relation to Marriage, Divorce or bereavement.

Corporate Services

Auto Enrolment and Company Pensions
Partnership/ Shareholder Protection
Key Person Insurance
Employee Benefit Programmes and Communication
Services for Charities
Business Exit Planning

Our Services
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