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“Punxsutawney Phil”

“using a chirp and a wink of an eye,” Johnston said, Punxsutawney Phil had just signalled 
to the inner Circle that he’d seen his shadow – meaning, according to legend, six more 

weeks of winter

One of our favourite films is Groundhog Day. It tells the story of a 
person who repeats the same day over and over again, he can do 
things differently but he wakes again to the same circumstances.

Our yearly and half yearly reports have something of the same 
feel about them.

They feature Europe with questions over when and how solutions will be implemented to 
solve the structural issues.

There is comment on the US and the political impasse preventing solutions to their deficit.

The Emerging markets are observed to be fundamentally attractive and the growth engine 
for World GDP going forward, however they are being affected by the economic slowdown 
and debt repayment that is taking place in the First World.
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Has anything changed?

With so much happening and so many moving parts it’s important to identify and focus on 
the key elements, the differences that will ultimately make the difference if you will.

Europe

At the last European leaders meeting, which 
everyone felt would produce nothing, actually 
produced a significant new development.

Germany agreed to allow European Banks to 
receive new capital injections from Central 
European funds without the Sovereigns having 
to take the debts onto their own balance sheets.

To put this in non-techy terms, the policy up to 
now has been to give individual countries money which is then passed on to their banks.

The problem with this is that in the case of Spain or Italy for example, their Sovereign debt 
costs have been rising (the markets are demanding a higher interest rate to lend them 
money). Every time they receive bailout funds to pass onto banks, these funds are 
effectively becoming new debts owed by them so markets charge them even higher interest 
rates (vicious circle) as their credit rating deteriorates further.

So by allowing banks to receive funds directly this stops that negative feedback loop.

This is a big deal not just because it helps; it’s a big deal because previously Germany had 
said categorically ‘no’.

The Germans do not want to let the southern states off the hook until there are 
fundamental changes in place for how they run themselves, they do not want the same 
situation repeating. 

The whole process therefore is a slow give and take, the indebted states give up some 
sovereignty, the Germans give up some cash, the markets breathe a sigh of relief but then 
conclude more is necessary, repeat process (Groundhog Day!).
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The US

As we have written in various blogs the US political structure is preventing any meaningful 
change to tax and spending.

The Republicans (who control the Congress) block the tax rises proposed by the Democrats 
(Obama as President); President Obama vetoes the spending (benefits) cuts proposed by 
the Republicans (Groundhog Day). 

Everything is on hold until the November 
elections at the earliest and beyond as well 
if neither party achieves a President and 
control of the congress. 

Fed President Bernanke is under heavy 
political pressure not to intervene in the 
economy with QE3 in an election year.

He probably will if the economic situation 
deteriorates precipitously, the US economic 
metrics have turned down over the last 
quarter but they are still the least ugly dog 
in the First World ugly dog contest. 

Emerging markets

China is feeling the effects of the consumer retrenchment in Europe and the US, all the long 
term positives remain in place for the emerging economies but the world functions inter 
connectedly and there is no immunity.

The next six months

What we know is that Europe has much still to endure. There is need for a rebalancing of 
debt to both sovereign and individual incomes, the levels of debt got way out of control and 
this has to be corrected.

However the fundamental question of the long term viability and stability of the Euro can 
become clearer sooner or later depending upon the ease or otherwise of the process of 
trade-offs between the community giving up individual sovereignties, and Germany 
loosening its grip on the purse strings of collective debt structures.

No one knows when the big deals will be done; the speed to solutions is complicated by 
upcoming political elections, the need for treaty changes and the different needs and 
psychologies of the participants.
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Conclusion 

The first 6 months of 2012 have been to coin a footballing clich� “a game of two halves”. 

The first 3 months stimulated by the LTRO were full of profits (goals) the second three 
months was a defensive battle to keep the lead (profits) intact.

George will take over now to provide details of the portfolios, and performance as a whole. 
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Portfolio review

One of the questions recently asked was why had the more cautious portfolios 
outperformed the more adventurous portfolios. This 
seems a sensible place to start. 

The trade-off between the portfolios is risk versus reward. 
By this we mean that by taking more risk, usually by 
holding a greater number of equities the rewards over the 
long term will be greater than a portfolio holding less 
equities. The trade-off in taking this risk is that in the short 
term the portfolio will be more volatile as it responds to 
market movements.

In 2011 equity indices decreased and therefore the 
Adventurous Portfolio which holds over 80% in equities saw a drop in value of 11.65%, and 
was the worst performing portfolio. Conversely in the first quarter of this year when 
equities rallied strongly the Adventurous Portfolio enjoyed a gain of 9.60%. 

The Cautious Income Portfolio (which is weighted to more defensive stocks) saw a fall of 
2.02% in 2011 and a gain of 6.18% in the first quarter of this year.

So although we don’t like to see negative figures the point is that the portfolios are doing 
what we expect them to do. In volatile markets the more adventurous portfolios will appear 
to underperform the more cautious portfolios, but when the market returns to more 
‘normal’ we would expect this to correct.

In the second quarter of the year we saw a sell off as markets refocused on Euro problems 
and the LTRO effect wore off and therefore the strong upsurge at the beginning of the year 
fell back. 



6 | P a g e

The performance figures are shown below:

Defensive 
Portfolio*

Cautious 
Income 
Portfolio

Cautious 
Growth 
Portfolio

Balanced 
Portfolio

Moderately 
Adventurous 
Portfolio

Adventurous 
Portfolio

IMA Global 
Sector

2012 4.07% 5.04% 4.09% 5.07% 4.03% 3.80% 2.17%
2011 - -2.02% -4.50% -8.28% -11.57 -11.65% -9.64%
2010 - 17.79% 17.79% 18.90% 19.60% 19.60% 15.71%
2009 - 32.60% 32.60% 34.06% 35.24% 35.24% 27.87%
Since 
launch

0.12% p.a. 14.62% p.a. 13.50% p.a. 13.18% p.a. 12.57% p.a. 12.11% p.a. 9.54% p.a. 

The performance is from the 1 January – 31 December for each whole year, and up to 30 
June for 2012. The Defensive Portfolio was launched on 1 June 2012, for the other portfolios 
the launch date was 1 January 2009. The IMA Global Sector Performance is from 1 January 
2009, from the 1 July the performance was -6.74%. Source: Morningstar, on a bid to bid 
basis with net income reinvested.

Defensive 
Portfolio

Cautious 
Income 
Portfolio

Cautious 
Growth 
Portfolio

Balanced 
Portfolio

Moderately 
Adventurous 
Portfolio

Adventurous 
Portfolio

IMA Global 
Sector

1 yr up to 30 
June 2012

0.12% 2.22% -1.26% -4.08% -7.35% -8.66% -6.74%

1 yr up to 30 
June 2011

- 16.50% 16.50% 18.11% 19.76% 19.76% 15.87%

1 yr up to 30 
June 2010

- 24.48% 24.48% 24.95% 25.52% 25.52% 21.32%

12 months total return (bid to bid). Source Morningstar, net income reinvested. 

You should note that past performance is not a reliable indicator of future returns and the 
value of your investments can fall as well as rise. Please read special notes at the end for 
further information. 

Rebalance

Firstly thank you to everyone for returning the signed rebalance forms. This is part of the 
service we offer and we look to rebalance the portfolios once a year. The purpose of this is 
to ensure that your portfolio hasn’t become over-weighted in one sector and secondly for 
us to review the funds we hold.

We have made alterations to the portfolios 
but fundamentally the look and feel is the 
same. On the more cautious and defensive 
portfolios we have increased the holding in 
the Standard Life GARS Fund to reduce 
volatility within the portfolio, we still have 
the equity holding which will provide the 
potential for higher returns when the 
markets return to a sense of norm. We 
think this protection is important within 
the portfolios.
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Within the fixed interest part of the portfolios we have also moved away from corporate 
bond holdings to emerging market debt and strategic bond. We have altered the weightings 
to provide almost equal weightings between the three in the Defensive, Cautious Growth 
and Balanced Funds. Emerging market debt volatility is similar to global debt and in many 
cases emerging market countries are now moving to investment grade (i.e. “safe”) bonds 
whereas a number of developed market countries are almost junk bond status. We have 
been careful to select specialists within the emerging market sector who have a long term 
and successful track record.

With the more adventurous portfolios we have spread the specialist funds to equalise 
weightings, so for example although we believe long term natural resources will deliver a 
large holding in this area will have a drag on the portfolio so we have split this between 
other sectors such as infrastructure.

On the adventurous portfolio we have taken the same approach with regards to holding the 
Neptune Russia and Greater Russia Fund opting for the JPM New Europe Fund which 
provides broader exposure to other emerging markets within Europe.

Turning to Japan we have reduced our 
weightings in Japan after the GLG Fund 
was closed to new money. This is a very 
difficult market to evaluate and we feel 
there are more easily understood
opportunities in Asia and Emerging 
Markets. Although our Emerging Market 
holding appears low, many of the funds 
we hold either directly or indirectly have 
holdings in Emerging Markets. Meeting a number of fund managers early this year 
confirmed the belief that going forward the emerging markets will be a dominant force in 
the global economy, and companies that derive the majority of profits from these countries 
rather than Europe are in a stronger position. 

Conclusion

We have met over 50% of the fund managers or their teams of the funds we hold within the 
portfolios over the last year and will continue to meet managers throughout the coming 
year. Notes from these meetings are on the website. With the alterations made we believe 
these portfolios are well positioned to provide downside protection as well as upside 
potential as the markets normalise.
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Special notes:

The performance for the portfolio is based on the previous holdings for the portfolio. Data 
for performance is sourced from Morningstar. These figures are provided to give an 
indication of the performance of the portfolio. The performance figures take into account all 
fund / asset charges but do not reflect any additional charges, for example the cost of the 
investment plan and fees paid to LWM. These expenses may reduce the actual figures 
shown.

As an example of how this will impact on the performance based on the Balanced Portfolio, 
assuming the total gross cost of the portfolio is 1.5% p.a. (this is reflected in the 
performance figures shown), then after rebates and reflecting any fees payable to LWM 
Consultants the actual cost of the portfolio could be 2.13% p.a. (on a fund of �100,000 this 
would be �2,130 p.a.) This means that the drag on performance is around 0.63% p.a. (on a 
fund of �100,000 this would be �630 p.a.) So in 2011 the return was -8.28%, the net return 
after rebates and fees would have been – 8.91%. This is an indication of costs as the assets 
and costs will move.

You should note that past performance is not a reliable indicator of future returns and the 
value of your investments can fall as well as rise. LWM only invests in UK based investments 
although some funds / assets may have overseas holdings, the performance of funds / 
assets where some holdings are denominated in foreign currencies will also be subject to 
variations in currency rates.

LWM Consultants Ltd is an appointed representative of Sense Network Limited, which is 
authorised and regulated by the Financial Services Authority. 

Registered in England & Wales under Company Number 07408315 
Registered Office: St John’s Court Whiteladies Road Bristol BS8 2QY


