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Take the road less
travelled with
somebody who
knows it well.

LET'S TALK HOW.

FIDELITY ASIAN VALUES PLC

More than 17,000 listed companies make the opportunity
for investment in Asia truly immense. But with such
diversity, how do you ensure you are setting off on the
right path?

For Nitin Bajaj, portfolio manager of Fidelity Asian Values
PLC, it's about finding the smaller companies that are
primed to turn into the region’s winners of tomorrow.
Nitin’s approach is quite simple - he looks to invest in
attractively-valued, quality businesses that are run by
people he trusts.

PAST PERFORMANCE

Mar 14- Mar15- Mar16- Mar17- Mar 18-
Mar 15 Mar 16 Mar 17 Mar 18 Mar 19

roellty Asian Valves  27.9%  1.5%  43.2%  0.4%  8.8%
poclty AslanValves  29.8%  0.1%  57.5%  -0.6%  15.7%
MSCI AC Asia
ex Japan

24.4% -9.0% 35.0% 12.2% 2.0%

Past performance is not a reliable indicator of future returns.

Source: Morningstar as at 31.03.2019, bid-bid, net income reinvested. ©2019
Morningstar Inc. All rights reserved. The comparative index of the Investment Trust
is MSCI AC Asia ex Japan.

The latest annual reports and factsheets can be obtained from our website at www.fidelity.co.uk/its or by calling 0800 41 41 10. The full prospectus may also be obtained from Fidelity. Fidelity Investment
Trusts are managed by FIL Investments International. Issued by Financial Administration Services Limited, authorised and regulated by the Financial Conduct Authority. Fidelity, Fidelity International, the

Fidelity International logo and F symbol are trademarks of FIL Limited. UKM0419/23914/5S50/0719

So, if you want to explore a road less travelled, then Fidelity
Asian Values PLC could be just what you're looking for.

Past performance is not a reliable indicator of future

returns. The value of investments can go down as well as

up and you may not get back the amount you invested.
Overseas investments are subject to currency fluctuations.
Investments in small and emerging markets can be more
volatile than other overseas markets. The shares in the
investment trust are listed on the London Stock Exchange
and their price is affected by supply and demand.

The investment trust can gain additional exposure to the
market, known as gearing, potentially increasing volatility.
This trust invests more heavily than others in smaller
companies, which can carry a higher risk because their share
prices may be more volatile than those of larger companies.

To find out more, go to fidelity.co.uk/asianvalues or
speak to your adviser.
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Between 2000 and
2018 the number
of private equity-
backed companies
in the US rose from

around 2,000 to
more like 8,000. At the same

time the number of publicly
listed companies fell from
7,000 to more like 4,000.

The listed firms are still worth
more than ten times the private-
equity backed ones (being
rather bigger).

But you get the idea. These
days, if you want to be in the
orowth game you need to be
invested in private markets.
That’s why every pension-fund
manager you talk to 1s muttering
about getting into private infrastructure,
property and bit more private equity.

[t’s why more and more retail funds are
looking to add some unlisted companies
to their portfolios (if you want to do this
alone and in a small way, incidentally, see
our EIS feature on page 22).

It is one of the main reasons why
Neil Woodford has come a cropper (see
page 28 for the details of his disaster).

He noted the trend (like everyone else), but
rather than dipping his toe into the pool
of opacity, manipulation and impossible
valuation that is the private market, he
dived in very deep. And not just with the

cash in his Woodford Patient Capital Trust
(majority-invested in unquoted stocks,) but

with his income fund too (there is roughly
a 70%-80% holding crossover between
the two funds. It has not gone well
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The number of companies listed on stock exchanges is dwindling

“Public markets are the best way to create
participatory and democratic capitalism”™

(so far — it could come good of course,
see page 29).

But it 1s also why policymakers need
to start paying attention to the trend.
I’ve written about this several times
here, but Gillian Tett picks it up in the
Financial Times this week too. We are
both worried because we both believe that
public markets are the “best way to create
participatory and democratic capitalism”
and the policymakers should therefore
support them as much as possible.

How? Tricky one. Companies don’t
list as much, or as soon, as they used
to — partly because there is plenty of
cash sloshing about off-market (so they
don’t need to) and partly because sticking
to the regulatory requirements of listing
1s boring and expensive (so they don’t
need to).

From the editor-in-chief...

Neither of those things can
be easily reversed. We might,
however, chuck in an incentive to
list. I'd go for lower corporation
tax for public companies over
private ones over a certain size.
All other ideas on this are very,
very welcome — email address
below — but financial incentives
do have a long and happy history
of working very well.

That said, on page 18
Matthew Lynn offers up an
exception: fund managers’
performance fees. Turns out they
hardly ever work (another black
mark against the poor Woodford
Patient Capital Trust, which only
charges an administration fee
and a performance fee).

Why? Because whatever anyone pays
you to do it, beating the market on a
regular basis is extremely difficult.

With that in mind, you might turn to page
24, where Sarah looks at the best dividend-
paying investment trusts.

They might not always bring you
the greatest of capital gains, but their
structures make them default long-term
investors; they are unable to limit your
access to your own money Woodford
Income Fund-style; and they have solid
records of raising their dividends year after
year after year. Which is nice.

L‘””l“’ (s A

Merryn Somerset Webb
editor@moneyweek.com

Loser of the week

De La Rue, which designs and manufactures 7.3
billion of the world’s banknotes every year, has
taken an £18.1m hit in its accounts because of
“outstanding accounts receivable” from the
Central Bank of Venezuela, which is “currently
unable to transfer funds due to non-UK related
sanctions”. Venezuela — where inflation hit
130,000% last year, had previously been a “very
good” customer, said chief executive Martin
Sutherland. Helen Willis, De La Rue’s chief
financial officer, added that “they really do want
to pay that debt”. It's been a bad year for De La

Good week for:

Rue, which also lost the contract to print post-

Brexit British passports to a Franco-Dutch
company, and has seen profits fall by 74% and the

share price by 30%.

moneyweek.com

Bad week for:

home has burntdown,” he said.

Gett

Rapper Jay-Z, real name Shawn Carter, has become the world’s first hip-
hop billionaire, says Forbes. The 49-year-old has had 14 number-one
albums and won 22 Grammys. He is also a shrewd businessman, with
a $310m champagne brand, a $100m cognac label and a $100m music
streaming service —plus a $220m investment portfolio, $70m of
artwork and $560m of property, among other assets.

Italian billionaire Pier Luigi Loro Piana was hoping to show off
“My Song”, his new £30m superyacht, at a regatta in Sardinia.
But disaster struck when the yacht, which had previously
competed in transatlantic races, fell off the cargo ship
transporting it from Mallorca to Genoa and sank. “Itis asif my

Britain’s triple heavyweight champion Anthony Joshua is nursing
his pride after a shock defeat to hitherto unknown Mexican-
American boxer Andy Ruiz Jr. Ruiz, who only agreed to the fight

. five weeks earlier after Joshua’'s original opponent failed a drugs

° test, was given little chance of winning, with odds of 25 to one

z against. Joshua can’t be too downhearted, though. Despite

o losing, he took home £20m from the fight. Ruiz pocketed £5m.

An anonymous Edinburgh family could be quids in after a small warrior figure
bought for £5in 1964 and since left in a drawer was identified as one of the lost
“Lewis chessmen”. It could fetch up to £1m at auction. A hoard of 93 ivory figures
was found buried on a beach on the Scottish island of Lewis in 1831. They are
believed to have been made in Trondheim in the 12th century.
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Alexander Rankine
Markets editor

Donald Trump’s trade policies display
“all the finesse of an elephant attempting
embroidery”, says The Economist.
Locked in an impasse with China, the
White House has now also initiated a
major trade escalation with Mexico.
America’s neighbour and largest trading
partner has until 10 June to clamp down
on the flow of migrants into the United
States or face tariffs of 5% on all imports.
The levy could eventually rise to 25%.

The move surprised markets, which
had thought that US-Mexican disputes
had been settled. Mexico’s peso slid to
five-month lows against the US dollar.
America’s S&P 500 has had its second-
worst May since the 1960s, losing almost
7% . The Trump administration has also
ended India’s special trade status, which
had eliminated some tariffs on Indian
imports, although the impact is expected
to be limited for now.

More damage to come

Washington’s decision to drag immigration
into the trade arena will disrupt ties
between two closely aligned economies,
says Jim Tankersley in The New York
Times. Car parts “often cross the border
as many as eight times as they travel
through the supply chain”, so a 5% tariff
on each crossing will compound quickly.
Meanwhile, official statistics estimate that
recent tariffs announced on China could
cost the average American household up to
$831 per year, erasing the impact of
2017’s tax cuts for all but the richest.

For the “lowest-earning fifth” of
taxpayers, who spend a higher proportion
of their incomes on imports, the tariffs

Nowhere to hide from the trade war

jd,.:

A few weeks ago, “l suggested
Mexico as a haven from the
trade war”, says John Authers
on Bloomberg. But the abrupt
targeting of Mexico shows that
there may not be any reliable
sanctuaries from Trump’s
tariffs. Ironically, the US and
China may be less badly
affected than elsewhere by
their own trade war, says

Tom Holland of Gavekal
Research. US exports account
for just 12% of GDP and there
Is room for the Fed to cut rates
in the case of a slowdown.

?
!
"L

Car parts cross the US-Mexican border up to
eight times as vehicles are assembled

amount to an “effective tax increase

of 1.1%”. Markets expect the Federal
Reserve to step in if things get too dire.

But as Michael Mackenzie points out in the
Financial Times, with the US economy still
looking reasonably healthy that may not
happen soon, presaging a “tough summer”
for stocks unless the White House
suddenly reverses course.

“The optimistic view” is that market
weakness could prod Trump back to the
negotiating table, says Tom Stevenson
in The Daily Telegraph. He regards the
level of the Dow as “the scorecard of
his presidency”. Yet this “Trump put”
argument ignores China’s “deep-seated
aversion” to being told what to do by
foreigners. If it has concluded that Trump’s
real aim is to keep China in “a state of

South Korea is already showing signs of strain

Trump turns his guns on Mexico

©Getty Images

permanent inferiority” then it may be loath
to cut a last-minute deal.

A convenient excuse
The direct effect of the trade war on
olobal GDP has been negligible so far, says
Capital Economics. A lot of trade has just
been redirected to other countries. Even
when you factor in the hit to confidence,
the standoff only accounts for a quarter of
the past year’s global growth slowdown.
Trade antics are a convenient excuse for
other problems, agrees Daniel Moss on
Bloomberg. China’s crackdown on debt,
not tariffs, is responsible for its long-term
slowdown. Some foreign businesses appear
to be using tariffs as a long-awaited pretext
o “reduce their China footprint”. Trump’s
“trade war needs to fire its PR team”.

“currency manipulator” by
Washington. That threat,
coupled with the sheer scale of
China’s manufacturing
iIndustry, makes it unlikely that
there will be a “wholesale shift
of manufacturing away from
China”, as some have
predicted. South Korea is one
Asian economy already
showing signs of strain.
Slowing global demand for
semiconductors helps explain
why GDP shrank 0.4% in the
first quarter. The Korean won
has fallen to its lowest levels in

China also enjoys similar
“policy room” for manoeuvre.
By contrast, about 45% of
Europe’s GDP comes from
exports, leaving the
continent’'s economies
exposed to a global trade
slowdown. Interest rates are

MONEYWEEK 7 June 2019

already negative. Japanese
and European carmakers
earned a reprieve from Trump
on new car tariffs last month,
but his capricious decision to
penalise Mexico is a reminder
that US policy can change at
any moment.

That unpredictability is a
problem for emerging markets
too, says Udith Sikand, also for
Gavekal Research. Vietham
has been a popular play for
those looking for a trade-war
winner, but it could soon find
itself being labelled a

two-and-a-half years, says
Sotaro Suzuki for Nikkei Asian
Review. With overseas
shipments accounting for
more than 40% of GDP,
worsening trade relations
have prompted foreign funds
to flee the country.

©@iStockphotos
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The flight into
dodgy debt

German bond yields are down
to all-time lows as market
turmoil causes investors to pile
Into fixed income, no matter
how overpriced. The yield on
the benchmark ten-year bond
touched -0.219% on Monday,
with investors apparently
unperturbed by the negative
vield. Bond yields move
inversely to prices, so when
vields fall —even below zero -
that still implies a capital gain
for bond holders.

Bond bullishness was not
limited to Europe’s most rock-
solid country. Investors have
even been lapping up ltalian
debt, notes Nikou Asgari in the
Financial Times. Rome issued
€4.6bn of bonds last week, with
“demand for the five-year
bond” at its highest level since
August last year. Ten-year
Italian yields hit a two month-
low of 2.48% this week.

Yet Rome’s borrowings
have reached an eye-watering
€2.4trn, or 132% of GDP.
Far-right League leader Matteo
Salvini recently announced
plans to spend a further €30bn
on a flat tax, aclear provocation
at atime when the European
Commission has already
warned Rome about its
profligacy. “ltaly’s debtis
less sustainable than that of
Greece,” says Simona
Gambarini of Capital
Economics. “If growth in Italy
deteriorates, concerns about its
debt sustainability are likely to
intensify.” That means that,
extraordinarily, “it may now be
more risky to hold Italian bonds
than Greek ones”, writes
John Ainger on Bloomberg.

Has Bolsonaro bIown it?

Brazil’s Ibovespa stockmarket
benchmark has given investors
a thrilling ride over the past
few months, but reality is
now beginning to set in.
Local equities, which account
for about 7.5% of a typical
emerging markets exchange-
traded fund, rallied almost
20% after the election of
President Jair Bolsonaro last
October. Yet poor recent data
and a succession of political
missteps have cast doubt on
whether he can pass promised
structural reformes.

Brazil endured a severe
recession in 2015 and 2016
and a tentative recovery has
NOW gone into reverse, says
Jettrey Lewis for The Wall
Street Journal. The economy
contracted 0.2% in the first
quarter, the first fall since
2016. A deadly dam accident
in January weighed on the
mining industry, which saw
output fall a whopping 6.3%
quarter-on-quarter.

Early signs suggest that the
second quarter has also been
“very weak”, writes William

Jackson for Capital Economics.

“There is now a real risk that
the economy will slip into a
technical recession”.

Crucial change

Tackling long overdue reforms
would bolster confidence,

but there has been scant
progress on that front. Brazil’s
unsustainable public-pensions
system — many people retire

Viewpoint

the technology sector...

2001...

period...

they be amply rewarded.”

Barry Ritholtz, Ritholtz.com

“On 31 May, 1999... Barron’s... was
warning about market risks, especially in
Over the next
few years, Amazon’s stock would drop
95%, eventually falling to below $6 in
lvet] Amazon has [also] risen
4,606% since Barron’s published [that]
column, with an annualised average
return of 21.1% — about quadruple what
the S&P 500 returned over the same

|So] anytime some company is
said to be ‘the next Amazon’ (or Apple or
Microsoft), keep in mind that most

people would be unable to withstand the ”
sort of pain and wealth destruction that
goes along with investing early, even if
the ups and downs are temporary.
Only if investors can withstand the
subsequent drawdown —in Amazon'’s
case, 83% in 2000; 73% in 2001; 41% in W
2004;46% in 2006; 64% in 2008 — will

©Getty Images

Brazil’s president bas proved a disappointment

in their fifties on as much as
70% of their final salary —1is

a key concern for investors.
More than 40% of the federal
budget is devoted to social
security. Unchecked, the
egrowing national debt will be
equivalent to the size of the
entire economy by 2023.

Bolsonaro wants to shore up
the system with measures that
could save one trillion Brazilian
reais (£203bn) over a decade.
Yet getting anything through
“the political juggernaut of the
Brazilian Congress is not for
beginners”, says Esther Solano
on theglobalamericans.org.
“There are 513 deputies from
30 different parties”.

The trouble is that instead
of playing the diplomat, the
combative Bolsonaro has
managed to offend key power
brokers. Amid government
infighting, “Bolsonaro’s

political ineptitude has started
to dominate the narrative”.
Even the country’s conservative
press 1s turning against him.

Investors have also rapidly
become disillusioned with the
new regime, notes David Biller
on Bloomberg. A survey of
money managers, eCOnomists
and traders found that approval
of the government fell to
just 14% in May from 86%

In January.

There is still much to like in
Brazil for long-term investors:
soft and hard commodities,

a large population, and an
expanding middle class.

A cyclically adjusted price/
earnings ratio (Cape) of 16,
among the lowest in the world,
suggests that much of the
political turbulence has been
priced in. The next few months,
however, are unlikely to prove
especially lucrative.
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B The yellow metal is shining in Oz

Investors seeking promising
gold miners should look Down
Under, says Markus Bussler in
German business weekly Der
Aktionar. Unlike their North
American counterparts, local
producers didn’t binge on
acquisitions at the peak of the
gold bull marketin 2010 and
2011, so their balance sheets are
virtually debt-free, helping
them take over peers in North
America now. The gold price
expressed in Australian dollars
has climbed to a new record
peak above $1,800 an ounce as
the Australian dollar has
declined in foreign-exchange
markets. Australian producers
make their sales in the local
currency, while operating costs
are around $1,200 an ounce, so
margins are healthy. Northern
Star and Saracen Mineral are
worth researching.

7 June 2019  MONEYWEEK
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MoneyWeek's comprehensive guide to this week's share tips

Three to buy

Momney Observer

This educational products
supplier sells I'T equipment

and footballs to schools,

and e-marking software to
examination boards. The group
took a major hit when the

Three to sell

government’s Building Schools
for the Future programme was
axed in 2010, but the hangover
has left the shares cheap even as
it has managed an impressive
turnaround to become “highly
profitable” once more. A price/
earnings (p/e) ratio below 12
looks good value for “a decent
business”. 236p

The Renewables
Infrastructure Group

The Sunday Times

This FTSE 250 green investor,
known as “Trig”, owns wind,
solar and battery farms across

AA

Investors Chronicle

Shares in the A A have lost more
than three-quarters of their
value since they listed in 2014.
Paid personal membership
continues to decline, slipping
2% in the year to the end of
January to 3.21 million. That
has prompted more spending,
designed to “attract and retain”
customers, which in turn has
put pressure on margins.

The group is “drowning in
debt” and a Financial Conduct
Authority study of insurance
pricing practices could generate

...and the rest

Europe. Last year its assets
generated enough electricity to
power more than half a million
homes, with most earnings
coming from reliable fixed-
price contracts and subsidies.
The shares trade ata 12.9%
premium to net asset value,
but that is similar to peers and
thereisa 5.6% dividend yield
to boot. 126p

Royal Dutch Shell
Shares
A market cap of more than

£200bn makes the Anglo-
Dutch o1l major by far the

largest company on the UK
stockmarket, accounting

for about 10% of the FTSE
100 index. That makes its
performance and generous
dividend — it yields 5.7% —a
crucial consideration for most
British investors. Some worry
that the long-term shift to
renewable energy will leave

it obsolete, but the world will
not wean itself off fossil fuels
overnight. That means Shell,
which has not cut its dividend
since World War I, should
remain a core income play for
some time. 2,552p

regulatory problems.
Avoid this “value
trap”. 58.8p

Marks & Spencer
The Mail on Sunday
[nvestors in M&S
have endured yet
“another set of
disappointing
results”. A
faltering
turnaround has
left the shares

at a ten-year

low and down
more than 40%

since Steve Rowe took charge
three years ago. The retailer is
pinning its hopes on a tie-up
with unprofitable Ocado,
which is to be funded by a one-
for-five rights issue at £1.835.
All but diehard “loyalists”
should sell their rights in the
market rather than take them
up, and consider opting for
some “higher growth and
better-value retailers”. 225p

Restaurant Group
The Sunday Telegraph
The recent collapse of Jamie’s

%Italian is a reminder that

high-street dining can make
for a perilous investment.
Restaurant Group operates
more than 650 sites in an
overcrowded market. The
group’s “tired formats”, such
as Frankie & Benny’s, are

too often to be found in bad
locations, such as struggling
leisure parks. Last year’s pricey
£559m Wagamama acquisition
was meant to correct that,

but it may not make up for
weakness in other brands.
Given the risks, this firm “is a

long way from being dish of

the day.” 130p

The Daily Telegraph
Impressive loan-book growth
at specialist lender OneSavings
Bank suggests that the

“death of buy-to-let has been
greatly exaggerated” (407.4p).
Shares in investment platform
AJ Bell have enjoyed strong
price momentum since listing
in December, but on 44 times
forecast earnings it would be
wise to take profits (423p).

Investors Chronicle

Some of the best returns come
from early stage tech firms.
Venture capital business Draper

Esprit offers a ticket into a
world that is difficult to access
for retail investors and boasts
an excellent record (461p).
Specialist I'T training and
consultancy business

FDM is delivering steady
growth and pays a 4.2%
forward dividend yield (943p).

The Times

Energy, healthcare and
technology distribution
specialist DCC s highly
disciplined and its different
business lines offer
diversification (6,668p).

A German view

SANNE Group is a funds

administrator carrying out
back-office paperwork for
firms. Growth has been strong,
but with the shares more than
tripling since listing in 2015
they now look fully valued —
avoid (685p). New government
subsidies for

(1,044.5p). The brick market

i1s structurally undersupplied,
so market leader Ibstock

could make for a “useful
building block” in any
portfolio (242.7p). Motor-
finance lender S&U offers the
“winning combination” of a
high dividend yield and growth

offshore ‘ at a decent price
electricity - | (2,220p).
generation could 1 Technology
“put the wind giant-focused
back” into Scottish Mortgage
energy firm SSE’s Trust looks a

: - %
“sails after a &

torrid year” — buy

IPO watch

“superb” long-term
investment (507.5p).

Building materials are a long-term growth market, says
WirtschaftsWoche. Population growth, urbanisation and
investment in infrastructure are boosting global demand for
concrete, cement and aggregates by 2%-3% a year. That bodes
well for LafargeHolcim, the industry’s biggest player with a
market capitalisation of €28bn. It is heading for a record year.
The building booms in North America and Europe, which jointly
comprise 49% of sales, are keeping order books full, while rising
cement prices in India are also fuelling growth. Sales climbed by
6% year-on-year in the first quarter while operating profits
jumped by a fifth. The stock yields almost 4%.

MONEYWEEK 7 June 2019

The online rail and bus ticket sales platform Trainline is setto
float in London next month, says Elizabeth Burden in The Times.
The group, which now sells tickets for 220 rail and bus brands in
45 countries, was founded by Virgin Trains in 1997. It was
subsequently owned by two private-equity companies. The
second, KKR, is now taking it public after acquiring it for £500m
In 2015. Trainline plans to raise around £75m to fund future
growth. Its initial public offering (IPO) could see it reach an
overall value of £1.5bn. Business is booming: sales have doubled
since 2015, reaching £3.2bn in the 12 months to February 2019.
Operating profits jumped to £10.5m after three years of losses.

moneyweek.com
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City talk

@ Hopes that new chief
executive Andrew Davies
could deliver a period of
stability for investors in Kier
Group have been “summarily
consigned to the kitchen bin”,
says Alex Ralph in The Times.
The engineering group, which
Is working on HS2 and
Crossrail, warned that annual
profits would be £25m lower
than expected. At the same
time, restructuring costs will
now be £15m higherthan
expected. The shares have
plunged 41% to a 20-year low.
Analysts now warn that “the
company could be heading
for the same fate as Carillion”,
which went into liguidation

in January.

But comparisons with
Carillion are a bit overblown,
says Matthew Vincent in the
Financial Times. Kier doesn’t
rely on “a few huge low-
margin construction
contracts”. However, the
recent announcements go
beyond simple “kitchen
sinking”. The losses stem

from “a circa-£250m collapse
in revenue from Kier's day-

to-day highway, home
maintenance and building
operations”. If Davies can't
cut costs further, he will need
to sell assets to pay down

more debt, “before investors,

or lenders, pull the plug”.

@ German chip giant Infineon
has announced a $10bn bid
for Cypress Semiconductor,
says Stephen Wilmotin The
Wall Street Journal.
Shareholders aren’t buying it:
Infineon’s stock has fallen by
10% on the news. No wonder.
Infineon is setto end up
borrowing $7bn, more than
twice the companies’
combined operating earnings.
While there may be some cost
savings, they “aren’t huge”
and are dwarfed by the
premium Infineon is paying.
Even the fact thatthe
combined company “would
be the world’s largest
semiconductor supplierto
the automotive industry,”

Is a “mixed blessing“as car
sales are “flat or sliding in
major markets”.

moneyweek.com

Taking on Big Tech

US regulators have launched a concerted attack on the Silicon Valley giants.
Could their glory days soon be over? Matthew Partridge reports

Investors have “pummelled”
technology stocks, says The New
York Times. Facebook shares fell
by more than 7% last Monday,
while Google and Amazon
shares were also sharply lower.
US regulators are reportedly
“divvying up antitrust oversight
of the Silicon Valley giants”, with
the Justice Department agreeing
“to handle potential antitrust
investigations related to Apple
and Google, while the Federal
Trade Commission will take

on Facebook and Amazon”. At
the same time, lawmakers are
investigating “whether they have
stifled competition and hurt
consumers”, and are even considering updating
antitrust laws “to keep up with an industry that
didn’t exist when antitrust laws were written”.

It’s “hard to deny” that the big tech
companies enjoy a huge degree of market
power, say Robert Cyran and Gina Chon on
Breakingviews. For example, Amazon “controls
about half of the US e-commerce market” while
Alphabet dominates internet advertising thanks
to a 95% share of mobile search. An antitrust
investigation is a “no brainer”. Still, the agencies
will “struggle to prove that consumers are being
harmed by their huge scale” especially since
Internet users are “lavished with free services”
by Google, while Amazon provides “countless
products at generally low prices”. After all, a
previous investigation into Google “ended with a
whimper” in 2013.

Regulators “would do well to remember that
past crackdowns on tech behemoths have come
only after good old competition did their job for
them” says Dan Gallagher in The Wall Street
Journal. For example, Google, and its parent
company Alphabet, “is showing — on its own —
that it is far from invincible”. For instance, its

America’s antitrust police are on the warpath

search dominance has failed to translate into
other markets, such as smartphones, where
Google Pixel has a mere 1% share.

Is the sector’s time up?

But things could be different this time. The
tech giants “should be quaking in their fleece
vests”, says Shira Ovide on Bloomberg. This
is because any investigation “will no doubt
be broad, lengthy, messy, and impossible for
Google and its investors to predict”, especially
“once the US government pores over every
internal email and business... contract”. This
“will also be an open invitation for every
company or individual with a gripe against
Google to pile on”. Of course, if the Feds
discover anything this will “embolden critics
of Facebook, Amazon and other tech giants
as well”. What’s more, for the first time, tech
is facing “political heat” from both sides of
the political spectrum, says Edward Helmore
in The Guardian. Overall, experts agree that
the latest move confirms that “the days of the
essentially unregulated ‘Wild West’ for big
tech could be nearing an end”.

“Disquiet” over a proposed
€33bn merger with Fiat
Chrysler (FCA) has caused the
Renault board to postpone a
key vote on starting talks, says
Adam Sage in The Times.
Nissan, which currently has an
alliance with Renault, and owns
15% of the French carmaker,

Fiat Chrysler and Renault: a doomed deal?

It won't work, says Jeremy
Warner in the Daily Telegraph.
Electrification and self-driving
cars pose a “monumental
challenge” . But “however
much the car firms merge and
cut their costs, it's very unlikely
—~ {0 be them that makes the

. weather in the brave new world

has displayed “a conspicuous
lack of enthusiasm” for the tie-up.
If both sides want to remain
competitive, they have “little
choice” but to go ahead with
the deal, says John Gapper in
the Financial Times. Owing to
the “escalating costs of
software and hardware”, which
can reach $2bn to develop for
each new car platform (a
shared set of design,
engineering and production

efforts and major components),

the key to staying profitable is
to join forces. Moreover, the
global industry plans to invest
$61bn in autonomous vehicles
on top of $255bn in electric
vehicles by 2023, and here
again there is strength in
numbers. The car industry may
still be “nationally divided”, but
car companies are realising
that “the cost of independence
Is prohibitive”.

of electrification”. Besides, the
“challenges of marrying very
different cultures, ways of
operating and legal
frameworks” will negate “any
supposed synergies and cost
benefits”. The current
turbulence between Renault
and Nissan, as well as
Chrysler’s 1990s merger with
Daimler-Benz, which
“descended into acrimony “,
presage failure this time, too.
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Who will be the next PM?

That will be decided by 124,000 Tory party members But will it change anything? Emily Hohler reports

Donald Trump may have been elected

by just 46% of 63 million Americans,

says Simon Jenkins in The Guardian. But
Britain’s next prime minister will be chosen
by 124,000 members of a “benighted
Conservative party”. And those members
must choose between two candidates
selected by their party’s 314 MPs. Theresa
May resigns on Friday, and her successor
1s expected to be selected by the week
starting 22 July. At the moment, the

most likely outcome is Boris Johnson and
Michael Gove being offered to members,
and Johnson being chosen. Eleven MPs are
currently in the running, but the numbers
are expected to be whittled down fast as a
new ruling by the 1922 Committee means
that an MP now requires the support of
eight MPs in order to enter the contest,

say Patrick Scott, Ashley Kirk and Asa
Bennett in The Daily Telegraph. At present
the frontrunners are Johnson, who has the
publicly declared support of 40 Tory MPs,
and Gove, who has the backing of 26.
Jeremy Hunt and Dominic Raab have the
support of 25 and 22 respectively.

The Michael Jackson strategy

[f you look at the parliamentary numbers
for May’s leadership challenge and three
Brexit deal defeats, the majorities “provide
a good rough estimate between the

centre — loosely defined as former May
loyalists and Brexit deal backers —and

the right among Tory MPs, which 1s now

broadly 62:38,” says Martin Kettle in The
Guardian. With around 180 of 314 Tory
MPs yet to publicly back a candidate,
centrist candidates are “fishing in a
significantly bigger pool of votes”. This is
not the impression you get from the media
coverage, which “depicts the contest as one
in which the Tory centrist candidates are
jockeying to appeal to the parliamentary

i i e e S £

party’s right-wing hard-Brexit minority,
and to the millions of voters who flocked
to” Nigel Farage’s Brexit Party during

the European elections. This will be

the first time grassroots members have
chosen a prime minister. This is a serious
responsibility. And a lot can happen on the
campaign trail. Johnson “blew up on the
launchpad” in 2016. The contest is much
more open than many people think, and
1t’s not impossible that an outsider such as
Rory Stewart, who seems to have grasped
that this election isn’t a “race to appease
the hard right”, could surprise us.

It is notable that Johnson now has the
backing of Robert Jenrick, Rishi Sunak
and Oliver Dowden, all seen as “sensible
centrists” whose decision will encourage
other One Nation rising stars to “get on
board”, says Matt Chorley in The Times.
In a piece for the paper, the trio warn
that the Tories face an “existential threat”
and that only Johnson can save them.

At his first major set of hustings this week,
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 Johnson leads the field

Johnson insisted he was “best placed to beat
Jeremy Corbyn and put Nigel Farage back
in his box”, and said it was critical to deliver
Brexit by 31 October. While acknowledging
that most centrist Tories will not
countenance a no-deal exit, he said that any
government should prepare for one. “The
more determined we are to pursue no-deal,
the less likely we will have to deploy it.”
And there you have it, says Daniel
Finkelstein in The Times. Unfortunately,
no candidate, Johnson included, has a
“brilliant but secret” solution to Brexit.
“If he hasn’t already gone public with
a startling scheme,” he hasn’t got one.
Quite, says Marina Hyde in The Guardian.
Ultimately, “a ‘new face’ is going to solve
the Tory party’s underlying problems
about as much as a ‘new face’ used to solve
Michael Jackson’s underlying problems”.
My advice 1s to start drinking as soon
as you see the opening credits for this
election’s TV debates. “Then keep doing it
until the mid-2030s.”

Trump dangles a post-Brexit trade deal

.ﬁk

Trump: sparking uproar
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Even before arriving in London
on Monday for a three-day
state visit, Donald Trump was
causing controversy, “weighing
in with views” on Theresa
May'’s possible successor, says
The Economist. He told The
Sun that Boris Johnson would
be an “excellent” leader.

He also criticised the UK's
Brexit negotiating strategy,
suggested that Nigel Farage
should assist in negotiations,
and urged a clean break if the
EU refused to meet its
demands, saying he would go
“all out” for a rapid trade deal
with the UK. Meanwhile,
protestors were out in force
with their giant inflatable baby
Trump, and prominent figures
including Jeremy Corbyn and

Vince Cable refused invitations
to a state dinner on Monday.
Trump will always attract
critics, but he'll also attract
“plenty of love”, says Peter
Foster in The Daily Telegraph.
However, Brexiteers and
pro-Trumpians who think heis
offering a trade deal as well as
America’s “hand of friendship”
have “completely overlooked
what the Trump doctrine is all
about”. When Trump says
“America First”, thatis what he
means. On Tuesday, he
“sparked uproar” after telling
reporters that the US should
have market access to “every
sector” of the UK economy,
including the NHS, says
Matthew Weaver in The
Guardian. He later backtracked

on this. But there are
“widespread concerns” about
US firms promising to provide
“cost-cutting health services”
and selling food produced to
lower standards, such as
chlorine-washed chicken.

The problem for any new PM
is that a US trade deal would be
the single biggest way to offset
lost EU trade post-Brexit, say
George Parker and James Blitz
inthe FT.In 2017, the US
accounted for 18% of UK
exports and 11% of its imports;
the EU represented 45% and
43% respectively. Downing
Street insists that it will not
accept any lowering of food or
environmental standards, but
Washington will expect, and
demand, “big concessions”.

moneyweek.com
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The anniversary of a massacre

[tS been 30 years since the Tiananmen protests and reform looks as distant as ever. Matthew Partridge reports

On the 30th anniversary of
the “bloody crackdown” on
protesters in T1ananmen Square
in 1989, a top Chinese official
has attempted to justify the
action, says Alessio Perrone in
The Independent. During a
speech in Singapore, defence
minister Wei Fenghe said that
the massacre, which resulted
in the deaths of thousands

of unarmed protestors, was
the “correct policy” to deal
with “political turmoil”.

Even acknowledging that the
massacre took place is rare

for the regime, and reports on
what took place are “heavily
censored” on the mainland.
Every year, police detain
“dozens of activists, journalists
and critics in the run-up to the
anniversary” of the protests.

Locked in a virtual cage

The government’s refusal to apologise is
an “ice-cold reminder” that China “is still
ruled by a regime ready to use force to stay
in power”, says The Times. There were
hopes in the West that economic reform
would “endow the regime with a sense

of global responsibility” and it would
reform along liberal lines, but the country
has instead simply “developed a version
of the autocrats’ social contract” — where
people give up their freedom in return for
a promise of improving living standards.
So, politically, China remains “a Leninist
state afraid of challenge from the dead

as much as the living” — where dissidents
are “locked away”, Uighur Muslims
“Incarcerated in sinister re-education

It is just over three
years to the day since
| launched this
column by
predicting (correctly, as
it turned out) that Remain
would get between 45% and
b5% of the vote in the EU
referendum. Since then |'ve
expressed my views on
everything from the post-
referendum challenge to
Jeremy Corbyn to the recent
Australian general election.
I've also had a look atthe
available research on various
betting strategies, from
backing “steamers” to the
iIssue of whether favourites or
long shots offer better value.
As you might expect, |I've
had both successes and
failures. Like most people, |
was taken by surprise by
Donald Trump’s victory in the
2016 US presidential election
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“The anniversary is an ice-cold reminder

that China is still ruled by a vegime ready to use

force to stay in power”

camps”, and a surveillance state set up that
“places people in a virtual cage”.

While political reform seems as distant
a prospect as ever on the mainland, things
also seem to be getting increasingly worse

in Hong Kong, the former British territory

handed over to China in 1997, says The
Wall Street Journal. In theory, the 1997
handover agreement guarantees that the
Chinese government will respect civil
liberties until 2047. Tens of thousands

of Hong Kong citizens take advantage

of the more liberal atmosphere to attend
vigils to mark the massacre. However,
China’s “growing economic and political
clout” has “increased fears about eroding
freedoms decades before that deal
expires”. Indeed, there are worries about

and the hung parliament that
resulted from the 2017 UK
general election. But at the
same time | correctly predicted
Emmanuel Macron’s victory in
the 2017 French presidential
election and | predicted that
the Democrats would retake
the House of Representatives
inthe 2018 US midterm
elections. I've also had a
strong record in Australia, with
all but one of my ten bets on
the region paying off.

Overall, I've recommended
138 bets (or 214 if you count
each individual tip separately
in a combined bet). Two of
those, on the cancelled 2017
Manchester Gorton
by-election and the postponed
December vote on the
Withdrawal Agreement, were
voided, while others are still
pending. Of those that have
been resolved, 76 out of the

child po
still has

It nevert

113 combined bets paid off for
an average profit of 19.8%; 83
out of the 160 individual tips
paid off, for a profit of 10.9%.
This is above our target of 10%
for the individual tips and 15%-
20% for the combined bets.
So, what lessons have |
learned from the three years?
The biggest one is that the true
value frequently lies in
relatively obscure markets, or
the submarkets on bigger
contests. While a lot of these
markets are novelty bets that
are a waste of time, the
discerning punter can
root out some hidden
opportunities. For
example, my most
profitable individual
tip was the 18/1 on
Elaine Duke (pictured)
being the firstto leave
Trump’s cabinet. This
came about as a result of

proposed laws making it easier
to extradite people to China, as
well as future plans to outlaw
“seditious remarks and actions
against Beljing”.

Despite the political
repression, however, the
Chinese people seem willing
to put up with the regime as
long as it delivers economic
prosperity, says Lucy Hornby
in the Financial Times. Indeed, if
30 years has taught us anything,
it’s that “a prosperous middle-
class China” will not necessarily
turn against the ruling
Communist party, as many
outside observers had expected.
Chinese people in their teens
and 20s “have no direct
experience of the inflation,
shortages and corruption that
brought their parents’ generation
on to the streets”, and a sense

that China is finally the equal of the US has
dampened demands for democracy.

Still, things could change quickly, and
there are signs that “the social compact in
which obedience is secured by better living
standards is fraying as growth slows”, says
Peter Sweeney for Breakingviews. Rising
inequality, low wages and long hours are
creating the conditions for mass protests,
especially considering China’s government
“is again asking youth to bear the brunt of
the economic burden, from bad debts to the
trade war”. The legacy of its repressive one-
icy also means that, while China
ower living standards than Russia,
neless “has the demographic profile
of a far richer country”, storing up problems
for the future.

noticing that her replacement
had already been announced
and was awaiting
confirmation, something the
bookies had overlooked.
Another useful lessonis to

bet only when you feel that
you have an edge. Bookies
usually protect themselves by
arranging things so that the
collective odds of all possible
events add up to more than
100% (usually 110%-120%).
This meansthatif you just bet
blindly, you're going to lose a
good chunk of your money.
While | have tried to
strike a balance
between frequent
tips and good
returns, it's
noticeable that my
best returns have
been when there
have been plenty of
bets on offer.
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News

Washington DC

Global industry slows sharply:

Slower growth and trade tensions

are denting confidence among
manufacturers across the world.

The US purchasing managers’ index
(PMI) tracking the manufacturing
sector has slipped to 52.1, the lowest
level in Donald Trump’s presidency,
reports Bloomberg. It is still above

the 50 mark separating contraction
from expansion; other countries’
PMIs have fallen below it. Output in
Europe fell to a six-year low of 43.2.
Japan’s PMI slipped to 49.8 while both
China and Korea slipped below 50.
UK manufacturing output fell for the
first time since July 2016; the index
decreased from 53.1 in April to 49.4 in
May. The sector had previously been
artificially inflated and manufacturers
are now having trouble shifting goods
because their customers had been
stockpiling supplies in advance of the
UK’s proposed withdrawal from

the EU on 29 March. The global
manufacturing PMI declined to 49.8,
a seven-year low.

Cupertino, California

Apple kills iTunes: 1 Tunes,
Apple’s bloated, glitchy
and user-unfriendly music
software, is finally to be

killed off after 18 years.
It began life in 2001,

offering users the ability to

New York

Trade war hits Tiffany: US jeweller Tiffany & Co.
became a prominent victim of the Sino-US trade
dispute this week. It trimmed its full-year earnings
growth forecast to a low-to-mid single-digit percentage
range, having previously predicted mid-single-digit
growth, because it expects Chinese tariffs on its goods
to climb to 25% from 10%-15% now. Meanwhile,
global sales slipped by 3% year-on-year in the quarter
to the end of April; sales to tourists in the Americas fell by i

25%, with sharper declines among Chinese tourists.

The Chinese are being encouraged to spend more at home with reductions in import duties
and VAT. Nor will it help matters that trade hostilities are intensifying and the Chinese
Ministry of Culture and Tourism has issued a warning against travel to the US because of the
“frequent” shootings, robbery and harassment by law-enforcement authorities, a statement
that left Tiffany’s chief executive Alessandro Bogliolo “not happy”. The number of Chinese
tourists visiting the US slipped to three million in 2018, down from 3.2 million the previous
year — the first annual decline since 2003.

make digital copies of their CDs.
In 2013 it offered songs to download for 99 cents
each (99p each in the UK) and add to an 1iPod digital
music player. It eventually grew to encompass
podcasts and videos. But with the rise of mobile
phones and streaming services it became less and
less relevant, and development was neglected.
Apple will replace the service with Apple Music,
Apple Podcasts and Apple TV when users update
their machines with the new Catalina operating
system — although Windows users will be spared
for now. Anyone worried that they will lose their
downloaded music has been assured that it will be
transferred to the Apple Music app. One reason for
i Tunes’ death is the launch of Apple’s Netflix-style
video-streaming service, says The Guardian, for
which Apple needed a dedicated video app.

The way we live now: the revolt against smart locks

What if you just want a key?

MoONEYWEEK 7 June 2019

use the app were allowed in a side
door that didn’t have access to the
building’s lift or their postboxes.
Mysak, who is 93, blind in one eye and
lives on the third floor, can’t use a
smartphone so he became a prisoner
in his own home. The smart locks are
installed on more than 1,000 apartment
buildings in the city; this settlement
made physical keys a “required
service”. Linda Rosenthal, a member of
the New York State Assembly, has
proposed legislation to restrict the data
that landlords can gather and ensure
that tenants have “a traditional
method of getting into their homes”.

Tenants in a New York building are
celebrating after their landlord was
ordered by a courtto provide a
traditional lock and keys so they can
enter their building, says Alfred Ng on
cnet.com. Mary Beth McKenzie and
her husband, Tony Mysak, led a group
of five tenants who sued after the
landlord had installed “smart locks”,
which required them to use a
smartphone app to open the door. The
app comes with “an extensive privacy
policy” that allows it to collect data for
marketing purposes and track people
with a satellite navigation system.
Tenants who didn’t want to or couldn’t

moneyweek.com
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Portsmouth
P2P lender goes bust: Lendy, the was like “watching a slow-
peer-to-peer (P2P) platform that motion carcrash”. When Lendy

lends money to property went bust it had £160m of
developers, has collapsed after outstanding loans; more than
intervention from the Financial £90m was in default. With the
Conduct Authority. Lendy was group “dogged by questions

setupin 2013, and was one ofthe overthe quality of its
bigger P2P property lenders with  borrowers... [and] management”,
around 22,000 investors tempted says Hurley, investors should

by advertised returns of up to “brace themselves for a

12% and assurances that they significant hit”. More P2P groups

could hand their money over with  could go under, Roger Gewolb of

“complete peace of mind”. But FairMoney, a loan broker, told

with borrowers repaying late or The Daily Telegraph. He expects _

not at all, arrears had been “at least one large player” to go  —_

mounting —one observer told In the next year “, alo ng with up ; LEHd‘_}’ bas been sunk b}r bad borrowers

James Hurley in The Timesthatit toadozen smallerfirms.

Khartoum

Sudan’s counter-revolution: Sudan’s
armed forces have attacked pro-
democracy protestors who had staged a
sit-1n outside the army’s headquarters in
Khartoum, killing at least 60, says The
Economist. It was the “worst violence”
since demonstrations toppled Sudan’s
“brutal dictator”, Omar al-Bashir, in
early April. The Sudanese Professionals
Association, which “spearheaded” the
uprising last December, has declared a
campaign of “total civil disobedience”
to oust the junta that took power in
al-Bashir’s place. Although the army
and the protest movement had agreed
on some issues, they had not “reached
an agreement on the most contentious
one of all: who would be in charge of
the sovereign council that would oversee
the move towards democracy”. Now
that the generals have won the support
of autocrats in Egypt, Saudi Arabia

and the United Arab Emirates, they are
no longer even bothering to “disguise
their reluctance to cede power”. So the
Sudanese revolution “is fighting against
four governments”, says Nesrine Malik
in The Guardian. The international

- community, so appalled by Bashir’s
human rights abuses that it subjected the
country to years of crippling economic
sanctions, “has now moved on”.

Canberra

Interest rates cut to record low: Australia’s

central bank, the Reserve Bank of
Australia, has cut its key interest rate to
1.25%, a record low. Governor Philip
Lowe (pictured) said the move should

cut unemployment and bolster subdued

inflation of 1.3%. It seems unlikely to

do the trick, however. Australia has set a

Pretoria

South African economy shrinks: South Africa experienced its worst
quarterly slump in a decade in the first three months of 2019,

with GDP shrinking by an annualised 3.2% and “ratcheting

up the pressure on President Cyril Ramaphosa to revive the
continent’s most industrialised country”, says Joseph Cotterill in
the Financial Times. The contraction, blamed on a wave of recent
power cuts, reflects poorly on the president’s economic stimulus
and recovery plan, launched in September 2018. In November,

Eskom, the state power utility, was forced to ration electricity record for a developed country by growing for 27 years without
for the first time since 2008 to ease pressure on the national grid,  a recession, and a downturn looks long overdue. It’s also hard
which is creaking after years of poor maintenance. This has to see where more growth can come from, given that a credit
caused particular problems in power-intensive industries such and housing bubble were key to the long expansion and they

as mining and manufacturing. South Africa hasn’t expanded are now hissing air. Consumers owe 121% of GDP, compared

at more than 2% annually since 2013: corruption, cronyism with 78% in the US and 57% in Japan, so they will have little
and overspending under Ramaphosa’s predecessor Jacob Zuma appetite for further borrowing. They are also rattled by sliding
undermined confidence. The International Monetary Fund house prices and a recent uptick in unemployment to 5.2%.
warns that the country’s economic growth outlook “will depend =~ Household spending accounts for 60% of GDP. Meanwhile,
critically on the pace of implementation of reforms that address China’s slowdown is another headache, as the Middle Kingdom
long-standing structural constraints”, says IOL Business Report. buys 30% of Australia’s exports. Demand for iron ore, the biggest
These include strengthening governance, increasing labour export, 1s set to decline over the medium term as China cuts back
market flexibility and improving public-enterprise efficiency. on infrastructure spending to rein in debt.
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Briefing

What is 5G and why does it matter?

The next-generation system for delivering data to mobile phones promises to be better and faster

What's happened?

5G stands for “fifth generation”, meaning
the latest, once-in-a-decade upgrade to the
wireless systems that deliver data to mobile
phones —an upgrade that will ultimately
bring much faster connection speeds,

better connections, and greater capacity.
Strictly speaking, 5G means the updated

set of international standards —ie, the
technical ground rules — that govern how
cellular networks operate, the details of
which were hammered out last May. These
standards cover all aspects of the working
of a cellular network, including the radio
wave frequencies used and how components
such as computer chips and antennas handle
radio signals and exchange data.

What were the previous “G"s?

1G refers to the first generation of wireless
mobile-phone technology in the 1980s,
introduced in 1979. 2G arrived in 1991,
and the next decade saw mobile phones go
mass-market, handsets get smaller, and text
messaging take off. The first 3G networks
were launched in 1998, but it was slow to
catch on, and only really found its killer
app with the advent of smartphones from
2007 onwards. Indeed, it was only with the
advent of much-faster 4G, from 2008 on,
that mobiles lived up the promise of 3G.

Why is 5G such a big deal?

Partly, it’s about speed. A typical decent
download speed on 4G is about 20 Mbps
(megabytes per second). EE reckons its 5G
users will achieve ten times that, and as the
technology matures it’s expected to get even
faster. So an HD film that takes 30 minutes
to download now will in future be done in
under a minute. In practice, says Alex Hern
in The Guardian, “almost everything you
would do with a 5G connection would be
instant, or limited by factors other than
connection speed”. But while speed might
be the way to get
early adopters to shell
out premium prices,
the real advantages
are less flashy, but
arguably more
important: capacity, coverage and latency.

Why more important?

Take capacity. A typical SG tower will

be able to handle 100 times more unique
devices, according to Huawei’s Paul
Scanlan, meaning that overloaded base
stations become a thing of the past (and
potentially make separate home broadband
connections redundant). Moreover, 5G
standards mean that those base stations
can be far smaller than previously possible
(about the size of a mini-fridge). That
means that masts can be put up much more
cheaply in far more locations than were
previously possible — boosting coverage, and
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“The investment required is
estimated at several hundreds

of billions of pounds”
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connecting at least one million devices per
square kilometre. Together with latency of
virtually zero, these factors promise a far
more reliable network — and open up new
(and as yet unimagined) uses for 5G, with
the ability to expand beyond computers and
phones to encompass the cloud and a whole

new universe of “internet of things” devices.

What is latency?

Latency refers to the fraction-of-a-second
time lag between issuing a command on a
device and the device responding.

In practice, it’s a measure of the speed at
which a bit of data can do two legs of a
journey. With 4G, a lag of between 50 and
several hundred milliseconds is common,
in part because signals must pass between
different switching centres. 5G uses
radically new networking technology that
will cut latency to as little as a millisecond
—a crucial factor in key 5G applications,
which are expected to include virtual
reality, augmented
reality and mobile
gaming, as well

as fields such as
remote surgery and
driverless vehicles.

When will all this happen?

In the UK, EE (owned by BT) launched its
first SG service on 30 May, with its lowest
price deal at £54 a month plus £170 for

a compatible handset. But this only buys
10GB of data a month, and is only available
in certain big cities. Vodafone starts a rival
offer in early July, and other countries
rolling out 5G this year include South
Korea, the US, Germany, Switzerland,
South Africa, Australia and China. The
slightly mundane reality, though, is that 5G
could be like 3G — and “tly low” for several
years before it takes off. That’s partly
because there are too many unknowns

in every way. But will it change how we do things? Simon Wilson reports
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Next-generation technologies
can be cumbersome to start with

about how 5G will develop. And it’s also
because the infrastructural investment
required by operators is so massive
(estimated at several hundreds of billions, at
least). That invites some caution, given that
telecoms companies — especially European
ones — have generally underperformed in
recent years and are wary of getting burnt.

Will China dominate 5G?

China began planning its upgrade to 5G in
2013, and some analysts believe it has taken
an unassailable lead. It also has 800 million
users of mobile internet, with three-quarters
of them using mobile-payments technology.
That will provide a ready-made market to
target with high-tech services. Yet there is
no reason why the US, or even Europe, could
not catch up, says Rana Foroohar in the
Financial Times. China’s market leader,
Huawel, is bogged down in struggles with the
US, and many other countries. By contrast,
the US firm Qualcomm has settled its battle
with Apple, and can build on its status as the
first company to launch a 5G chip set.

But China is ahead?

It’s important which countries build their
networks first, says Foroohar, but it’s

not the only factor (and, in fact, South
Korea will be the first country to have

an operational 5G network). But the real
commercial/strategic advantages of 5G

are going to come from the ways in which
individual enterprises and industries exploit
the potential gains it will open up, not least
when it comes to data-mining. “Just as no
one predicted that one of the major uses of
4G would be a new way of calling taxis,
the most important uses for 5G technology
are also difficult to predict before they’re
actually available,” noted analyst Dan
Wang of Gavekal Dragonomics recently.
“The battle for SG isn’t set — and it doesn’t
have to be a zero-sum game”.

moneyweek.com
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Investment strategy

Avoid being hit by a falling star

Three ways to shield your portfolio
from the fallout when a celebrity fund
manager takes a tumble.

John Stepek
Executive editor

The trouble with celebrity fund managers is that
it’s always hard to know if they’re good — or just
plain lucky. Active managers who consistently
beat the market over time are vanishingly rare,
to the point where even those with lengthy
records may simply be the equivalent of a lottery
winner who imagines that their numerology
“skills” have led them to the “right” numbers.
Now that Neil Woodford’s winning streak has
come to an end (see page 28), here are three tips

to help you avoid being struck by fallen stars.
1. Watch for style drift: Woodford made his

name taking broadly contrarian bets on big blue
chips, with the backing of a large institution to
keep him in check. But when he launched his
own funds, he decided to dabble in tiny, illiquid
companies in exotic areas of the market. It was
a major departure and not one

Anthony Bolton: trouble in China

example — it drew a lot of criticism at the time
for charging higher-than-average fees for an
investment trust, thus capitalising on Bolton’s
appeal. And there’s no doubt that Hargreaves
Lansdown in particular benefited from
Woodford’s celebrity status (see

(19 5
that went terribly well, as his Conszstently page 28).
follmzers hhave leeitlrl:lled to their successful fund 3. fl;in}fes (jlange, SO divegs]ify:
cost. Another well-known ss  evenif a fund manager is able
British manager — Anthony managers are rare to stick to their knitting, and to

Bolton — earned his reputation by taking,
contrarian bets on struggling UK companies.
Similarly to Woodford, he made a fortune for his
investors (turning £1,000 invested at launch in
1979 into £147,000 by 2007). But when he came
out of retirement in 2010 to try to repeat his
success in China, he failed to do so.

2. Don’t believe the hype: once a fund manager
has become a celebrity, their name becomes
a bankable asset — one that can make a lot
of money for any company associated with
their brand. That means that regardless of the
manager’s own integrity, the focus will almost
inevitably turn to asset gathering, rather than
asset nurturing. Bolton’s China fund is a classic

| wish | knew what an open-ended fund
was, but I'm too embarrassed to ask

avoid letting fame go to their head, it’s important
for investors to remember that times change.

F

[oday’s big names, such as Nick Train and
Terry Smith, have done very well by investing in
“quality” stocks — big companies with reliable
cash flows and strong brands. This has been an
excellent strategy and we’ve long been fans of
Train’s investment trusts in particular. That said,
even good stocks can grow too expensive and at
some point this style of investing will fall out of
favour. So don’t put all your eggs in one basket.
Diversify by style, as well as by asset class. And
if you can’t find a promising active manager,
remember that passively tracking the market is
both cheaper and more reliable.

—closed-end funds. An
investment trustis simply a
company whose business is
investment. The trust lists on

Investors in an open-ended
fund give a fund manager their
money to invest on a collective
basis. The term “open-ended”
means that new shares can be
Issued in accordance with
demand forthem. When an
Investor wants to put money
into the fund, new shares are
iIssued. When they sell, the
shares are “redeemed”. The
buying and selling price of an
open-ended fund always
reflects the value of the
underlying portfolio (minus any
costs involved).

One problem with using
open-ended funds to invest in
illiquid assets — such as
commercial property, for
example —is thatif investors

moneyweek.com

demand their money back in
large numbers, then the fund
will be unable to liquidate its
holdings rapidly enough to
satisfy redemption requests.
This is why many commercial
property funds had to halt
redemptions during the panic
that followed Britain’s vote to
leave the European Union in
2016. It's also the underlying
problem behind the “gating” of
Neil Woodford’s flagship fund
(see page 28).

This is not a pleasant
experience for investors who
rightly expectto be able to
access their money as and
when they wantto. Thisisone
reason why MoneyWeek
prefers to use investment trusts

the stock exchange, and then
uses the money raised to
invest in a portfolio of assets.
If an investor wants to invest
in the trust, they simply buy
the shares from another
iInvestor on the open market.
As a result, the fund manager
IS hever under pressure to
sell out of the underlying
portfolio purely to satisfy
redemption requests.

This does mean thatthe
share price of an investment
trust will often trade at either
a discount or a premium to
the value of the underlying
portfolio. But it also means
that you can always get
accessto your moneyina
hurry if push comes to shove.

©Getty Images

Gluskin Sheff

Federal Reserve \ 1

chairman Jerome
Powell looks as
though he is now getting
ready to cut interest rates,
says David Rosenberg. At his
latest speech in Chicago this
week, the head of the US
central bank-who has tried
so far to strike a tough tone
on monetary policy —
sounded far less “hawkish”
than he has in the past. He
made no effort, notes
Rosenberg, to counter
market expectations that
there will be two rate cuts
before the end of the year.
Powell also noted that at
some pointin the future, US
Interest rates will once again
hitthe “ELB” (effective lower
bound, or 0%), and that the
central bank has to be ready
for that.

The nod to lower rates
helped markets rally strongly
In the middle of the week.
“Market-based odds of a
move as early as July have
shot up to 50-50 from just
20% a month ago.” But while
this “could certainly spark a
brief rally,” don't gettoo

excited, says the oft-bearish
Rosenberg. The Fed typically
only starts to cut rates when
the economy is heading for
(oris already in) recession.
“Investors with long time
horizons... know that you
don't go long on the first rate
cut; you go long on the last.”

One big risk in the next
recession is that lenders to
companies now have far less
protection than at any time in
the past (because the
conditions — “covenants” —
attached to loans are so lax),
which means that they will
lose more money during the
downturn, as corporations
default on their debt. This is
how the next economic
recession could turninto a
financial one. “Hold on to
your hat,” he warns.

David . |
Rosenberg,

chief |
economist, p QI
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City view

You pay peanuts, you get monkeys

In Investment markets, however, it seems you get monkeys whatever you pay

Something similar has been observed

Matthew Lynn
City columnist

The vogue within the investment markets
has been to pay for performance. If you pay
peanuts, you get monkeys, has become the
mainstream view, and asset managers have
started to change their fee structure to build
in a performance element. It started with
the hedge funds a generation ago, with 20%
of the profits typically going straight to the
manager, and since then it has shifted into
more mainstream funds offered to smaller
investors. In the UK, close on 100 unit trusts
now have some form of performance fee
built into them and so do many hundreds
more across Europe. They are common
among investment trusts as well. Each
time, the argument for them is the same.
Sure, they will cost some money, but the
incentives will also improve performance,
and so investors will come out ahead.

But what if you pay big money instead
of peanuts, and still get monkeys? A study
from the London Business School looked at
all the mutual funds offered for sale across
the European Union, plus Norway and
Switzerland, over a decade. Of those, 7%
charged some form of performance fee,
typically 20% of any profits made in excess
of a chosen benchmark.

And how did they do? Not terribly well.
The performance-fee funds actually did
worse than their rivals by between 50 and
70 basis points per year. The funds that did
especially badly were those that either set
no specific benchmark, or else one that was
easy to beat. Just as seriously, those funds
also had on average higher expense ratios
than their rivals. To put it in simple terms,
Investors were paying a lot more money
for results that were below average. That is
hardly a great outcome.

Who's getting what

® The Queen enjoys a

over the last 31 % T
years, she's done I %:E:!u”‘ N
quite nicely outof . # °

her hobby, (
reports the Daily
Mail. Her horses
have won 534 races
out of 3,205 run,
bringing in prize money of
£7.7m. Her most successful
steed is Carlton House,
which won £772,815 and
was retired to stud in
Australia at six years old in
2014. Her most lucrative
year was 2016, when she
raked in £772,815.

® GVC, the UK's largest
gambling company and
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over the years among the hedge funds
as well. Although a few funds achieve

spectacular results — at least for a few years

—and get a lot of headlines,

most have not done very well at all.
According to the Credit Suisse Hedge
Fund index, from 1994 to 2018 a passive
S&P 500 tracker outperformed every
major hedge-fund strategy by 2.25% in

annualised returns. The hotshot managers

may well have huge incentives to beat
the market. But it generally doesn’t
happen. In fact, as

with unit trusts

and mutual

= .. OWner of bookmaker
day attheraces. And . q% _~ = Ladbrokes, is facing
© 2 S ashareholder
= revolt over the
size of its
executives’ pay.
It has proposed
~areduction of
£150,000 in chief
executive Kenny
Alexander’s salary.
But that is unlikely to be
enough, says Rupert Neate
in The Observer, as it
doesn’ttouch his bonus.
Alexander has been paid
£64.3m in the last four years,
including £19.1m in 2018.
Chairman Lee Feldman has
received £23.8m over the
same period. Shareholder
advisory firms PIRC and

Glass Lewis described the
payouts as “excessively
disproportionate”, adding
that Alexander is paid more
than 550 times the
company’s average wage.

® Jean-Claude Juncker is
feeling hard done by.

The president of the
European Commission is
upset that he does not live in
a stately home, nor does he
have a private jet. “The Nato
secretary-general livesin a
stately home,” he
complained to Germany’s
Bild magazine. “l have been
living in a hotel apartment...
for€3,250 [a month]... | can't
talk to official visitors sitting
on my bed.”

funds, not only do they not justify the fee,
but it was actually better to choose a fund
with no incentive fees built into it at all.

Why the incentives don't work
Why is this? After all, in most walks of life,
we expect incentives to work. There are two
big reasons. First, from the study it appears
that most funds with a performance fee
gamed the system so that they easily met
the performance target; or else they set a
benchmark that was really easy to beat.
Most fund managers can choose their own
benchmark, so it’s understandable that they
are going to pick one they feel confident
they can outperform. So the only real
impact of the fee is to increase costs without
making any real difference to returns.

Second, it is very difficult to beat the
market. One or two investors can perform
better for a few years, and the occasional
exceptional one can do so for a whole
career. But most will simply do a bit better
than the index one year, a little worse the
next. Markets are not perfectly efficient, but
they are very close to it. An incentive might
make a difference to a sales manager, who
can simply work harder to beat his target
and earn his bonus. But it possibly doesn’t
make any difference to an asset manager.
He simply cannot beat the market, any
more than he can walk on water.

The conclusion for investors, however,
is a simple one. With a very few exceptions,
It 1s never worth paying someone else to

, manage your money. Either do it yourself,

or else choose a low-cost tracker fund,
~ where at least you will replicate the
performance of the index, and at very low
cost. The asset-management industry is
very good at coming up with new ways
of charging its clients — there is plenty of
“incentive” for that — but it never works.
And it is always smarter to avoid it.

Nice work if you can get it

David Brookman, aformer steel worker
and trade unionist who now sits in the
House of Lords as Baron Brookman of
Ebbw Vale, claimed £50,000 in
attendance and travel expenses last year,
despite never speaking in the House and
never asking a single question, says The
Guardian. Peers can claim £305 a day for
travel if they sign in on arrival, although
no record is kept of when they depart.
Brookman was not alone in his silence: 88
peers (around one in nine) didn’t speak,
hold any government post or sit on any
committee; and 46 didn’t register a single
vote. One non-voter claimed £25,000
while another peer voted just once and
claimed £41,000. Two peers claimed more
than £70,000. The median claim was
£30,180; 116 claimed nothing at all. The
biggest claim was from former Labour
minister Jack Cunningham, Baron
Cunningham of Felling, for £75,122, of
which £23,108 was for air travel.

moneyweek.com
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wny wait
for Monday

Get an edge with the only provider to offer
weekend trading on key indices.

Find out more at

Spread bets and CFDs are complex instruments and come with a high risk of losing money rapidly
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Best of the financial columnists

Ut_o 1ans
will ave to
toe the line

Izabella Kaminska
Financial Times

Seasteaders believe that modern societies have become “monopolistic
and coercive political systems” with excessive regulation and taxation,
says Izabella Kaminska. To escape this, and because all existing landmass
is already claimed, they are “engineering tiny floating countries”.
Unfortunately, this makes them look more like Bond villains attempting
to “squirrel away unfairly extracted wealth from more co-operative
societies” than pioneering homesteaders of old. By seeking “independent
sovereign status for its facilities so that they cannot be taxed or influenced
by other nations”, the movement’s Seasteading Institute is courting
trouble. The stance is “tantamount to a security risk for established
states”. In practice, there are only two ways to opt out of the international
consensus. Ideologues can either “trot off to live in low-tax jurisdictions”,
which limits their ability to re-enter the zones they are depriving of tax.
Or, like Isis, they can deploy force to annex and maintain sovereign
territory. Isis was dealt with by an international allied force. Seasteaders
say their objectives are peaceful, but as long as they rely on the resources
of sovereign states, they will be deemed hostile unless they toe the line.

Chine}’s new
front in the
trade war

Eugene Gholz
The Washington Post

The official People’s Daily editorial following President Xi Jinping’s recent
visit to a rare-earth metals processing plant warned not to “underestimate
China’s ability to strike back”, says Eugene Gholz. Foreign investors and
politicians took this as a signal that China will suspend exports to the US

of rare earths if the Trump administration “doesn’t back down” in its trade
war. The 17 elements are vital for many high-tech applications including
magnets and lasers. In recent years, Chinese companies have mined more
than 70% of the total global production of rare-earth ore and produced an
even higher portion of the world’s rare-earth oxides. However, it is not clear
how an export ban would work. These oxides are generally turned into
products, including Apple’s iPhones, in China or elsewhere, before being
sent to the US. To stop rare earths from reaching US consumers, China
would have to “disrupt trade to many other countries” and “ban consumer-
product exports”. Beljing may even be playing into Trump’s hands. The
Pentagon has already started looking at domestic rare-earth magnet
production “on national security grounds”. Given the potential for damage,
“let’s hope” that cool heads prevail on “both sides of the Pacific”.

Delusion
won't save
the planet

John Gray
UnHerd

Thinking on climate change has become “increasingly delusional”, says
John Gray. For one thing, as climate scientists have pointed out, global
warming may continue for thousands of years after its proximate cause
has been removed. Secondly, regimes that rely on fossil fuels could
collapse without oil revenues. As for the belief that the end of capitalism
would be good for the environment, some of the “worst ecological
catastrophes of the last century” occurred in the former Soviet Union
and Maoist Chia. “Surviving the climate crisis is not an inherently
unrealisable goal”, but it requires “sustainable retreat” rather than
“sustainable development”. That means using advanced technologies,
including nuclear energy, and “abandoning farming in favour of synthetic
means of food production”. High-intensity urban living would allow
rewilding of vacated land. Resources would be used to build climate
defences. “Hubristic dreams” of saving the planet would be replaced by
ideas of how we can adapt to live on a destabilised planet. If we fail to do
so, the planet will reduce our numbers or render us extinct. Worryingly,
this kind of programme is “the opposite of that proposed by Greens”.

Scrap these
worthless
degrees

Roger Bootle
The Daily Telegraph

MONEYWEEK 7 June 2019

Britain’s tertiary education system “combines the highest levels of
achievement with abject failure”, says Roger Bootle. Recommendations
by last week’s Augar Report “didn’t go far enough”. Many of our
universities are outstanding, but “further down the list”, you find
worthless degrees and high drop-out rates. An estimated 50% of student
loans are never repaid, and many graduates end up doing non-graduate
jobs. This problem is particularly acute in the UK. This is partly thanks
to the Blair government’s objective of getting 50% of youngsters into
university, a policy which merely served to “create qualification inflation”
at “massive cost to society”. It’s also because our technical training is
poor, which in turn has a “close bearing” on our skills shortage and low
productivity. What is needed, therefore, is a “shake-out of Mickey Mouse
degrees” and much better technical education, not replacement funding
from the Treasury if the cap on student fees is reduced. Switzerland has
one of the lowest percentage of university students. It is also one of the
richest countries in the world. “Not for the first time”, our leaders should
be casting a “beady eye across the Channel” to find out what works.

Money talks

“Writing is an
insecure job,
but what
iIsn‘t spoken
aboutis the
arrogance.
You have to
be arrogant
to say, ‘lI've
got an idea and
| want you to
spend £6m on making it.
Screenwriter and producer
Russell T Davies (pictured),
quoted in The Times

rrr

“I'm terrified of not having
any money. Terrified.
| worked out at a very
young age, ten | think, that
| was never going to
inherit. So: self-reliance.”
Jade Holland Cooper,
founder of fashion brand
Holland Cooper and wife of
Superdry co-founder
Julian Dunkerton, quoted
in The Times

“l don’t think either is as
iImportant as self-esteem,
confidence and a sense of

entitlement. That's
something I've seen in my
students: immense
amounts of talent, but
things that stop people
expressing that talent.”
Writer and poet

Kate Clanchy on whether
ambition or talent matters
more to success, quoted in

the Financial Times

“l have a
disproportionate amount
of money to share.”
Mackenzie Bezos, the
ex-wife of Amazon founder
Jeff Bezos, has pledged to
give half of her $37bn

fortune to charity, quoted
on the BBC

“At art college, one of
the tutors said: ‘You don't
know what you want to
do, do you?’ And | thought:
‘l justdon’t want to work.’
When my mother died at
the age of 95 she was
still waiting for me to
get a proper job.
| think she would have
loved me to have been a
bank manager.’
Writer and illustrator
David McKee, 84, author of
Elmer the Patchwork

Elephant, quoted in
The Observer

“Make sure you sign a
prenup.”
Twice-divorced Spice Girl
Mel Bto a man who
proposed to his partner at
the pop band’s concert last
week, quoted in
The Sunday Times

moneyweek.com
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Best of the blogs

resolutionfoundation.org
There have been big falls in the
membership of unions in recent
years, says Daniel Tomlinson.
Could 2018 have marked a
turning point? It looks possible.
The latest government
figures show that the number of
employees in trade unions rose
by more than 100,000 last year.
That 1s more than in any year
since the turn of the century
and the second highest single-
year increase in the 23 years
that the numbers have been
published. In total there are
now 6.7 million union members
in the UK. There aren’t many
organisations that can claim a
membership of similar size.
Still, the number remains
considerably lower than when
unions were at their peak in
the 1970s (when there were
13 million members) and is
200,000 lower than in 2010,
despite the number of people in
work increasing by almost three

The return of |}
the unions?

million over that period. In
other words, union membership
as a proportion of the workforce
has been in steep decline.

Yet even this may have
levelled off. As a proportion of
employees, union membership
ticked up by 0.1 percentage
points in 2018 and remained
unchanged as a proportion
of all those in work —23.4%
of employees or 20.8% of
all those in work are union
members. This is a very small
improvement on the downward
trend, but it may be a turning
point given the growing sense
in the union movement that
recruitment of younger workers
needs to be prioritised.

Private sector is left behind
Trade-union membership
remains heavily concentrated

in the public sector — more than
half of public-sector employees
are members, compared with
just 13% of employees in the

EGetty Images

BEH?ERM
STRIKE
NOW!
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o Theyre back — but it’s a far cry from their heyday |8

private sector and 7% of the
self-employed. In fact, it is
increasing membership in the
public sector that has driven
the overall increase, perhaps
due 1n part to the civil service
expanding in the wake of the
Brexit result. Trade unionists
dominate in higher-paid public-
sector roles, but are rare in the
lowest-paid private-sector ones.
So unions are still weakest
where they are most needed.

Worse, demographic trends
suggest that union membership
is more likely to fall than

The trade war’s biggest losers

bloomberg.com

The debate over who will suffer the most from the US-China trade war overlooks some of the biggest
victims — the countries caught in the middle, says Tyler Cowen. Take Pakistan. It borrowed $6.5bn
from China this fiscal year alone. China is Pakistan’s biggest foreign investor and a major supporter
of its infrastructure. It is also an ally in its rivalry with India. On the other hand, the US is the world’s
strongest military power with important links with Pakistan, the leading importer of Pakistani goods
and the holder of the global reserve currency. Pakistan, therefore, has no interest in picking sides. But if
it is forced to, at Trump’s bidding, then there’s no way it can afford to “thumb its nose” at China.

The US, in other words, is making it harder for many foreigners to be on its side, even partially.
It is limiting its own soft power in the countries caught in the middle of the trade war, making them
more likely to support measures that weaken US control over the global financial system and its
ability to enforce sanctions. “Too often large nations think only in terms of other large nations.
But many of the biggest losers in this dispute between China and the US are the smaller players, and
America’s relations with them. That may well be the biggest legacy of this trade war.”

Be etfective,
not efﬁc1ent

ofdollarsanddata.com
Much of the English language
could disappear without our

losing any essential information,

says Nick Maggiulli. Language
is not efficient. Yet this very
inefficiency contributes to its
etfectiveness: it means we can
still understand texts riddled
with errors and conduct
conversations in a nOISy room.
Similarly, the majority of wars

have not been won with superior

moneyweek.com

strategy or kit, but with brute
force. Sometimes, just working
hard is the best option.

This can apply to personal
finance too. Paying your
highest-interest debt off first
makes the most sense rationally.
But if you pay off your debts by

Sometimes you just *.

-
need to H'rHL hard % \"‘ .
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balance (smallest first), then you
“get a psychological win under
your belt that will motivate you
to pay off your other debt”.
This works because personal
finance is “all about behaviour
modification, not maths”.

So, those savings apps that
charge high fees to round up
the cost of your purchases and
save the difference might be an
etfective way forward for some
people. Most of your financial
success is in the end going to
come down to how much
money you save. Anything that
can get you to save more may
end up paying for itself.

rise from here as older union
members retire and younger
workers remain less likely to
join. If current trends continue,
then membership could fall to as

little as 16% by 2030.

This matters. Trade unions
are the primary way in which
workers exercise their power
in the workplace. “Winning
rights, improving conditions
and getting a better deal in
terms of pay and hours are all
things that have been won for
workers with the help, and
leadership, of trade unions.”

Timeless lessons for

business success

fs.blog

In an interview, Amazon founder
Jeff Bezos touches on the
timeless lessons he's learned for
business success, says Shane
Parrish. The three “big ideas”
are thinking long term, putting
the customer first, and
inventing. Experimenting is
necessary because a lot of the
things you try won't work, says
Bezos. Just be clear with your
customers about whatitis
you're trying to do. As Warren
Buffett says, you can have great
success putting on a ballet or a
rock concert. Justdon't hold a
ballet and advertise it as a rock
concert. “You need to be clear
with all of your stakeholders...
and then people get to self-
selectin,” says Bezos.

Bezos’'s motto is gradatim
ferociter, or “step by step,
ferociously”. You have to start
small, and you can’t skip stages.
“Things take time, there are no
short cuts, but you want to do
those steps with passion and
ferocity.” In other words, it's
iImportant to love what you do.
That doesn't mean that every
single task will fill you with joy
-"that’'s why they call it work”.
But work should be a passion
and an interest. “Why would | go
siton a beach?”
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Small business

How to tap the EIS

Small businesses can benefit from this scheme, but they must tread carefully

David Prosser
Business columnist

Some 3,920 small companies
raised £1.93bn through the
enterprise investment scheme
(EIS) during the 2017-2018
tax year, according to
HM Revenue & Customs.
That marked a 1.5% rise on the
previous year, but analysts say
the EIS should be doing much
better given recent restrictions
on pension tax reliefs, which
are prompting savers to find
new tax-efficient investments.
Alex Davies, the founder of
Wealth Club, a specialist EIS
adviser, blames the “constant
tinkering with the rules” for
the tiny increase, pointing to a
series of changes to the small
print of the EIS in recent years.

He predicts the data for 2018-
2019 will show EIS capital
raising slipping back.

In that case, small businesses
hoping to use the EIS to raise
much-needed funds will need
to work hard to achieve their
financing targets. In principle,
however, companies with EIS
status should find it easier to
raise money from investors,
who get very generous tax
reliefs in return for stumping
up. How, then, to exploit
the potential of the EIS most
successfully? The first step is to
be sure your business qualifies
for the scheme, particularly
since the rules have been
tightened. In most cases, your

N

business must \
be less than
seven years old,
have less than
£15m in assets,
and employ no
more than 250
people. Certain
industries,
including
financial
services, energy
generation
and property
development, are
excluded from
the scheme. And
you can’t usually
raise more than
£5m in any one
tax year.
Importantly, HMRC will
not certify that a business
meets its EIS criteria in
advance: to secure EIS status,
you will need to submit a
compliance statement to the
tax authorities once the share
issue has been completed. This
means you can’t tell potential
investors that EIS benefits are
guaranteed. However, it 1s
possible to apply to HMRC
for “advance assurance”, an
official document that shows
the business could quality,
providing investors with
valuable reassurance. Even if
you don’t have this document,
you are allowed to tell investors
that you believe the business
meets the EIS eligibility criteria.
Don’t assume that your
potential investors understand
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the value of the EIS, however,
particularly if you’re appealing
directly to individuals through
an equity-based crowdfunding
platform. Your pitch to
investors should make it crystal
clear that you will be applying
for EIS status and set out the
detail of the tax reliefs they
may qualify for as a result.

Keep it simple

Keep investors supportive by
making it simple for them to
claim their reliefs —not least
because you may want to raise
more capital in the future.
Once you’ve successfully
achieved EIS status, HMRC
will supply you with the forms
that investors need to claim
their tax relief through the
self-assessment tax system.
You’ll need to provide these

Five questions for... Joe Welstead, co-founder
and CEO, Motion Nutrition

©Getty Images

The seed enterprise
investment scheme (SEIS) is
aimed atthe smallest and
youngest businesses
seeking to raise money. It
offers investors significantly
more generous tax reliefs
than the main EIS, in return
for the risk of backing such
businesses, soitcan bea
very useful way for
companies to raise growth
funding following a start-up.

The application process
forthe SEIS is similar to that
forthe EIS, so you won't be
able to guarantee investors
that they’ll qualify for the
scheme’s tax breaks. But
you can still apply for
advance assurance.

It's iImportant to
understand the much
narrower eligibility criteria
forthis scheme, however.
It's usually only an option
forthose businesses with
assets of less than £200,000
and fewer than 25
employees. You can’t
use the scheme if you
have already received
investment from the EIS or
through venture capital
trusts, and you canraise a
maximum of £150,000.

forms to your investors.

The key 1s to be sure investors
understand your business is
EIS-eligible, that they know
what this 1s worth to them, and
that it’s as easy as possible for
them to secure the benefits. The
more straightforward you can
make the EIS process, the less
investors will be put off by the
potential complexities of the
scheme’s small print. Seeking,
advice from a professional tax
specialist makes sense.

believe that hearing
about the benefits of our
products from your
friend, colleague, or

What does your
business do?

We improve people’s
emotional, mental and
physical strength with
scientifically developed
organic supplements for
the brain and body,
packed in sustainable,
plastic-free materials.
Imagine waking up after
the best night’s sleep
since you were a child -
that's what our
supplement Unplug
night-time nootropic
does. Now picture
nailing your day of work,
without mood swings,
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and remembering all
your colleagues’ names
—that’s why our Power
Up daytime nootropic
was voted “smartest
nootropic” by Men’'s
Health in May. And our
range of organic protein
powders and workout
boosters will keep you
moving all day.

What's been your
company'’s greatest
achievement so far?

A few weeks ago we
launched our daytime
and night-time nootropic
supplements nationwide
at Holland & Barrett.

After more than a year of
talks, it's been fantastic
to get the seal of
approval from such a
reputable retailer.

What has been your
biggest challenge?
Although we
successfully raised
some finance, we have
never spent a lot on
marketing. Our biggest
challenge has been to
getin front of as many
people as possible
without huge advertising
budgets. We've been
able to achieve this
through a combination

healthcare professional
Isworth a lot more than
being spammed by

banner advertisements.

of referrals, particularly
with the backing of
nutritionists, and the
distribution network of
our retail partners. Our
products are loud, eye-
catching, and easy to
understand, so if you see
our products for the first
time you get it at once.

What's the one piece of
advice you'd give to
fellow entrepreneurs?
If you have an idea,
speak to as many people
as possible and look for
their responses, words
and body language.
People want to be
supportive, so learn to
listen for the real
feedback. Don’t keep
your idea secret until it's
perfect—thisis arecipe
for disaster.

What are your plans for
hitting your targets?
We continue to build
brand credibility by
partnering with names
such as The North Face
and New Balance and by
leveraging the voice of
our customers. We

moneyweek.com
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The resignation of Theresa May as prime
minister, combined with the poor showing
for both Labour and Conservatives in the
European Parliament elections, could pave
the way for an early general election in the
UK. If Labour wins control of the

government, what can businesses expect?

[t’s clear that a Jeremy Corbyn-led

government would take Britain in a political

direction not seen since the 1970s - one
involving far greater government
intervention in the economy. As Paul

Johnson of the Institute for Fiscal Studies put
it in The Times last year, Labour is in effect,
offering “an alternative to the form of market

capitalism practised in this country for at

least the past 40 years”. Policies discussed or

floated by Corbyn and his shadow
chancellor, John McDonnell, include:
renationalising water companies, energy
utilities, and the railways; putting workers

exactly how utilities would be
nationalised and whether the current
owners would be sufficiently
compensated - for example, a recently
leaked paper on the renationalisation of
water utilities suggested that Labour
would pay less than £20bn for assets that
water regulator Ofwat values at more
than £70bn. That could potentially
undermine investor confidence in British
property rights, which would be bad for
investment. Plans for a much higher
minimum wage would also increase
employment costs for many sectors

and employers.

Labour has big plans for spending on
infrastructure projects via a £250bn
National Transformation Fund. An upgrade
of the national rail network, investment in
superfast broadband, and more investment
in renewable energy, are all on the cards,
plus a focus on boosting regional
economies and Britain’s manufacturing
base. So companies — particularly smaller
companies - in related sectors could well
see more government-mandated business
coming their way. A Labour-led
government also looks highly likely to
result in either a very soft Brexit (one which
maintains the Customs Union with the
European Union) or no Brexit at all
(depending on whether or not a second
referendum is called, and the result of any
such referendum). That would provide
clarity on the future for every business
involved in cross-border trade.

All of these policies cost money: Labour’s
2017 manifesto called for an extra £70bn
in spending a year, and as Paul Johnson of
the Institute for Fiscal Studies points out,
that did not include plans to match
Conservative spending on the NHS, nor
any of the more recent policy initiatives.
To pay for this, corporation tax is set to
rise, while income tax will rise to 50% on

Advertisement feature

Hamish Muress, Senior Currency
Strategist at OFX

How might an early general election
affect the pound?

The uncertainty of a general election
alone is likely to hit sterling — even the
news of Theresa May making plans for
her resignation has been painful for the
pound. The problem with a significant
drop in the pound is that it could leave
the Bank of England stuck between a
rock and a hard place. A lower pound
would drive inflation up, arguing for
higher interest rates. But if growth is
struggling amid confusion over Brexit
and government policies, then that
would be bad news for growth, which
argues for lower rates - it’s Catch-22.

What impact could this have on UK
businesses?

It really depends - if your business is an
importer, then a big devaluation in the
pound would be bad news. It’s a
different scenario if you're an exporter
and you're selling into Germany, for
example - a fall in the value of the
pound arguably makes your goods
much more competitive in terms of
price from a German business or
consumer’s point of view. The tricky
thing, of course, is that lots of
businesses are both importing and
exporting - which makes it harder to
estimate the damage that fluctuating
exchange rates can do. This is where it
can be usetul to call on an expert -
someone who can tailor your currency
management plan.

OFX has been helping businesses with

those earning more than £123,000, and to
45% on those on more than £80,000. A
financial transactions levy of 0.2% is on

on corporate boards, and forcing companies
with more than 250 staff to put 10% of their
shares into “inclusive ownership funds” for

their foreign payments for over 20 years.
With our on the ground local UK experts,
award winning technology, and 24/7

employees and the public sector; and a rise
in the minimum wage from the current
£8.21 to £10 an hour - as well as scrapping
the under-18s rate of £4.35.

A more interventionist government would
make the environment for business less
predictable. There are concerns over

the cards, plus potentially a one-off
wealth tax on assets over a certain level.
Labour has however, pledged not to
increase VAT or personal National
Insurance Contributions. The party is also
“committed to ensuring that the national
debt is lower at the end of the next
Parliament than it is today,” according to
its manifesto.

always on customer service, our clients
are empowered to transact across
borders when, where and how they
want and plan ahead with confidence
even when markets are volatile.

Visit www.ofx.com/moneyweek or
call 020 7660 1461.

Brought to you by

OFX doesn't provide personal advice or specific exchange rate forecasts or predictions. However, our experts divulge general considerations you can use when evaluating and
making your own decisions regarding the best time to transfer your money internationally.
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Britain's top trusts: the best
sources of reliable Income

Dividends are crucial to healthy long-term returns, so no portfolio should be without investment trusts
offering dependable and consistent payouts. Sarah Moore explains how to find them

“The yield
on the UK
stockmarket
is around

its highest
level since
the financial
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Investors often wish they had a time machine. Seekers
of reliable dividend income in Britain would have
been quids in if they had scooped up shares in three
British investment trusts in the late 1960s. The City
of London Investment Trust, the Bankers Investment
Trust and the Alliance Trust are the only three in the
UK to have increased their dividend payouts every
year for more than half a century. But where should
investors be looking for this sort of performance now?

An encouraging backdrop for income

Although we’ve been mired in an era of low growth
and low interest rates for years, the overall outlook

for income investors seems encouraging for now. The
yield on the FTSE All-Share Index is around 4.8% —
about the highest it has been since the financial crisis.
Job Curtis, manager of the City of London Investment
Trust, is optimistic about the level of income being
generated from the UK equity market.

“We are seeing mid single-digit figure growth
in dividends... so overall, the equity market is not a
bad place to look.” The main drivers of this growth
recently have been British American Tobacco, as well
as the banking and mining sectors. And with 70% of
UK-listed company sales coming from overseas, this
yield should be able to weather domestic turmoil.

But choose your stocks carefully. Companies
making large payouts to the detriment of capital
oerowth may find it becomes unsustainable, as Ben
Lofthouse, manager of the Henderson International
Income Trust, told The Times last week.

“If you get caught in a dividend trap, you might
find the income you hoped for has no prospect of
sustainable growth. This eliminates one of the main
advantages of investing in equities. Dividend growth
not only protects investors from inflation, it drives
share prices higher over the long term, meaning
investors can benefit from capital gains.”

In a recent example of a promised dividend which
failed to deliver, last month telecoms giant Vodafone
cut its dividend by 40%, having told investors in
November that it would maintain it for the financial
year. Unfortunately, the high cost of investing in
5G technology thwarted this optimism. Before the
dividend cut it had been yielding 9.3%.

Investors are keeping an eye on BT Group, which
will also be thinking about the cost of 5G technology.
The dividends of utilities SSE, Centrica and National
Grid also appear shaky. Given the uncertainty
surrounding dividend payouts at several individual
companies, it’s no wonder investment trusts with long
records of increasing dividends are so popular.

Why investment trusts?
A unique characteristic that explains the appeal of
investment trusts to iIncome Investors 1s managers’
ability to hold back up to 15% of their gross annual
income as revenue reserves. Managers can therefore
build up a “rainy day fund” they top up in good years
and draw upon in difficult ones.

This enables them to smooth out dividend
payments, rather than axing them completely one year
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and reinstating them when markets have improved.
This suits investors who are looking for a steady and
reliable income.

Juggling income sources

However, there is another way that managers can
juggle things so as to keep dividends on an even keel.
As of 2012, investment trusts have been allowed to
dip into their capital (as well as the income they make
from their holdings) to top up or completely fund their
dividend payouts, as long as shareholders agree.

This means that when they sell holdings, they can
direct some of the profits to their dividend payouts,
rather than just putting that capital to use in the
future to buy new holdings. More than 20 funds have
now changed their dividend policy to allow for this
tactic, and this number is likely to go up in future.
Private-equity funds are especially inclined to use this
approach: they tend to invest in early-stage companies
which do not yet pay dividends.

Is this a bad thing?

Not necessarily. Investors want income. These
investment trusts are providing them with regular,
reliable dividends. “However, we believe the jury
is still out on the success of this strategy,” says Sam
Murphy of broker Numis. “In our view, boards

of investment trusts need to consider whether an
enhanced yield is sustainable over the long term.”

Indeed, the approach has not yet been tested during
a market downturn. When markets are going up,
as they have been doing for the past few years, the
occasional raiding of a trust’s capital account might
not be especially noticeable. But the practice would
be “dangerous” during a bear market, says Curtis. If
the market is down 10% and the manager then takes
1% out of the capital account, people will start taking
note. “That 1s when the managers might start getting
angry letters from shareholders.”

Murphy gives the example of European Assets
investment trust. The fund had been popular with
individual investors, partly because of its high yield,
which is funded largely through a distribution from
capital. Helped by rising markets, it had grown its
dividend over the past few years.

However, a 22% cut in the dividend for 2019, as a
result of falling equity markets, shows that investors
relying on funds paying dividends from capital are
“likely to face greater income volatility than from
traditional equity income funds that pay covered
dividends supported by revenue reserves”.

Discount control

With demand for income showing no signs of abating,
broker Winterflood believes that more funds will
consider paying so-called “enhanced dividends”,
particularly those trading on wide discounts. Indeed,
some fund managers have taken advantage of their
ability to convert capital into income in order to
alleviate their discount, with five funds adopting

this strategy in 2018 alone. Generally, shares in an
investment trust trade at a discount to the value of

moneyweek.com
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The best investment trusts can be reliable cash machines

the fund’s underlying assets (net asset value, or NAV)
when investors don’t think those assets are worth
paying full value for. If the discount gets too wide,
this can make the trust look unappealing to outside
investors. However, if the trust maintains a stellar
dividend record this may make people change their
minds about buying in, therefore boosting the trust’s
share price and narrowing the discount.

This is good for those who have already invested,
as they benefit from the capital growth. Examples
of funds which have taken this approach include
JPMorgan Global Growth & Income, Securities
Trust of Scotland, JPMorgan Asian, BlackRock Latin
American, JPMorgan Japanese Smaller Companies
and International Biotechnology, as well as several
private-equity funds.

“There is some evidence than an enhanced yield
broadens the potential investor universe,” admits
Murphy. “However, simply adding a yield to a
fund with a poor track record, or in an asset class
that is out of favour, is unlikely to turn around
investor sentiment.”

For instance, asset manager JPMorgan has seen
its Global Growth & Income re-rated following
the adoption of an enhanced income policy, and it
is now trading on a premium, notes Winterflood.
However, its Asian fund, which operates in a sector
that has fallen out of favour for now, remains on an
11% discount, despite a 4.5% yield and a superior
performance record to Asian Income funds
such as Schroder Oriental Income or Henderson
Far East Income.

moneyweek.com

Lack of transparency
Winterflood takes a more relaxed view of the
practice than some, and believes that paying so-
called “enhanced dividends” is merely one of the
advantages of the investment trust structure. There’s
also the argument that in being able to dip into capital,
managers can avoid turning to riskier high-yielding
companies merely to maintain their dividend.

The key issue here, though, is whether or not
investors are actually aware of where their income
is coming from. Many investors might not realise
that this is what their fund manager is doing. Unless
they’re very interested in the inner workings of how
a trust is run, it’s unlikely that this subject will come
up on most people’s radar. And although the strategy
is only permitted subject to shareholder approval, it is
news to no one that many shareholders don’t bother
to participate in such votes, or have their vote cast by a
nominee, their broker.

Charging fees to the capital account

One final thing to be aware of when looking at an
investment trust’s dividend history 1s that managers
can take a proportion of fees and finance costs out
of the capital account. This leaves the money in

the revenue account to be used to pay dividends,
but comes at the cost of the capital account. The
practice is more prevalent in equity income funds
than in those that strive to maintain capital growth
and are therefore are under less pressure to increase

Continued on page 26
7 June 2019

“The key
point s
whether
investors
know where
the trust’s
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coming from”
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Continued from page 25

their dividend. Most equity trusts charge two-thirds
of management fees and finance costs to capital,
according to analysts from Numis. If all fees and
finance charges were instead charged to revenue, the
average yields for UK equity income investment trusts
would, in all likelihood, fall. So it’s useful for investors
to be able to see exactly how their capital gains are
drawn on by managers.

Is the dividend sustainable?

[f you’re concerned about the reliability of the income
from an investment trust, there are several things you
can do to get a clearer idea of how things stand. First,
o0 to the annual accounts, which you can find in the
investor relations section of any trust’s website. Look
back over five or ten years to get an idea of whether
the managers have been able to maintain or grow
their dividend.

Then, look at their revenue reserve fund, the
“rainy day” fund where they keep revenue back. If
the revenue reserve cover figure is more than one it
means that they can cover the dividend for one year
should the holdings earn nothing at all. If it’s less than
one, they would not be able to fully cover the dividend
in such a scenario. Within the UK Equity Income
investment company peer group, the average revenue
reserve cover figure is 0.76.

Next, look at the trust’s dividend cover. Different
to the revenue reserve figure, this shows the trust’s
annual earnings, relative to the dividend it pays. So it
should give you an idea of just how capable the trust is
of funding the planned dividend with the amount it’s
currently earning. This figure will either be expressed
as a percentage, so would be more than 100% if
the trust is earning more than enough to cover its
dividend, or as a multiple, so if a trust has dividend
cover of 0.5, it is only earning half the amount
necessary to pay the dividend. In this situation,
investors could take the cover figure as a sign that the
dividend is not very sustainable.

A shortcut

[f you go to the website of the Association of
Investment Companies (AIC), you can easily look up
a trust’s dividend history and revenue reserve cover
figures, as well as how the dividend is funded. This
1s especially handy for those who can’t quite face
trawling through page after page of funds’ accounts
(though that can be a good way of familiarising
yourself with the nuts and bolts of your investment).
Investors should also keep in mind that just because

Today’s investment trust dividend heroes

¥

|
Keep a close eye on a trust’s rainy day fund

an investment trust has a long history of increasing
its dividend payments, it doesn’t mean you should
automatically buy it.

For example, Perpetual Income & Growth (see
also page 29) is the newest entrant to the AIC’s list of
funds which have increased their dividend every year
for 20 consecutive years. It is currently trading at a
fairly significant 12.4% discount to NAV, which is
probably explained by the fact that it has had a fairly
dismal past few years, having suffered setbacks with
several portfolio companies, including doorstep lender
Provident Financial and outsourcer Capital.

The trust’s NAV has gone up by 7.8% over three
years, compared with 33.3% for the FTSE All Share.
Yet it has been able to increase its dividend payments
for 20 consecutive years. It has revenue reserves
of £30m, enough to cover ten months of future
dividends, and has been granted permission to dip
into capital in order to pay dividends, but has not yet
taken advantage of this. It remains to be seen whether
manager Mark Burnett can reverse the portfolio’s
fortunes in terms of capital growth. For now, the poor
performance of the portfolio undermines the trust’s
appeal, the steady income increases notwithstanding.

Similarly, just because a trust has drawn on its
capital reserves to pay dividends doesn’t necessarily
mean you should avoid it. Some well-established and
popular trusts have done so, including MoneyWeek
favourite the Scottish Mortgage Trust. Below, we
look at some investment trusts which have a proven
dividend record and appear well placed to continue
providing investors with income.

"
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“Just because
a trust has
drawn on its
capital to pay
dividends
doesn’t mean
you should
avoid it”

On the AlC's list of “dividend
heroes” there are three trusts
with 51-year records: City of
London, Bankers Investment
Trust and Alliance Trust.
Caledonia Investments is not
far behind, on 50, with F&C
Global Smaller Companies
and Foreign & Colonial
Investment Trust both on 47.
Of the three trusts with
b1-year records, UK-focused
City of London (LSE: CTY) has
the highest yield, with a
currentfigure of 4.52%. It is
trading at a 2% premium to net
asset value (NAV), and has an
ongoing charge figure of
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0.41%. City has a revenue
reserve cover of 0.76 and
dividend cover of 1.06%. If
you're looking for a globally
diversified alternative,
Bankers Investment Trust
(LSE: BNKR) is currently
vielding 2.2%. It is trading at a
1.2% discount to its NAV, with
revenue reserve cover of 1.05
and dividend cover of 83%.
Caledonia Investments

(LSE: CLDN) sits within
MoneyWeek's portfolio of
iInvestment trusts. ltis trading
at an 18% discountto NAYV, has
dividend cover of 1.01 and an
Impressive revenue reserve

cover of 8.72. Note, though,
thatitis more focused on
wealth preservation than
dividend growth.

Numis highlights JPMorgan
Claverhouse (LSE: JCH), which
invests in UK-listed blue chips
such as Royal Dutch Shell, BP
and GlaxoSmithKline. It pays a
fully covered dividend, and
has built up revenue reserves
equivalentto 1.18 years’
dividends, the highest of its
peer group. Finally, research
group Kepler has devised a
top-20 list of trusts for those
looking for income and
growth, made up of funds that

have “generated sound solid
returns while delivering a high
and rising income to
Investors”. To make the list,
funds mustyield 3% and have
grown their dividend by 3% on
average over the past five
years. Top of the listis
JPMorgan European Income
(LSE: JETI), which yields 4.4%.
The fund screens the top 30%
of the MSCI Europe ex-UK
Index by yield and then avoids
firms whose dividends could
be threatened. Next is
Schroder Oriental Income
(LSE: SOI). It invests across
Asia Pacific and yields 4.2%.

moneyweek.com
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We strive
to explore
further.

Aberdeen Standard Investment Trusts
ISA and Share Plan

We believe there’s no substitute for getting to know your
investments face-to-face. That's why we make it our goal
to visit companies - wherever they are - before we
invest in their shares and while we hold them.
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With a wide range of investment companies investing
around the world - that's an awfully big commitment.
But it's just one of the ways we aim to seek out the
best investment opportunities on your behallf.

Please remember, the value of shares and the
income from them can go down as well as up and
you may get back less than the amount invested.
No recommendation is made, positive or otherwise,
regarding the ISA and Share Plan.

The value of tax benefits depends on individual
circumstances and the favourable tax treatment
for ISAs may not be maintained. We recommend
you seek financial advice prior to making an
investment decision.

Request a brochure: 0808 500 4000
invtrusts.co.uk
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AberdeenStandard
Investments

Aberdeen Standard Investments is a brand of the investment businesses of Aberdeen Asset
Management and Standard Life Investments. Issued by Aberdeen Asset Managers Limited,
10 Queen's Terrace, Aberdeen AB10 1XL, which is authorised and regulated by the ——

Financial Conduct Authority in the UK. Telephone calls may be recorded. aberdeenstandard.com 2070



Funds

What Woodford's

“A bonfire of reputation and a terrible
moment for investor confidence” is how
one “veteran” fund manager described

it to the Financial Times this week. “I
can’t remember anything quite like this,”
another manager, Peter Walls of Unicorn
Mastertrust, told Citywire. They were,
of course, referring to the “gating” of
Neil Woodford’s flagship Woodford
Equity Income Fund this week, which left
investors large and small (including Kent
County Council) unable to withdraw their
money until further notice.

What went wrong?
Neil Woodford gained his reputation as a

“star” while working at Invesco Perpetual,
from 1988 to 2013. His big call was to

avoid the tech bubble (and bust) and buy
out-of-favour tobacco stocks (see opposite
page). He beat the market, and in 2014,
with a track record and many grateful
investors in tow, launched his own funds,
heavily backed by Britain’s biggest broker,
Hargreaves Lansdown.

He also changed style. The flagship
fund was called “Woodford Equity
Income”, but dividends came from a small
number of high-yielding holdings while
much of the rest of the fund was invested
in early-stage biotech and “disruptor™
stocks, some of them unlisted.

The fund beat the FTSE All Share in
its first two years, bolstering Woodford’s
reputation, and by May 2017, assets under
management (AUM) had hit a peak above
£10bn. By then, however, the fund was
starting to lag (in the year to 31 March

How Hargreaves Lansdown backed a losing horse

more than a third (38%) or £3.1bn,
of the fund. And by the end of last
year, this figure still stood at 31%.
Hargreaves clients also own
around two-thirds of the Woodford
Income Focus Fund. The
company'’s backing of Woodford'’s
funds is “so significant” that it is
deemed a “related party’ in that it
controls more than 20% of the
shares, and so must disclose its

“IfWoodford is a fallen superstar
then Hargreaves was his agent,” as
Matthew Vincent puts it in the FT's
Lombard column.The online
investment platform’s “imposing
marketing machine whirred into
action” at the launch of all three of
Woodford’s funds, notes Citywire's
Daniel Grote. In the Equity Income
Fund'’s first full year of operation in
2015, Hargreaves clients owned
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crash landing means
for your money

This week, former star fund manager Nell
Woodford shocked markets by “gating” his
flagship fund. John Stepek and Sarah Moore look
at what went wrong, while Max King looks at how
Woodoford's former colleagues are getting on now

2017, it returned 12% vs more than 20%

for the FTSE All Share), and it only got

worse. As Daniel Grote notes on Citywire,
investors began to pull out that summer,
unnerved by a profit warning from
subprime lender Provident Financial, then
one of Woodford’s biggest holdings. Other
warnings followed, and by March 2018,
weak performance plus redemptions had
seen AUM fall to below £7bn. By the time
the fund was gated, it was below £3.8bn.

Woodford is hardly the first active
manager to make dud calls. The real
problem was liquidity — or lack of it.
Woodford Equity Income is an open-
ended fund. For a detailed definition see
page 17, but in practice it meant that as
investors pulled money out, Woodford
had to sell out of his liquid (easily sold)
equitles to repay them. This made it
increasingly hard for him to keep the
chunk of his fund invested in illiquid or
unquoted stocks to below the regulatory
limit of 10%. So he turned to ever more
elaborate methods of sticking to the letter,
if not the spirit, of the rules. He listed some
stakes on the Guernsey stockmarket (fine
for regulatory purposes, but doesn’t do
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