
Introduction
We are delighted to bring you the latest quarterly report from  
AJ Bell Investments.

This report is designed to keep you up-to-date on what is 
happening with your AJ Bell managed investments. It covers the 
major macro-economic events of the past three months, looks 
at how these have impacted the portfolios, and highlights any 
changes made in the period.

Active Managed Portfolio Service – Q3 2018 report

Summary

Over the course of the third quarter, many of the economic 
tensions that were highlighted in the last quarterly report 
continued to dominate the markets, with a clear disconnect 
between the US economy and much of the rest of the world. With 
the strong US dollar hampering Asia and the emerging markets, 
equity market returns differed significantly as the focus on fast-
growing technology companies drove share prices higher in the 
US.

Away from the US, challenges around Brexit and European 
politics continued to be a factor that investors couldn’t ignore and 
this created some instability in markets, while interest rate rises in 
both the US and the UK created a more difficult environment for 
fixed interest investments.

With the trade war escalating between the US and China, the 
risk of tensions spilling over into a more serious headwind for 
global growth remain and so investors have clearly been more 
circumspect in where they have been allocating to over the 
quarter. There seems little sign of this going away, particularly in 
the short term, and therefore our expectations are that volatility 
will increase back towards more normal levels in the coming 
months.

Economic and market review
The third quarter of 2018 saw positive performance from equities 
at an overall level; however, this headline figure masked major 
regional differences as the fortunes of different economies 
dictated equity returns. Away from equities, fixed interest markets 
had a challenging quarter as tighter monetary policy, or at least 
the threat of it, saw yields in fixed interest rise and capital values 
fall back.

In the UK, unsurprisingly, the markets have been dictated by the 
direction of trade talks with the EU. While Theresa May hoped 
her Chequers plan would help steer the UK to a deal with the EU, 
it became clear as the quarter progressed that this was highly 
unlikely, with the EU publically denouncing the proposal at a 
summit in Salzburg. However, EU officials did make some hints 
that a deal could be done and this led to sterling regaining some 
ground against the US dollar, ending the quarter down 1%. With 
so much revenue in the UK stock market derived from overseas, 
this currency move held back the market and it ultimately ended 
the quarter in negative territory. The Bank of England delivered 
a well flagged interest rate rise in August as economic growth 
was in line with expectations at 1.5%, helped by consumer 
spending as England exceeded expectations in the World Cup, 
while unemployment continued to fall, hitting its lowest level since 
1975. These economic conditions saw the 10-year government 

bond yield move from 1.33% up to 1.60% over the quarter and 
consequently, the FTSE Actuaries UK Conventional Gilts All 
Stocks Index fell back 1.7%. Corporate bonds offered a little more 
protection from these rising rates but the iBoxx UK Sterling All 
Maturities Index still fell back slightly over the quarter, however 
high yield bonds were stronger performers, with the Bloomberg 
Barclays Global High Yield Bond Index growing by 1.9% over the 
period.
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As has been the case so often, the US market was the strongest-
performing region, as economic growth continued to power ahead 
with the S&P 500 Index growing by 7.6% over the quarter. The 
latest GDP data showed a 4.2% expansion in the economy while 
unemployment remained close to an 18-year low as business and 
consumer confidence, helped by higher earnings, continued to 
show the economy was in rude health. With this strong economic 
position, it was no surprise that the Federal Reserve saw fit to 
increase interest rates as the quarter came to an end and told 
the market it expected another rise before the year was out. The 
challenge for Chairman Jerome Powell will now be to control the 
rate of growth and inflation without the economy getting too hot 
and interest rates needing to be raised faster than the market 
expects. In the US government bond market, the yield on the 10-
year Treasury climbed back above the 3% level to hit its highest 
point since mid 2011.
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With Donald Trump sticking resolutely to his ‘America first’ policy, 
trade tensions between the US and China escalated sharply over 
the quarter. With the previously announced trade tariffs coming 
into force during August, Trump went even further and threatened 
to apply additional tariffs on a further $200bn of Chinese goods, 
while also berating the Chinese economic model at a meeting of 
the United Nations. Initial data out of China showed that the tariffs 
were already having an effect, with exports to the US falling 2.5% 
in July.

The trade policy did not only have an impact on China as the 
strong US dollar weighed heavily on Asia and the emerging 
markets during the quarter. With a large number of countries 
having issued government bonds in US dollars, the sharp move in 
the exchange rate has hit a number of economies hard, including 
Turkey, India, South Africa and Argentina. Turkey has been hit 
particularly hard as the US punished the nation for imprisoning a 
US citizen through punitive tariffs on Turkish steel and aluminium 
and this has seen the Turkish lira lose over 40% against the 
US dollar this year. These challenges were reflected in the 
performance of emerging market debt, with the J.P. Morgan GBI 
Emerging Market Global Composite Bond Index falling back 1.4% 
over the period.

Source: Bloomberg LLP, AJ Bell Investments: October 2018

Past performance is not a guide to future performance and some 
investments need to be held for the long term.
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The strong US dollar theme was a continuation of that seen 
in previous quarters and this made it difficult for Asian and 
emerging markets to perform. With the Indian rupee losing 
5.6% against the dollar and the Chinese renminbi down 3.6% 
against the dollar, it is clear that some fragility exists in these 
economies. This has translated itself into equity performance 
with China and Hong Kong hitting bear market levels with sharp 
pull backs this year. As a result, the MSCI Emerging Market 
Index was flat over the quarter while the MSCI AC Asia ex Japan 
Index was down 1% over the quarter.

Remaining in Asia, Japan had a remarkably strong quarter, 
powering the Nikkei 225 Index close to levels last seen 27 
years ago. This was helped by Prime Minister Abe surviving 
a no confidence vote and a leadership challenge during the 
quarter with his opponents looking to capitalise on a number 
of scandals that have recently dogged his administration. 
Economic data was improved over the quarter with GDP growth 
coming in the strongest since early 2017 and noticeably ahead 
of expectations, helped by strong private demand. A tight labour 
market saw wage growth hit its highest level for over 20 years 
and the Bank of Japan will now be hopeful that this translates 
into higher inflation. With a massive Quantitative Easing 
programme and zero interest rates, the Bank of Japan changed 
tack on its policy, with a view to having more flexibility on its 
yield curve management. This led to a steepening of the yield 
curve as investors begin to seek greater yield for longer-dated 
maturities and this shift also saw the government bond yield of 
other major economies move higher.
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In Europe, economic data improved from a challenging time 
during the last quarter when data pointed to a slowing economy. 
Thankfully, GDP growth was revised upwards to 2.2% while 
inflation also hit the 2% mark as a number of economic 
indicators, particularly in Germany, showed that confidence 
was once again picking up. The European Central Bank made 
no changes to policy over the quarter but did confirm to the 
market its intention to withdraw Quantitative Easing at the end 
of the year. The terrible bridge collapse in Genoa in August 
focused attention on Italy as the government there continues 
to challenge the EU on its budget plans. This issue is likely to 
come to a head in early October which will likely make for some 
volatility in Italian equity and debt markets in the short term.

Market outlook and our positioning
The third quarter was one of significant growth in equity markets 
when taken on an aggregate level. However, beneath the 
surface, this headline growth masks a significant divergence 
in performance that has been led by the US on the back of 
President Trump’s economic stimulus but has simultaneously 
hit other regions that have suffered due to the strong US dollar. 
The key question is how long can this continue for and what is 
already priced in? While the insular nature of the US economy 
means that it is possible for it to continue to grow while the rests 
of the world slows, there will come a time when a tipping point is 
reached.

As ever, it seems fixed interest markets are a little ahead of 
equity markets and are foreseeing a more challenging outlook 
but while earnings growth continues in the US and the world’s 
largest economy keeps expanding, it seems possible that equity 
markets may move higher still. Ultimately, the question may be 
at what cost to the rest of the world? Emerging markets and 
Asian economies have certainly been hit hard over the summer 
and the significant valuation gap that already existed between 
the US and these markets has only got wider.

In fixed interest markets, we continue with our UK gilts exposure 
being held entirely in short duration bonds i.e. gilts that mature 
in less than five years. This position is designed to cushion the 
blow from rising interest rates and this played out over the third 
quarter with our short duration gilts outperforming standard gilts 
as interest rate expectations increased.

Overall, we continue to see opportunities in equity markets but 
as we highlighted in our last report, we expect to see some 
increased volatility. This played out in emerging markets and 
Asia during the summer and could well continue as we enter 
the latter stages of 2018. As a result, we remain diversified and 
ready to act should we feel that economic conditions are such 
that action is required to protect the portfolios further.
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Active Managed Portfolio review – Q3 2018

Active MPS Growth
Amid a much more challenging environment, it is pleasing to 
report that all of the portfolios managed to deliver a positive 
return, albeit much more modest than the previous quarter. From 
their launch in February, all six portfolios have also delivered 
positive performance.

At a headline level, the allocation to equities was a positive 
contributor over the period, while fixed interest exposure held 
back absolute returns. Global equities were up in aggregate 
terms as economic growth continued to expand, although this 
was heavily skewed towards the US which motored ahead, 
fuelled by President Trump’s tax cuts and buoyant business 
and consumer confidence. In the US it was a strongly focused 
growth market with technology stocks doing particularly well 
again. With a large proportion of the US exposure coming 
from a holding in the passively managed Fidelity US Index, 
the portfolios managed to capture a significant element of 
this growth. Alongside this passive holding, there is dedicated 
technology exposure from the Polar Cap Global Technology 
fund (Portfolio 3-6) and this was particularly beneficial given the 
market’s focus on technology stocks, delivering over 9% during 
the quarter.

Away from the US, exposure to Japanese equities was helpful 
in absolute terms. Man GLG Japan Core Alpha performed 
strongly, growing by over 6% as its value bias was rewarded 
and this resulted in outperformance of the Topix Index. In Asia, 
our core exposure to the Invesco Asian fund (Portfolio 2-6) was 
marginally ahead of its broad-based Asian benchmark. During 
the period, it was announced that Stuart Parks, who was the 
previous manager and was acting as an adviser to the fund, 
was retiring, however, this news hasn’t changed our view of the 
holding given manager Will Lam’s long association with the fund. 
In emerging markets, it was a very challenging environment 
and our core exposure to the Fidelity Emerging Markets 
fund (Portfolio 2-6) underperformed sharply as did our more 
aggressive holding in Jupiter Global Emerging Markets (Portfolio 
5-6). Both of these managers were hit by company exposure in 
Turkey while Chinese equities also performed poorly. While this 
performance is disappointing, we retain our conviction in these 
holdings for the long term.

Closer to home, European equities performed well in sterling 
terms, helped by a weaker currency. Our exposure through the 
Crux European Special Situations fund (Portfolio 2-6) marginally 
underperformed as manager Richard Pease focuses away from 
the mega cap stocks that performed well over this period. In 
the UK, equities were negative over the quarter but two of our 
managers performed well, delivering a positive return. Both 
the Troy Trojan Income fund (Portfolio 1-6) and the Merian UK 
Smaller Companies fund (formerly called Old Mutual) (Portfolio 
6) performed well, albeit utilising very different approaches. Core 
holding, the Investec UK Alpha fund (Portfolio 3-6) was flat to 
the index while the Man GLG Undervalued Assets fund (Portfolio 
2-6) was a little behind the index.

Within fixed interest, markets were much more challenged as 
interest rates increased in the US and the UK while expectations 
of future rises also increased. Both the Fidelity MoneyBuilder 
Income fund (Portfolio 1-3) and the TwentyFour Corporate Bond 
fund (Portfolio 1-4) outperformed their passive equivalents. Away 
from UK bonds, the M&G Global Macro Bond fund outperformed 
the passive equivalent while the M&G Emerging Markets Bond 
fund delivered a positive return and outperformed its peer group.

Looking at the tactical asset allocation positions, the lower-
risk portfolios remain tilted towards shorter duration gilts 
on expectations of rising interest rates over time and this 
has been referenced earlier. The second position is to keep 
away from physical commercial property owing to challenges 
that may occur as the economy slows and as uncertainty 

escalates around Brexit. Late in the quarter, we saw signs that 
commercial property may be moderating and therefore we 
retain conviction in the M&G Absolute Return Bond fund and 
the Janus Henderson UK Absolute Return fund that are held in 
replacement of property exposure.

Overall, the portfolios have behaved within our expectations 
from a risk/reward perspective during the recent quarter.

Portfolio changes
We did not make any changes to the portfolios over the quarter. 
We do however remain focused on ensuring that each of these 
portfolios is exposed to the most appropriate investments and 
therefore, should the need arise to undertake changes to the 
underlying holdings, we will not hesitate to alter the current 
portfolios’ positioning.

During the period, we did make one share class switch where 
we managed to move to a cheaper share class for the Troy 
Trojan Income fund, helping to keep the portfolio costs as low as 
possible.

Active MPS Income
After a very strong second quarter in absolute terms, both 
Income portfolios had a more muted quarter, but both still 
managed to deliver a positive return.

At a headline level, equities performed well over the period 
which was positive for overall portfolio returns, however, the 
income style of investing lagged the broader market which 
was much more focused on growth companies. Strongest 
performance in the portfolio came from the Artemis Global 
Income fund which performed well in absolute terms and was 
broadly in line with its peer group. While emerging markets 
broadly had a difficult quarter as the strength of the US Dollar 
weighed on many economies, it was pleasing to see that the 
JPMorgan Emerging Markets Income fund had a good quarter, 
significantly outperforming the MSCI Emerging Markets Index. 
It was a similar story with our Asian equity exposure where the 
defensive nature of the Jupiter Asian Income fund came to the 
fore, outperforming the MSCI AC Asia ex Japan benchmark and 
delivering a positive return while broader markets were negative.

Closer to home, those same defensive characteristics were 
actually a negative in Europe where equities performed well 
on the back of improving economic prospects. The BlackRock 
Continental European Income fund performed well in absolute 
terms but marginally underperformed the MSCI Europe ex UK 
Index.

In the UK, equities had a more challenging summer and as 
a result, the FTSE All Share finished the quarter in negative 
territory. Against this backdrop, the Troy Trojan Income fund, 
which focuses on higher quality companies that have positive 
cash flow, performed well, managing to deliver a positive return 
and significantly outperforming the peer group. Alongside Troy, 
the Man GLG UK Income fund and the Montanaro UK Income 
fund both managed to outperform the peer group as their 
exposure to smaller companies was beneficial to performance.

Looking at the alternative exposure, the allocation to 
infrastructure equities was negative as the Premier Global 
Infrastructure holdings had a tough summer. This was due to 
their exposure to emerging markets infrastructure companies, 
particularly in China that were sold off along with the rest of 
emerging market equities. The allocation to property equities 
was also a detractor over the quarter with the iShares Property 
ETF falling sharply over the quarter after a strong period of 
performance. Late in the quarter, this holding was replaced 
with the iShares MSCI UK Target Real Estate ETF which offers 
lower-risk exposure to the asset class via holding index-linked 
gilts alongside property equities. A more detailed note on this 
change can be found on our website.
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In the fixed interest holdings (Income 1 only), the highlight was 
the exposure to the Baillie Gifford High Yield Bond fund and 
M&G Emerging Markets Bond fund which both managed to 
deliver positive returns over the quarter. The core UK corporate 
bond exposure via the TwentyFour Corporate Bond fund and 
the Royal London Corporate Bond fund was slightly negative 
as the market sold off, while the exposure to UK gilts was mildly 
negative in absolute terms, however, the focus on short duration 
gilts was hugely beneficial in protecting capital from the fall in 
the broader gilt market over the quarter.

While the overall absolute level of performance of the portfolios 
over the quarter has been frustrating given how strong some 
equity markets have been, it has been pleasing to see that 
where markets have sold off, the income characteristics of the 
investments have proved to be defensive. 

Portfolio changes
Late in the quarter, two changes were made to the portfolios. 
Firstly, as previously mentioned, the iShares Property ETF was 
replaced with the iShares MSCI UK Target Real Estate ETF to 
effectively lower the exposure to geared property equities. This 
change had no effect on the overall cost of the portfolio.

The second change occurred in the Income 2 portfolio, where 
an investment in the Newton Global Income fund was made. 
This fund has been introduced to the portfolio with a weight of 
8% which has been funded from the Artemis Global Income fund 
and as a result, the weight here has fallen from 18% to 10%. 
The change improves the overall blend of the portfolio, as the 
two funds are very complementary. More detailed information on 
this change is available on our website.

Additionally, during the quarter, we were able to switch share 
classes on both the Troy Trojan Income fund and the Premier 
Global Infrastructure fund to help lower the overall costs on the 
portfolio.

Fund 3 months 6 months 1 year Inception*
Active  
MPS 1 0.73% 2.59%  2.00%

Active  
MPS 2 1.07% 3.67%  2.31%

Active  
MPS 3 1.39% 5.28%  3.48%

Active  
MPS 4 1.45% 6.22%  4.03%

Active  
MPS 5 1.19% 6.53%  3.86%

Active  
MPS 6 0.67% 6.03%  3.15%

Active  
MPS  
Income 1

0.02% 2.86%  1.97%

Active  
MPS  
Income 2

0.27% 5.98%  4.52%

*Active MPS launched on 19 February 2018. 
Source: Bloomberg LLP
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Summary

Over the course of the third quarter, many of the economic 
tensions that were highlighted in the last quarterly report 
continued to dominate the markets, with a clear disconnect 
between the US economy and much of the rest of the world. With 
the strong US dollar hampering Asia and the emerging markets, 
equity market returns differed significantly as the focus on fast-
growing technology companies drove share prices higher in the 
US.

Away from the US, challenges around Brexit and European 
politics continued to be a factor that investors couldn’t ignore and 
this created some instability in markets, while interest rate rises in 
both the US and the UK created a more difficult environment for 
fixed interest investments.

With the trade war escalating between the US and China, the 
risk of tensions spilling over into a more serious headwind for 
global growth remain. As a result, investors have clearly been 
more circumspect in where they have been allocating to over the 
quarter. There seems little sign of this going away, particularly in 
the short term and, therefore, our expectations are that volatility 
will increase back towards more normal levels, in the coming 
months.

Economic and market review
The third quarter of 2018 saw positive performance from equities 
at an overall level; however, this headline figure masked major 
regional differences as the fortunes of different economies 
dictated equity returns. Away from equities, fixed interest markets 
had a challenging quarter as tighter monetary policy, or at least 
the threat of it, saw yields in fixed interest rise and capital values 
fall back.

In the UK, unsurprisingly, the markets have been dictated by the 
direction of trade talks with the EU. While Theresa May hoped 
her Chequers plan would help steer the UK to a deal with the 
EU, it became clear as the quarter progressed that this was 
highly unlikely, with the EU publically denouncing the proposal 
at a summit in Salzburg. However, EU officials did make some 
hints that a deal could be done and this led to sterling regaining 
some ground against the US dollar, ending the quarter down 1%. 
With so much revenue in the UK stock derived from overseas, 
this currency move held back the market and it ultimately ended 
the quarter in negative territory. The Bank of England delivered 
a well flagged interest rate rise in August as economic growth 
was in line with expectations at 1.5%, helped by consumer 
spending as England exceeded expectations in the World Cup, 
while unemployment continued to fall, hitting its lowest level since 

1975. These economic conditions saw the 10-year government 
bond yield move from 1.33% up to 1.60% over the quarter and 
consequently, the FTSE Actuaries UK Conventional Gilts All 
Stocks Index fell back 1.7%. Corporate bonds offered a little more 
protection from these rising rates but the iBoxx UK Sterling All 
Maturities Index still fell back slightly over the quarter, however 
high yield bonds were stronger performers, with the Bloomberg 
Barclays Global High Yield Bond Index growing by 1.9% over the 
period.
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As has been the case so often, the US market was the strongest-
performing region, as economic growth continued to power ahead 
with the S&P 500 Index growing by 7.6% over the quarter. The 
latest GDP data showed a 4.2% expansion in the economy while 
unemployment remained close to an 18-year low as business and 
consumer confidence, helped by higher earnings, continued to 
show the economy was in rude health. With this strong economic 
position, it was no surprise that the Federal Reserve saw fit to 
increase interest rates as the quarter came to an end and told 
the market it expected another rise before the year was out. The 
challenge for Chairman Jerome Powell will now be to control the 
rate of growth and inflation without the economy getting too hot 
and interest rates needing to be raised faster than the market 
expects. In the US government bond market, the yield on the 10-
year Treasury climbed back above the 3% level to hit its highest 
point since mid 2011.
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With Donald Trump sticking resolutely to his ‘America first’ policy, 
trade tensions between the US and China escalated sharply over 
the quarter. With the previously announced trade tariffs coming 
into force during August, Trump went even further and threatened 
to apply additional tariffs on a further $200bn of Chinese goods, 
while also berating the Chinese economic model at a meeting of 
the United Nations. Initial data out of China showed that the tariffs 
were already having an effect, with exports to the US falling 2.5% 
in July.

The trade policy did not only have an impact on China as the 
strong US dollar weighed heavily on Asia and the emerging 
markets during the quarter. With a large number of countries 
having issued government bonds in US dollars, the sharp move in 
the exchange rate has hit a number of economies hard, including 
Turkey, India, South Africa and Argentina. Turkey has been hit 
particularly hard as the US punished the nation for imprisoning a 
US citizen through punitive tariffs on Turkish steel and aluminium 
and this has seen the Turkish lira lose over 40% against the 
US dollar this year. These challenges were reflected in the 
performance of emerging market debt, with the J.P. Morgan GBI 
Emerging Market Global Composite Bond Index falling back 1.4% 
over the period.

The strong US dollar theme was a continuation of that seen in 
previous quarters and this made it difficult for Asian and emerging 
markets to perform. With the Indian rupee losing 5.6% against the 
dollar and the Chinese renminbi down 3.6% against the dollar, 
it is clear that some fragility exists in these economies. This has 
translated itself into equity performance with China and Hong 
Kong hitting bear market levels with sharp pull backs this year. 
As a result, the MSCI Emerging Market Index was flat over the 
quarter while the MSCI AC Asia ex Japan Index was down 1% 
over the quarter.

Remaining in Asia, Japan had a remarkably strong quarter, 
powering the Nikkei 225 Index close to levels last seen 27 years 
ago. This was helped by Prime Minister Abe surviving a no 
confidence vote and a leadership challenge during the quarter 
with his opponents looking to capitalise on a number of scandals 
that have recently dogged his administration. Economic data 
was improved over the quarter with GDP growth coming in the 
strongest since early 2017 and noticeably ahead of expectations, 
helped by strong private demand. A tight labour market saw wage 
growth hit its highest level for over 20 years and the Bank of 
Japan will now be hopeful that this translates into higher inflation. 
With a massive Quantitative Easing programme and zero interest 
rates, the Bank of Japan changed tack on its policy, with a view 
to having more flexibility on its yield curve management. This 
led to a steepening of the yield curve as investors begin to seek 
greater yield for longer-dated maturities and this shift also saw the 
government bond yield of other major economies move higher.

Source: Bloomberg LLP, AJ Bell Investments: October 2018
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In Europe, economic data improved from a challenging time 
during the last quarter when data pointed to a slowing economy. 
Thankfully, GDP growth was revised upwards to 2.2% while 
inflation also hit the 2% mark as a number of economic 
indicators, particularly in Germany, showed that confidence 
was once again picking up. The European Central Bank made 
no changes to policy over the quarter but did confirm to the 
market its intention to withdraw Quantitative Easing at the end 
of the year. The terrible bridge collapse in Genoa in August 
focused attention on Italy as the government there continues 
to challenge the EU on its budget plans. This issue is likely to 
come to a head in early October which will likely make for some 
volatility in Italian equity and debt markets in the short term.

Market outlook and our positioning
The third quarter was one of significant growth in equity markets 
when taken on an aggregate level. However, beneath the 
surface, this headline growth masks a significant divergence 
in performance that has been led by the US on the back of 
President Trump’s economic stimulus but has simultaneously 
hit other regions that have suffered due to the strong US dollar. 
The key question is how long can this continue for and what is 
already priced in? The insular nature of the US economy means 
that it is possible for it to continue to grow, whilst the rest of the 
work slows, however, there will come a time when a tipping point 
is reached.

As ever, it seems fixed interest markets are a little ahead of 
equity markets and are foreseeing a more challenging outlook 
but while earnings growth continues in the US and the world’s 
largest economy keeps expanding, it seems possible that equity 
markets may move higher still. Ultimately, the question may be 
at what cost to the rest of the world? Emerging markets and 
Asian economies have certainly been hit hard over the summer 
and the significant valuation gap that already existed between 
the US and these markets has only got wider.

In fixed interest markets, we continue with our UK gilts exposure 
being held entirely in short duration bonds i.e. gilts that mature 
in less than five years. This position is designed to cushion the 
blow from rising interest rates and this played out over the third 
quarter with our short duration gilts outperforming standard gilts 
as interest rate expectations increased.

Overall, we continue to see opportunities in equity markets but 
as we highlighted in our last report, we expect to see some 
increased volatility. This played out in emerging markets and 
Asia during the summer and could well continue as we enter 
the latter stages of 2018. As a result, we remain diversified and 
ready to act should we feel that economic conditions are such 
that action is required to protect the portfolios further.
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Passive Managed Portfolio review – Q3 2018

Introduction
On 19 February 2018, further options were added to the AJ 
Bell Managed Portfolio Service to sit alongside the existing 
passively managed portfolios. This now brings the service up to 
16 portfolios (eight active and eight passive) offering advisers 
a strong breadth of choice, with six growth portfolios and two 
income portfolios for both active and passive investors. The 
comments below relate to the model performance of the passive 
portfolio range.

The five original passive portfolios passed through their second 
anniversary during the quarter. We produced an article (you can 
find it here) summarising how the portfolios have performed over 
the last two years. For those of you who don’t have time to read 
the article; we have stolen the motto of a well-known fence care 
brand – they are doing exactly what it says on the tin!

AJ Bell Investments produces an article every month which 
aims to be thought-provoking and to provide an insight as to 
what is going on under the bonnet. In August it was passive’s 
turn, and we took the opportunity to explain how index providers 
are driving the industry. It perhaps helps to show that picking 
passive funds within our MPS is not just picking the products 
with the cheapest cost. If you have any questions on either 
piece, or are interested to hear in more detail about some of the 
work the passive team undertakes, please do not hesitate to get 
in touch with your AJ Bell contact.   

Passive MPS Growth 
The quarter was punctuated by a few performance outliers, with 
everything else tightly bunched and therefore the performance 
of the portfolios hinged on our weightings in a few key asset 
classes.

The US was top of the equity market leader board, up 9% over 
the quarter. This was hotly followed by Japan, up over 7% in 
sterling terms. The remaining equity regions across the globe 
were closely grouped, ranging from -1% to +1%. A similar 
pattern emerged in the fixed income markets; high yield and 
emerging market debt (hard currency) performed well, both up 
3% in sterling terms over the quarter. However, all other major 
fixed income asset classes delivered negative returns over the 
last three months.

The strategic asset allocation is designed in such a way as to 
maximise return for the level of risk taken. To achieve this the 
allocation has to be suitably diversified and as such has a bias 
to be underweight the US (which makes up over half of global 
equity markets) and overweight the UK, as this reduces the 
currency risk in the portfolio, helping to lower volatility. These 
biases therefore detracted over the quarter when compared to 
the ‘market portfolio’, i.e. a portfolio invested in regions based 
on their relative sizes. However, these detractors were offset 
by our use of other asset classes. Our riskiest portfolios have 
a significant exposure to the technology sector, up 9% over 
the quarter. With the exception of MPS 6 all the portfolios are 
overweight Japan, again versus the ‘market portfolio’. For fixed 
income we have diversified away from the traditional asset 
classes held by UK- based multi asset funds (gilts and corporate 
bonds), with holdings in emerging market debt, global high yield 
bonds and global investment grade bonds. This has helped 
performance, in particular for our lower-risk portfolios, where 
weightings to defensive asset classes are higher.

All our growth portfolios delivered a positive return over the 
quarter, a pleasing outcome given the negative performance 
of many fixed income markets. In addition, the return of the 
portfolios improved as the amount of risk taken increased – in 
line with how the portfolios are designed.

Passive MPS Growth Portfolios Q3 2018 return.  
Source: Bloomberg, AJ Bell
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Portfolio changes
As telegraphed in our Q2 review, a number of changes were 
made to our growth portfolios at the 18 July 2018 rebalance. 
An explanation of all the changes, including those made to the 
income portfolios, can be found here.

The rationales for the changes fitted into one of three categories:

• Cost reduction

• A better reflection of the asset class we are tracking

• Additional diversification benefits

We introduced a cheaper hedged S&P 500 ETF into our MPS 
5 portfolio. The old and new holdings were both managed 
by iShares (BlackRock), as such it was simply a case of 
implementing a newer (cheaper) product into this portfolio.

We switched our property holdings in all our portfolios, switching 
from the iShares UK Property ETF to the iShares MSCI Target 
Real Estate ETF. The MSCI product combines REIT investments 
with short-dated inflation-linked gilts, producing a return profile 
more akin to physical property investments.

Finally, we introduced a new holding in our MPS 6 portfolio. We 
diversified our holding in technology, introducing a 3% weight to 
iShares Automation & Robotics ETF.

Passive MPS Income
The objective of the Income 1 portfolio is capital preservation 
over a longer time horizon, and a competitive yield (currently we 
see this as somewhere close to 4% based on yields for different 
parts of the market and central bank interest rate policy across 
the globe). The objective for Income 2 is the same yield target, 
however it aims to grow capital at least in line with CPI inflation 
over the longer term. 

This equates to around a 4% per annum total return target for 
Income 1, and around 6% for Income 2. 

Over the quarter Income 1 delivered a total return of 0.74% 
and Income 2 delivered 1.98%, this is pleasing to see as it 
backs up a very strong Q2 return to bring the return since we 
launched the portfolios on 19 February this year to 5.89% 
and 7.29% respectively. Our exposures to global equities and 
bonds were the main contributors to performance in Income 1, 
with UK equities, bonds and property proving to be detractors. 
Our Income 2 portfolio has no exposure to bonds, as such 
it outperformed Income 1. In a similar pattern, international 
investments drove returns over the quarter.

https://www.investcentre.co.uk/sites/default/files/AJB_Many_happy_returns.pdf
https://www.investcentre.co.uk/articles/index-providers-biggest-active-manager-world
https://www.investcentre.co.uk/sites/default/files/AJBIC_MPS_service_update_July_2018.pdf
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long term.

Portfolio changes
As telegraphed in our Q2 review a number of changes were 
made to our income portfolios at the 18 July 2018 rebalance. 
An explanation of all the changes, including those made to the 
growth portfolios, can be found here.

Mirroring the rationale for the growth changes, new positions 
were implemented to either reduce the underlying OCF or 
improve benchmark tracking. In some cases the changes 
achieved both objectives.

We also switched our property holdings in the income 
portfolios, switching from the iShares UK Property ETF to the 
iShares MSCI Target Real Estate ETF. The MSCI product 
combines REIT investments with short-dated, inflation-linked 
gilts, producing a return profile more akin to physical property 
investments.

In addition we made a further change in our Income 1 portfolio, 
switching our high yield ETF from iShares to BMO. This allowed 
us to move into a hedged share class, move to an ETF that 
tracks global high yield more closely, and as a bonus has an 
OCF of 0.35%, 5bps less than the iShares ETF. This had the 
effect of cutting the overall synthetic OCF of Income 1 from 
0.34% to 0.33%.

Performance summary

MPS 3 months 6 months 1 year Inception*
Passive 
MPS 1 0.44% 3.10% 3.25% 4.50%

Passive 
MPS 2 0.98% 4.49% 4.36% 8.37%

Passive 
MPS 3 1.44% 6.36% 5.94% 12.36%

Passive 
MPS 4 1.66% 7.50% 7.06% 15.63%

Passive 
MPS 5 1.90% 8.20% 7.51% 17.48%

Passive 
MPS 6 1.82% 7.39% 5.05%

Passive 
MPS 
Income 1

0.74% 6.33% 5.89%

Passive 
MPS 
Income 2

1.98% 8.75% 7.29%

*MPS 1 – 5 launched on 18 August 2016, MPS 6 & Income 
portfolios launched on 19 February 2018.

Source: Bloomberg LLP

https://www.investcentre.co.uk/sites/default/files/AJBIC_MPS_service_update_July_2018.pdf
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