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Important considerations are the overall
exposure to different asset classes, but 
in particular to UK equities (often a
portfolio’s largest weighting), and each
charity’s time horizon: can they withstand
the impact of short-term market moves,
for example, and how will their reaction
have to change if volatility or weakness
persists. However, for many charities, the
most vital issue is what is happening to
their income and – as we demonstrate
below – this element of investment
returns is considerably more stable 
and resilient to external pressures.

When newspaper headlines and the
News at 10 talk in dramatic fashion
about billions being wiped off company
valuations, even the most placid investor
must feel a twinge of apprehension.
However, in reality, most charities are

investing for the long-term, attempting 
to take advantage of the long-term
attractions of equities – that is, the

increase in both capital value and income
over and above inflation. Short-term
downturns – even those that last for 
a number of years as we saw in
2000–2003 are often only a blip on 
a long-term graph. Moreover, those 
charities that stayed committed to this
asset class have since seen the value 
of their investments recover in similarly
spectacular fashion. Many pension funds
– who took the decision to switch the
bias of their portfolios more in favour of
bonds in 2003 – have not been so lucky. 

During the last 12 months we have seen a dramatic increase in
equity market volatility – with significant daily and intraday swings
both up and down – and the illiquidity in credit markets during the
summer led to fears of a more sustained downturn in share prices
triggered by an economic slowdown. Naturally, such fears raise
concerns amongst charity trustees who need to determine how 
this would affect their activities and whether or not they should 
be taking any action in anticipation.

1999 2000 2001 2002 2003 2004 2005 2006 2007

3000

3500

4000

4500

5000

5500

6000

6500

7000

FTSE 100 – Price Index
From 31/12/99 to 12/10/07 Weekly

Source: Datastream

Registered Office

Quayside House  Canal Wharf  Leeds LS11 5PU
Telephone +44 (0)113 245 4488
Facsimile +44 (0)113 245 1188

Email info.leeds@rensburgsheppards.co.uk
Web www.rensburgsheppards.co.uk

Charities Division

Charles Mesquita

2 Gresham Street  London  EC2V 7QN
Telephone +44 (0)20 7597 1234
Facsimile +44 (0)20 7597 1000

Email charles.mesquita@rensburgsheppards.co.uk

Group Offices

Belfast  Cheltenham  Farnham  Glasgow  Leeds
Liverpool  London  Manchester  Reigate  Sheffield
Member firm of the London Stock Exchange. Member of LIFFE. 
Authorised and regulated by the Financial Services Authority. 
Rensburg Sheppards Investment Management Limited is registered
in England. Registered No. 2122340.

This document has been prepared using sources that are considered to be reliable, correct and accurate. It has been issued for general information purposes and does not construe investment advice. 
Any opinions expressed are our judgement at the time of writing and are subject to change without notice.

“At Rensburg Sheppards
we are shortly to take
on the services of
Ethical Screening.”
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trusts that fall into the “ethical” sector,
However, as you would expect, they have
different underlying exemptions and whilst
a number simply exclude the “sin stocks”
such as tobacco, alcohol etc, another
tranche concentrate more on
environmental issues; as a result, the
performance of the funds in the universe
is quite diverse. Moreover, most charities
have fairly focused requirements and
cannot justify incorporating the more
“broad brush” approach adopted by many
of the funds. Finally, those charities
wishing to reflect positive strategic
decisions in their asset allocation or
generate a specific level of income may
not find the appropriate breadth of choice
amongst those funds on offer.

Finally, implementing an agreed ethical
policy can be done quite effectively in
partnership and certainly any companies
identified by charities themselves as not
operating in an appropriate manner can
fairly easily be excluded from the portfolio
if this information is communicated. This
arrangement can be quite productive given
that, in many instances, the charity is
much better placed to assess the 
more intricate aspects of companies’
circumstances such that they may
contravene a particular banned activity.
We would caution, however, against
taking too proactive an approach to the
extent that companies move on and off

the restricted list regularly as this would
likely impact negatively on performance. 

For some charities, the need to adhere to
a particularly strict or perhaps far reaching
and complicated ethical policy is
paramount. In these instances, it is often
best to turn to an external agency who
specialise in monitoring and screening
portfolios for clients. At Rensburg
Sheppards we are shortly to take on the
services of Ethical Screening, a company
set up 10 years ago to undertake research
and analysis into non-financial aspects of
corporate activity and who will provide 
us with a comprehensive look through of
relevant client portfolios so that we can
ensure at all times that more onerous
requirements are achieved. 

In summary, applying an ethical policy
usually requires an element of pragmatism
and an aim to balance appropriately the
different long-term aims of the charity.
However, so long as trustees put aside
their personal views and consider the
issues from every angle, there is no
reason why a suitable solution cannot 
be reached in agreement with their
investment manager.

Louise Hall

In terms of deciding upon areas that may
be excluded from the portfolio, trustees
should perhaps refer to the Bishop of
Oxford’s case in which the Vice
Chancellor affirmed that the trustees’ 
duty is to carry out an investment policy
to obtain the maximum return on the
investment, and that they “must not use
property held by them for investment
purposes as a means for making moral
statements at the expense of the charity
of which they act as trustees”. However,
where investments compete directly with
the goals of the charity (as could be
argued with tobacco stocks and medical
charities), or where an investment
hampers a charity’s work (eg fund
raising) then it is deemed acceptable 
to exclude them.

Many charities take the view that where 
a significant proportion of a company’s
revenues come from an activity that is
directly contrary to their aims then that
stock should be excluded from their
portfolio. There is clearly a grey area in
what constitutes a significant proportion

(for example, should Sainsbury be
excluded when there is ban on alcohol
given that 7.5% of its sales come from
this product) and the extent to which 
the offending activity is directly
detrimental to the aims of the charity.
However, normally, a pragmatic solution
is reached quickly in these situations and
where investment managers adopt an
approach similar to ours and manage
each portfolio on an “individual” basis,
these restrictions can easily be applied.

Trustees do need to decide the degree 
to which they require their ethical
restrictions to be applied. It is fairly
straightforward to exclude investment 
into single companies whose activities are
easily defined but the use of collectives
for investment into specialised areas 
such as smaller companies or overseas
markets can present problems. It may 
be possible to identify the contents of 
an externally managed fund on day one
but monitoring its components rigorously
thereafter can be tricky. Often the solution
reached is to accept that the purchase of
a collective does not represent a direct
investment into a banned area.
Alternatively, collectives can either 
be excluded entirely – or limited by
weighting – although both these options
could bring the chance of reduced 
returns or could increase risk. 

Another possible way round this that can
be attractive to trustees is for the Charity
to invest only into ethical trusts and there
are a number of unit and investment

“Trustees do need to
decide the degree to
which they require their
ethical restrictions to 
be applied.”

Ethical Considerations
A significant number of charities request that their portfolios are
managed within the confines of a restriction on investment into certain
companies/sectors; this need not necessarily impact materially on the
performance of the fund depending on the size of the excluded assets.
However, there are periods where a particular sector’s attributes could
result in significant outperformance and trustees need to weigh this up
against their desire to operate an ethical policy in line with their
charitable objectives.

continued...

continued...

MAYBE

NO



The type of charity is also a factor. Those
that are permanently endowed – and who
cannot withdraw capital to supplement
their activities – are much less focused 
on quarter-by-quarter capital returns and
much more concerned that their income
(and the pot that produces it) grows
steadily over time. However, many
charities rely on their capital either
psychologically (ie they might need
access to it one day) or financially (they
already know they will) and this makes
increased volatility much more unsettling.
For some, the withdrawal of capital is
“discretionary” in the sense that trustees
might have earmarked a large sum for a
specific project but have an element of
flexibility over timing. This means they
are less likely to be forced into making
investment sales at inopportune moments
although the question of when is the
“right” time can be increasingly difficult
when markets are fluctuating more in
response to sentiment than fundamentals.

Finally, there are those charities who
make regular withdrawals of capital to
fund their day-to-day activities and, for
them, capital volatility is a constant
consideration. The solution here is to
ensure that their investment strategy

reflects their situation and that their
portfolio is constructed to minimise the
negative impact of a period of downturn
in specific asset classes: diversification;
adequate exposure to less volatile
investments; active management in
changing market conditions. Often these
charities will have total return objectives –
that is their requirements are met by a
combination of income and capital – 
and a prudent approach would suggest
that their total return is sufficiently
underpinned by the income element as
this will also help in periods of stock
market weakness.

Very few charities are indifferent to the
income their portfolios produce and many
rely completely on it to fund their good
works. Whether it is used to pay the
salaries of care workers at a hospice, 
to provide grants to other charities or to
be added to the income generated from
fund raising and legacies, it is ultimately
important that charities can rely on it
and, to a certain extent, predict it. And
this is where some good news can be
seen amidst all the other uncertainty.

Based on post-war data, dividends 
from UK companies have grown on an
annualised basis by 1.8% above inflation
– roughly equal to growth in wages, 
often one of a charity’s main outgoings.
Moreover, as the graph below shows,
dividends paid by FTSE 100 companies

barely fell even during the bear market 
at the start of the century (down 1%)
whilst share prices within this index
declined 50%.

Furthermore, the slight decline in
dividends resulted from a few notable
instances where companies significantly
cut their payouts, for example Royal &
Sun Alliance, Aviva and BT, with many
others continuing to raise their payments
each year. As a consequence the
experience of most charity clients during
these difficult times was that their income
at the very least was maintained and, for
many, the concentration of their portfolios
on high quality stocks meant that they
saw gradual increases.

One of the reasons for this disjoint is the
fact that – at times – share prices and
dividend payments are driven by quite
different things. Whilst both should in
theory reflect the earnings being
generated by a company, share prices
alone are subject to sentiment (which can
in effect result in an imbalance between
supply and demand). This is supported
by the fact that, during the
aforementioned bear market, the
price/earnings ratio of the FTSE 100 
also fell by 50% ie earnings were broadly
unchanged; investor selling in response to
increased global uncertainty caused share
prices to fall rather than a wholesale
demise of profits growth.

Income Volatility
...continued

“Very few charities 
are indifferent to the
income their portfolios
produce and many rely
completely on it to
fund their good works.”
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You may have already crossed a number
of mountain ranges. How you have fared
may provide some indication as to how
you will cope when you reach the next
range, but you do not have any
knowledge of the height, duration or
ruggedness of the next peaks or when
they will appear. Or, to put it slightly
differently, “the past is not necessarily 
a guide to the future and roads can go
down as well as up.” 

Setting strategy for a charity is no
different in that it is important to
consider both the nature and attributes 
of the organisation as well as the
economic environment through which
you are passing. Apart from managing
investment portfolios for charities, we
spend considerable time with clients
defining and delineating their investment
strategies. By being involved in the
strategy setting process we are better
able to apply it to constantly moving
markets and this creates a direct link
between a charity and their investment
portfolio. Each charity has its own
individuality and specific needs.
Consideration needs to be given to
current and future beneficiaries of the
charity, the relationship between the
amount available for investment and 
the other drivers (no pun intended) of
the charity: the nature of the work, the

variance/predictability of income and
expenditure, the size of the balance
sheet etc. It is also important to
understand what you are trying to
achieve by investing. Are you looking 
to maintain asset values or increase
them, are you looking to offset cost
increases such as wages or do you 
need a growing income stream?

Today, potential investment opportunities
are virtually the same for most charities
with a reasonable sum to invest; they all
have access to a range of different asset
classes and a wide array of different
types and styles of investment. However,
in investment there are no racing
certainties and different investments
provide different opportunities but also

Imagine driving across Africa without a map. You have no idea of
what lies ahead but in order to reach your destination your only
recourse is to use your instincts, past similar experiences and,
importantly, details of your current journey so far, to help you. 
Before you set off and at various stages along this journey it would
be rational to stop and take stock of the situation: to consider your
objectives, the state of the vehicle in which you are travelling, the
requirements of the passengers and the nature of the terrain 
through which you have travelled.

Against this backdrop company
management were able to continue
paying dividends at a similar rate,
taking into consideration the usual
factors such as how the monies were
best to be deployed: reinvested into the
business or distributed. In addition, the
level of dividend is often taken as a
message of management’s view of the
underlying strength of the company and
this leads to a great reluctance to cut a
payment unless circumstances are such
that this cannot be avoided.

In conclusion, charities investing in
equities can take heart from the fact
that at least part of their return is
subject to very little volatility year-on-
year. Moreover, if capital conditions
deteriorate, trustees can underpin their
short-term results by favouring asset
classes that will increase their income
further, for example bonds or
commercial property, whilst
remembering that, over the longer-term,
the unattractive volatility of equities is
countered by the fact that the income
they produce has historically grown
ahead of inflation.

“Apart from managing
investment portfolios for
charities, we spend
considerable time with
clients defining and
delineating their
investment strategies.”

Setting Strategy

“Using past events 
as the basis for the
construction and
management of a
portfolio is like trying 
to drive this car by just
looking in the rear 
view mirror.”

have different and changing risks.
Therefore it is important to construct
individual portfolios for individual clients.

By considering the different attributes of
each asset class and using history as a
guide, it is possible to ascertain some
idea of how the portfolio will perform 
and the level of risks that are being taken,
but it is only a guide. We can all drive the
perfect race with the benefit of hindsight.
Cash is viewed as the lowest risk
investment, but that is only the case if
inflation does not devalue it, or the value
of the currency in which it is held does
not collapse. It has also provided the
lowest rate of return over any reasonable
period. Other asset classes like bonds,
equities and property have provided
higher returns over time but with less
predictability.

Using past events as the basis for the
construction and management of a
portfolio is like trying to drive this car
through Africa by just looking in the rear
view mirror. Not a recipe for success for
very long. It is likely to mean that the
portfolio is always reacting to the last
event rather than the next one. Also, 
asset classes that have performed well
are likely to have higher weightings than
those that have performed more poorly,
indicating that the portfolio is chasing
past performance rather than looking to
invest in sectors that may have performed
more poorly but where better value exists.
Clearly knowledge and information are
vital whether going on an expedition,
managing a charity or running an
investment portfolio, but stockmarket
movements are real time events and 
need constant appraisal, just like driving. 

In this analogy clearly the driver is a key
component so do you want a fast driver,
but one who could give you a bumpy
ride, do you want a “steady Eddie” or
something in between? In the
methodology by which we manage
portfolios we use a blend of both direct

investment for quality bonds and larger
UK companies and, usually, we use
indirect investment through collectives
(like unit trusts and investment trusts) for
UK smaller companies, overseas markets,
property and specialist sectors. We also
have a policy that the people the trustees
meet are the people who manage the
portfolio. As fund managers we drive 
the car, but we do not look to be too
prescriptive about driver style as you
actually need different styles for different
terrains. It is our job to review the
landscape, study the weather forecasts,
and then both discuss the situation with
trustees as well as manage the portfolio
and choose drivers of the collectives 
that we feel are the most appropriate 
at that time.  

The better the direct understanding
between trustees, executive directors and
fund managers about how, where and
why you are travelling, the greater ability
we have to steer your monies through the
fascinating but uncertain landscape that
is the world’s investment markets. 

James Minett

Louise Hall



The type of charity is also a factor. Those
that are permanently endowed – and who
cannot withdraw capital to supplement
their activities – are much less focused 
on quarter-by-quarter capital returns and
much more concerned that their income
(and the pot that produces it) grows
steadily over time. However, many
charities rely on their capital either
psychologically (ie they might need
access to it one day) or financially (they
already know they will) and this makes
increased volatility much more unsettling.
For some, the withdrawal of capital is
“discretionary” in the sense that trustees
might have earmarked a large sum for a
specific project but have an element of
flexibility over timing. This means they
are less likely to be forced into making
investment sales at inopportune moments
although the question of when is the
“right” time can be increasingly difficult
when markets are fluctuating more in
response to sentiment than fundamentals.

Finally, there are those charities who
make regular withdrawals of capital to
fund their day-to-day activities and, for
them, capital volatility is a constant
consideration. The solution here is to
ensure that their investment strategy

reflects their situation and that their
portfolio is constructed to minimise the
negative impact of a period of downturn
in specific asset classes: diversification;
adequate exposure to less volatile
investments; active management in
changing market conditions. Often these
charities will have total return objectives –
that is their requirements are met by a
combination of income and capital – 
and a prudent approach would suggest
that their total return is sufficiently
underpinned by the income element as
this will also help in periods of stock
market weakness.

Very few charities are indifferent to the
income their portfolios produce and many
rely completely on it to fund their good
works. Whether it is used to pay the
salaries of care workers at a hospice, 
to provide grants to other charities or to
be added to the income generated from
fund raising and legacies, it is ultimately
important that charities can rely on it
and, to a certain extent, predict it. And
this is where some good news can be
seen amidst all the other uncertainty.

Based on post-war data, dividends 
from UK companies have grown on an
annualised basis by 1.8% above inflation
– roughly equal to growth in wages, 
often one of a charity’s main outgoings.
Moreover, as the graph below shows,
dividends paid by FTSE 100 companies

barely fell even during the bear market 
at the start of the century (down 1%)
whilst share prices within this index
declined 50%.

Furthermore, the slight decline in
dividends resulted from a few notable
instances where companies significantly
cut their payouts, for example Royal &
Sun Alliance, Aviva and BT, with many
others continuing to raise their payments
each year. As a consequence the
experience of most charity clients during
these difficult times was that their income
at the very least was maintained and, for
many, the concentration of their portfolios
on high quality stocks meant that they
saw gradual increases.

One of the reasons for this disjoint is the
fact that – at times – share prices and
dividend payments are driven by quite
different things. Whilst both should in
theory reflect the earnings being
generated by a company, share prices
alone are subject to sentiment (which can
in effect result in an imbalance between
supply and demand). This is supported
by the fact that, during the
aforementioned bear market, the
price/earnings ratio of the FTSE 100 
also fell by 50% ie earnings were broadly
unchanged; investor selling in response to
increased global uncertainty caused share
prices to fall rather than a wholesale
demise of profits growth.

Income Volatility
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“Very few charities 
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income their portfolios
produce and many rely
completely on it to
fund their good works.”
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You may have already crossed a number
of mountain ranges. How you have fared
may provide some indication as to how
you will cope when you reach the next
range, but you do not have any
knowledge of the height, duration or
ruggedness of the next peaks or when
they will appear. Or, to put it slightly
differently, “the past is not necessarily 
a guide to the future and roads can go
down as well as up.” 

Setting strategy for a charity is no
different in that it is important to
consider both the nature and attributes 
of the organisation as well as the
economic environment through which
you are passing. Apart from managing
investment portfolios for charities, we
spend considerable time with clients
defining and delineating their investment
strategies. By being involved in the
strategy setting process we are better
able to apply it to constantly moving
markets and this creates a direct link
between a charity and their investment
portfolio. Each charity has its own
individuality and specific needs.
Consideration needs to be given to
current and future beneficiaries of the
charity, the relationship between the
amount available for investment and 
the other drivers (no pun intended) of
the charity: the nature of the work, the

variance/predictability of income and
expenditure, the size of the balance
sheet etc. It is also important to
understand what you are trying to
achieve by investing. Are you looking 
to maintain asset values or increase
them, are you looking to offset cost
increases such as wages or do you 
need a growing income stream?

Today, potential investment opportunities
are virtually the same for most charities
with a reasonable sum to invest; they all
have access to a range of different asset
classes and a wide array of different
types and styles of investment. However,
in investment there are no racing
certainties and different investments
provide different opportunities but also

Imagine driving across Africa without a map. You have no idea of
what lies ahead but in order to reach your destination your only
recourse is to use your instincts, past similar experiences and,
importantly, details of your current journey so far, to help you. 
Before you set off and at various stages along this journey it would
be rational to stop and take stock of the situation: to consider your
objectives, the state of the vehicle in which you are travelling, the
requirements of the passengers and the nature of the terrain 
through which you have travelled.

Against this backdrop company
management were able to continue
paying dividends at a similar rate,
taking into consideration the usual
factors such as how the monies were
best to be deployed: reinvested into the
business or distributed. In addition, the
level of dividend is often taken as a
message of management’s view of the
underlying strength of the company and
this leads to a great reluctance to cut a
payment unless circumstances are such
that this cannot be avoided.

In conclusion, charities investing in
equities can take heart from the fact
that at least part of their return is
subject to very little volatility year-on-
year. Moreover, if capital conditions
deteriorate, trustees can underpin their
short-term results by favouring asset
classes that will increase their income
further, for example bonds or
commercial property, whilst
remembering that, over the longer-term,
the unattractive volatility of equities is
countered by the fact that the income
they produce has historically grown
ahead of inflation.

“Apart from managing
investment portfolios for
charities, we spend
considerable time with
clients defining and
delineating their
investment strategies.”

Setting Strategy

“Using past events 
as the basis for the
construction and
management of a
portfolio is like trying 
to drive this car by just
looking in the rear 
view mirror.”

have different and changing risks.
Therefore it is important to construct
individual portfolios for individual clients.

By considering the different attributes of
each asset class and using history as a
guide, it is possible to ascertain some
idea of how the portfolio will perform 
and the level of risks that are being taken,
but it is only a guide. We can all drive the
perfect race with the benefit of hindsight.
Cash is viewed as the lowest risk
investment, but that is only the case if
inflation does not devalue it, or the value
of the currency in which it is held does
not collapse. It has also provided the
lowest rate of return over any reasonable
period. Other asset classes like bonds,
equities and property have provided
higher returns over time but with less
predictability.

Using past events as the basis for the
construction and management of a
portfolio is like trying to drive this car
through Africa by just looking in the rear
view mirror. Not a recipe for success for
very long. It is likely to mean that the
portfolio is always reacting to the last
event rather than the next one. Also, 
asset classes that have performed well
are likely to have higher weightings than
those that have performed more poorly,
indicating that the portfolio is chasing
past performance rather than looking to
invest in sectors that may have performed
more poorly but where better value exists.
Clearly knowledge and information are
vital whether going on an expedition,
managing a charity or running an
investment portfolio, but stockmarket
movements are real time events and 
need constant appraisal, just like driving. 

In this analogy clearly the driver is a key
component so do you want a fast driver,
but one who could give you a bumpy
ride, do you want a “steady Eddie” or
something in between? In the
methodology by which we manage
portfolios we use a blend of both direct

investment for quality bonds and larger
UK companies and, usually, we use
indirect investment through collectives
(like unit trusts and investment trusts) for
UK smaller companies, overseas markets,
property and specialist sectors. We also
have a policy that the people the trustees
meet are the people who manage the
portfolio. As fund managers we drive 
the car, but we do not look to be too
prescriptive about driver style as you
actually need different styles for different
terrains. It is our job to review the
landscape, study the weather forecasts,
and then both discuss the situation with
trustees as well as manage the portfolio
and choose drivers of the collectives 
that we feel are the most appropriate 
at that time.  

The better the direct understanding
between trustees, executive directors and
fund managers about how, where and
why you are travelling, the greater ability
we have to steer your monies through the
fascinating but uncertain landscape that
is the world’s investment markets. 

James Minett

Louise Hall



The type of charity is also a factor. Those
that are permanently endowed – and who
cannot withdraw capital to supplement
their activities – are much less focused 
on quarter-by-quarter capital returns and
much more concerned that their income
(and the pot that produces it) grows
steadily over time. However, many
charities rely on their capital either
psychologically (ie they might need
access to it one day) or financially (they
already know they will) and this makes
increased volatility much more unsettling.
For some, the withdrawal of capital is
“discretionary” in the sense that trustees
might have earmarked a large sum for a
specific project but have an element of
flexibility over timing. This means they
are less likely to be forced into making
investment sales at inopportune moments
although the question of when is the
“right” time can be increasingly difficult
when markets are fluctuating more in
response to sentiment than fundamentals.

Finally, there are those charities who
make regular withdrawals of capital to
fund their day-to-day activities and, for
them, capital volatility is a constant
consideration. The solution here is to
ensure that their investment strategy

reflects their situation and that their
portfolio is constructed to minimise the
negative impact of a period of downturn
in specific asset classes: diversification;
adequate exposure to less volatile
investments; active management in
changing market conditions. Often these
charities will have total return objectives –
that is their requirements are met by a
combination of income and capital – 
and a prudent approach would suggest
that their total return is sufficiently
underpinned by the income element as
this will also help in periods of stock
market weakness.

Very few charities are indifferent to the
income their portfolios produce and many
rely completely on it to fund their good
works. Whether it is used to pay the
salaries of care workers at a hospice, 
to provide grants to other charities or to
be added to the income generated from
fund raising and legacies, it is ultimately
important that charities can rely on it
and, to a certain extent, predict it. And
this is where some good news can be
seen amidst all the other uncertainty.

Based on post-war data, dividends 
from UK companies have grown on an
annualised basis by 1.8% above inflation
– roughly equal to growth in wages, 
often one of a charity’s main outgoings.
Moreover, as the graph below shows,
dividends paid by FTSE 100 companies

barely fell even during the bear market 
at the start of the century (down 1%)
whilst share prices within this index
declined 50%.

Furthermore, the slight decline in
dividends resulted from a few notable
instances where companies significantly
cut their payouts, for example Royal &
Sun Alliance, Aviva and BT, with many
others continuing to raise their payments
each year. As a consequence the
experience of most charity clients during
these difficult times was that their income
at the very least was maintained and, for
many, the concentration of their portfolios
on high quality stocks meant that they
saw gradual increases.

One of the reasons for this disjoint is the
fact that – at times – share prices and
dividend payments are driven by quite
different things. Whilst both should in
theory reflect the earnings being
generated by a company, share prices
alone are subject to sentiment (which can
in effect result in an imbalance between
supply and demand). This is supported
by the fact that, during the
aforementioned bear market, the
price/earnings ratio of the FTSE 100 
also fell by 50% ie earnings were broadly
unchanged; investor selling in response to
increased global uncertainty caused share
prices to fall rather than a wholesale
demise of profits growth.

Income Volatility
...continued

“Very few charities 
are indifferent to the
income their portfolios
produce and many rely
completely on it to
fund their good works.”
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You may have already crossed a number
of mountain ranges. How you have fared
may provide some indication as to how
you will cope when you reach the next
range, but you do not have any
knowledge of the height, duration or
ruggedness of the next peaks or when
they will appear. Or, to put it slightly
differently, “the past is not necessarily 
a guide to the future and roads can go
down as well as up.” 

Setting strategy for a charity is no
different in that it is important to
consider both the nature and attributes 
of the organisation as well as the
economic environment through which
you are passing. Apart from managing
investment portfolios for charities, we
spend considerable time with clients
defining and delineating their investment
strategies. By being involved in the
strategy setting process we are better
able to apply it to constantly moving
markets and this creates a direct link
between a charity and their investment
portfolio. Each charity has its own
individuality and specific needs.
Consideration needs to be given to
current and future beneficiaries of the
charity, the relationship between the
amount available for investment and 
the other drivers (no pun intended) of
the charity: the nature of the work, the

variance/predictability of income and
expenditure, the size of the balance
sheet etc. It is also important to
understand what you are trying to
achieve by investing. Are you looking 
to maintain asset values or increase
them, are you looking to offset cost
increases such as wages or do you 
need a growing income stream?

Today, potential investment opportunities
are virtually the same for most charities
with a reasonable sum to invest; they all
have access to a range of different asset
classes and a wide array of different
types and styles of investment. However,
in investment there are no racing
certainties and different investments
provide different opportunities but also

Imagine driving across Africa without a map. You have no idea of
what lies ahead but in order to reach your destination your only
recourse is to use your instincts, past similar experiences and,
importantly, details of your current journey so far, to help you. 
Before you set off and at various stages along this journey it would
be rational to stop and take stock of the situation: to consider your
objectives, the state of the vehicle in which you are travelling, the
requirements of the passengers and the nature of the terrain 
through which you have travelled.

Against this backdrop company
management were able to continue
paying dividends at a similar rate,
taking into consideration the usual
factors such as how the monies were
best to be deployed: reinvested into the
business or distributed. In addition, the
level of dividend is often taken as a
message of management’s view of the
underlying strength of the company and
this leads to a great reluctance to cut a
payment unless circumstances are such
that this cannot be avoided.

In conclusion, charities investing in
equities can take heart from the fact
that at least part of their return is
subject to very little volatility year-on-
year. Moreover, if capital conditions
deteriorate, trustees can underpin their
short-term results by favouring asset
classes that will increase their income
further, for example bonds or
commercial property, whilst
remembering that, over the longer-term,
the unattractive volatility of equities is
countered by the fact that the income
they produce has historically grown
ahead of inflation.

“Apart from managing
investment portfolios for
charities, we spend
considerable time with
clients defining and
delineating their
investment strategies.”

Setting Strategy

“Using past events 
as the basis for the
construction and
management of a
portfolio is like trying 
to drive this car by just
looking in the rear 
view mirror.”

have different and changing risks.
Therefore it is important to construct
individual portfolios for individual clients.

By considering the different attributes of
each asset class and using history as a
guide, it is possible to ascertain some
idea of how the portfolio will perform 
and the level of risks that are being taken,
but it is only a guide. We can all drive the
perfect race with the benefit of hindsight.
Cash is viewed as the lowest risk
investment, but that is only the case if
inflation does not devalue it, or the value
of the currency in which it is held does
not collapse. It has also provided the
lowest rate of return over any reasonable
period. Other asset classes like bonds,
equities and property have provided
higher returns over time but with less
predictability.

Using past events as the basis for the
construction and management of a
portfolio is like trying to drive this car
through Africa by just looking in the rear
view mirror. Not a recipe for success for
very long. It is likely to mean that the
portfolio is always reacting to the last
event rather than the next one. Also, 
asset classes that have performed well
are likely to have higher weightings than
those that have performed more poorly,
indicating that the portfolio is chasing
past performance rather than looking to
invest in sectors that may have performed
more poorly but where better value exists.
Clearly knowledge and information are
vital whether going on an expedition,
managing a charity or running an
investment portfolio, but stockmarket
movements are real time events and 
need constant appraisal, just like driving. 

In this analogy clearly the driver is a key
component so do you want a fast driver,
but one who could give you a bumpy
ride, do you want a “steady Eddie” or
something in between? In the
methodology by which we manage
portfolios we use a blend of both direct

investment for quality bonds and larger
UK companies and, usually, we use
indirect investment through collectives
(like unit trusts and investment trusts) for
UK smaller companies, overseas markets,
property and specialist sectors. We also
have a policy that the people the trustees
meet are the people who manage the
portfolio. As fund managers we drive 
the car, but we do not look to be too
prescriptive about driver style as you
actually need different styles for different
terrains. It is our job to review the
landscape, study the weather forecasts,
and then both discuss the situation with
trustees as well as manage the portfolio
and choose drivers of the collectives 
that we feel are the most appropriate 
at that time.  

The better the direct understanding
between trustees, executive directors and
fund managers about how, where and
why you are travelling, the greater ability
we have to steer your monies through the
fascinating but uncertain landscape that
is the world’s investment markets. 

James Minett

Louise Hall






