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div

matter?

Investments

When it comes to building your investment
portfolio, you might have been warned
about avoiding putting all your eggs in

one basket. It’s wise to spread your money
across a range of different investments.
That way, if the value of one of them falls,
it should have a limited effect on the
overall performance of your portfolio.

sification

How to diversify your portfolio

In practical terms, diversity involves
investing in different asset classes across
various countries and regions.

The two main asset classes in most portfolios are shares and
bonds, and these behave differently. When you invest in shares,
you buy into a company’s ongoing operations. The value of shares
flu tuates according to the fortunes of the company, so they are
riskier than bonds. Of course, the returns can be greater too.

Abond is effectively a loan to the issuer in return for a fi ed interest
payment. A government bond, such as a gilt, is considered among
the least risky investments, as the UK government is unlikely to
default, although returns can be lower.

Most portfolios will also diversify holdings across developed
countries, like the UK, the US and within Europe, and regions such
as emerging markets (EMs). Developed countries typically have
relatively stable economies and stock markets comprising large,
well-established companies. EMs on the other hand, are growing
faster so they offer greater potential rewards, however, they tend
to be more unpredictable so they are regarded as higher risk.

How diversification works

During times of uncertainty, bonds

usually rally as investors move their money
out of shares and into safe-haven assets.
When the outlook improves, shares rebound
as investors switch back to taking greater
risk in return for what they hope will be a
higher reward.

As for geographical diversifi ation, any number of economic
or political factors can weigh on the financial mar etsin one
country or region without necessarily spreading into others.

Assets and regions are not always uncorrelated in the short
term. Most asset classes fell towards the end of 2018 due to
concerns about global trade, slowing economic growth and the
prospect of rising interest rates. They then rose in tandem

at the start of 2019. As long as your portfolio is well diversified,
it should weather market flu tuations.

The value of your investments and any income from them
can fall as well as rise and you may not get back the original
amount invested.
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Investing for the long term
— lessons from the past

The emergence of COVID-19 brought a rapid end to the
drawn-out recovery of major stock markets from the share
price lows associated with the financial crisis a decade ago.
When the scale of the threat to lives and livelihoods became
apparent, market analysts and investors reassessed the
global economic outlook and corporate prospects; they
didn’t like what they saw and a wave of selling followed,
with inevitable consequences. Most share prices, and

thus stock indices, were impacted.

Market analysts and investors aren’t infallible, but when something like
COVID-19 strikes they get nervous because closed borders, flight bans

and lockdowns can pose a threat even to large companies, especially in
exposed sectors. Axed dividends and distressed rights issues are anathema
to the jittery; and the largest blue-chip companies aren’timmune. Little
wonder then that the 100 shares comprising the UK’s blue-chip share
index, the FTSE 100, rapidly lost about one-third of their combined

value before regaining some composure.

Lessons from history

Created in 1984 with a starting level of 1,000 points to provide a wider index
of leading shares quoted in London, the FTSE 100 largely superseded the
narrower Financial Times 30-share index launched in 1935. As a barometer
of economic outlook and corporate prospects, the FTSE 100 has gauged a
few storms over the past 36 years. A chart of its progress reveals

a plethora of spikes and dips, the starkest of which can be associated with
key events in recent financial history.
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Chart: FTSE 100 from inception to March 2020
https://tradingeconomics.com/united-kingdom/stock-market
Not the first FTSE 100 dip

After its launch on 3 January 1984, the FT’s new share index only slipped
very briefly below 1,000 points that year. It then made progress, sometimes
faltering, to hit 2,000 points by March 1987, by then buoyed by the effect

of the previous October’s ‘Big Bang’ modernisation of the London Stock
Exchange’s trading structure. Six months of further upticks followed and
the index broke through 2,350 in early October 1987. It would be two

years before that level was attained again.

On 19 October 1987, the Monday after The Great Storm ravaged Southern
England, global stock markets suffered a crash so severe that the day
became known as Black Monday. A tsunami of selling, much of it blamed
on new-fangled computer-program trading, rapidly took the FTSE 100
down to around 1,600, starting with an 11% drop on the Monday and
12% the next day.

The ascent of the 1990s

Share-price recovery was slow, hampered by a short UK recession in
1991-92 caused in part by high interest rates and an over-valued pound
associated with efforts to keep sterling within Europe’s exchange rate
mechanism. After Chancellor Norman Lamont took sterling out of the
ERM in September 1992, having spent billions and upped base rate to
15% trying to stay in, the index gained about 14% in six months.

As 1994 dawned, a decade on from its launch, the FTSE 100 stood at around
3,400; although then, as now, changes had been made to its constituent
shares as companies’ respective market capitalisations

waxed and waned. Concerns about the economy and tax plans dampened
sentiment and the index fell below 3,000 during the first half of 1994

before starting a five-year ascent to break the 6,000 barrier in the summer
of 1998. After a 500% rise in 14 years, what came next for the FTSE 100?

A 1,000-point drop

High interest rates and other threats to UK economic growth and even
talk of an impending recession brought a 1,000-point drop in the FTSE 100
in the autumn of 1998, almost all of it recovered by the year-end. General
bullishness continued through 1999, which ended with the index nudging
7,000. As the year 2000 unfolded, a combination of overvaluation,
epitomised by the rapidly inflating ‘dotcom bubble’, and a global
economic slowdown brought further investor jitters.

The bull market had marched the FTSE 100 up the hill; the ensuing
three-year bear market marched it back down again to around 3,600 in

the spring of 2003. The index would take another five years to climb back
above 6,500, where it was delicately poised for the next big shock: the 2008
collapse of US investment bank Lehman Brothers and the cascade of
failures prompting what became known simply as ‘the global financial
crisis’ By March 2009, the index was down around 3,500 again.

Long term trend

It was a long haul back from there for the FTSE 100 but, after gyrations
associated with various stages of the Brexit process, the start of 2020 saw
it comfortably above 7,000. News of a new virus outbreak in an unfamiliar
Chinese city seemed at first like a distant threat. As the outbreak turned
into a pandemic, global markets faltered again and the FTSE 100 headed
below 5,000 before recovering some of the loss. COVID-19 has brought a
reset of the blue-chip barometer, the FTSE 100 index.

Despite a variety of market shocks and rebounds, the index still has a long
term growth trend. It is important to remember that some market volatility
is inevitable; markets will always move up and down. As an investor,
putting any short-term market volatility into historical context is useful.

Financial advice and regular reviews are essential to help position your
portfolio in line with your objectives and attitude to risk, and to develop
a well-defined investment plan, tailored to your objectives and risk profile.

The value of investments can go down as well as up and you may not
get back the full amount you invested. The past is not a guide to future
performance and past performance may not necessarily be repeated.
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Don’t underestimate the
value of financial advice

Throughout our lives, it is highly likely we
will need to take financial decisions that can
have a major impact on our wealth, such

as taking out the right pension plan, or
investing wisely for the future. Over the
years, research has produced some interesting
findings that highlight the benefit of advice
when taking major financial decisions.
Those who take advice are likely to
accumulate more financial and pension
wealth, supported by increased saving and
investing in equity assets, while those in
retirement are likely to benefit from

more income.

Advice is key to achieving your financial
resolutions

A new study has found the likelihood of success in this area is

heavily linked to receiving professional advice and the establishment
of clear financial objectives. The research provides a measure of

the value attributed to advice when it comes to helping investors
achieve their goals.

The research, based on data relating to more than 100,000 advised
investors, found that 8 out of 10 people with a defined retirement
goal, had at least an 80% greater probability of achieving their
financial objectives.

Create a financial plan to secure your
financial wellbeing

The study clearly demonstrates how taking expert advice and
constructing a tailored plan can significantly boost an investor’s
financial wellbeing. Not a surprise, as the benefits associated with
financial planning are renowned and abundant.

The value of financial advice comes in different guises and can include
better return on investment, peace of mind, accomplishing goals and
understanding opportunities. This combines to create future security,
ultimately making sure you have enough money.

Discussing your financial objectives with us enables you to consider
exactly what you want to achieve and establish clear goals that are both
realistic and achievable. Regular financial reviews provide opportunities
to monitor progress and adapt plans where necessary. Good financial
planning can mean investments are tax-efficient by minimising both
current and future tax liabilities.

It’s good to talk, we can help

This study once again reiterates the significant value that can
be gained from seeking professional financial advice.

We can help manage the inherent volatility of markets, so your savings
have the best chance of growing for the future - without giving you
sleepless nights in the process and help make sure you aren’t taking
too much, or too little, risk with your money.

The value of your investments and any income from them can fall as
well as rise and you may not get back the original amount invested.

HM Revenue and Customs practice and the law relating to taxation
are complex and subject to individual circumstances and changes
which cannot be foreseen.
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