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Nine years into one of the longest bull markets in history,
the question on every investors’ lips is: when will it come
to an end? Of course, no-one knows the answer for sure.
We certainly don’t. But, with key developed markets

like the US in the latter stages of their business cycles,
our best guess is that at least a mild global recession is
somewhat more likely to occur than not, within the next
five years. History shows this is likely to be accompanied
by significant equity price declines.

o what should equity investors do to
navigate the period ahead?
In our view, it should pay investors

to choose actively managed strategies,
particularly if they are competitively priced.
Active management is a classic zero-sum game
for investors as a whole; however, we at Willis
Towers Watson have spent a lot of time looking
at how we can best move the odds of success
in our clients’ favour. Some managers add filler
stocks to portfolios so that their performance
does not stray too far from the benchmark
index. This may reduce the manager’s own
career risk, but does not help investors achieve
their goals. There is, however, considerable
academic and asset manager evidence that
active equity managers add most value through
their top 10-20 positions'. We have therefore
worked with managers to produce strategies
that focus only on their highest conviction ideas,
and jettison filler stocks.

By combining a number of these high-
conviction portfolios, using managers with
different investment styles and approaches, we
believe investors can enhance their potential for
outperformance, while controlling overall risk.
Such portfolios can, in our view, deliver above-
average returns with lower volatility than a
single manager’s high-conviction strategy.

That's exactly the approach that we have
deployed for Alliance Trust, after a decade of
developing and refining it in the institutional
marketplace.

In doing so, we've been very careful to contain
costs. While paying fees to manage your money
is unavoidable, unlike the market, the level of




“A far improved proposition

for investors combining as it
does highly active investment
management and low fees 3’

David Holder, Morningstar

charges is something you can control, and they
can have a big impact on returns. For example,
over fen years, you could be over £17,000
better off for every £100,000 invested if you
saved 1% per annum in fees (comparing all-in
fees of 1.65% vs 0.65% per annum, assuming
an annual gross investment return of 7%).
Active management is more expensive than
passive investing because of the additional
resources required, not least the experience
and judgement of highly skilled stock pickers.
But it doesn’t have to break the bank, and, in
the current market environment, characterised
by growing uncertainty and rising volatility,

it should pay to be more selective about the
stocks you own.

The Alliance Trust portfolio comprises the best
ideas of eight world-class managers?, each hand
picked by us. They all bring their own distinct
investment style to the portfolio and between them
they cover a range of value, growth and quality
approaches to stock-picking. All have invaluable
experience of successfully steering portfolios
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through positive and negative market cycles.

On their own, any one of the manager’s
selection of stocks could outperform but are likely
to be highly volatile. When blended together
they produce a smoothing effect. This can be
seen from display 1 which plots the returns from
each manager as well as the combined portfolio
since we launched the new investment approach
in April 2017. The months since then have been
highly eventful including elections in the UK,
France and Germany, ongoing negotiations over
Brexit, interest rate increases in the US and UK
and the threat of a multi-lateral trade war. All this
has affected sentiment towards many of the stocks
in the Alliance Trust portfolio and the returns from
some of the managers have been sharply up
and down. Yet the returns from the combination
of managers have been steadily positive. The
target is to outperform the MSCI All Country
World Index (MSCI ACWI) by 2% a year over
rolling three year periods after costs. Since WTW's
appointment in April 2017 through to the end
of June 2018, the Alliance Trust equity portfolio
has delivered a gross return of 12.9% compared
to the MSCI ACWI’s 10.1% over the same period
while keeping volatility lower than the market.
However, please note that past performance is not
necessarily a guide to future performance.

We're therefore on track to hit our target and
believe the portfolio’s design will stand up well to
future market conditions. If global equity markets
suffer a sharp correction, the Alliance Trust
portfolio will decline, but we believe it will still
outperform its benchmark. ll
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Past performance is not a reliable indicator of future returns.

Source: Investment Performance data is provided by BNY Mellon Performance & Risk Analytics Europe Limited, Morningstar
and MSCI Inc. All returns (including Alliance Trust) are shown against MSCI All Country World Index NDR (Net Dividends
Reinvested). Actual Alliance Trust benchmark: MSCI All Country World Index GDR (Gross Dividends Reinvested).

Important information: Please remember, past performance is not a guide to future performance,
and the value of shares and the income from them can rise and fall, so investors may not get back

the amount originally invested.
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Craig is ultimately responsible for
all aspects of Willis Towers Watson’s
investment philosophy and process.
He is Chair of the Investment
Committee which selects and
oversees the eight managers who
run Alliance Trust’s global equity
portfolio of high conviction stocks.
Craig joined Towers Watson, as it
then was, in 1994. He is a Fellow
of the Institute of Actuaries.
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