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First among equals

Multi-manager is a popular strategy, but some multi-
manager funds are cut from a finer cloth...

Multi-manager funds are a popular category with investors and for a reason: the
ability to ‘fire and forget’ by investing in a one-stop investment shop is tempting for
those of us without the time, experience and money to allocated and then repeatedly
rebalance our own portfolios.

However, that doesn’t mean these seemingly simple vehicles are a panacea. While
investors look to these funds to invest across a range of stocks and asset classes,
there is a risk that too much diversification can lead to sluggish or muted returns, or
leave a fund open to criticism as an ‘index-hugger’ offering little more than a passive
vehicle, but at higher cost.

At the same time, investors in mainstream open-ended multi-manager funds can face
a serious downside, in the form of multiple layers of fees. While these funds charge a
fee to manage your investment, the underlying funds they own will also be charging
a fee. Although multi-managers can negotiate these underlying fees down from their
‘street’ rate, the cumulative effect can result in charges of 150 basis points or more,
which over years of compounding become a serious outlay.

The right tools for the job

There is an alternative fund of funds option available to investors. Using the
advantages of the closed-ended structure the team behind Alliance Trust has, since
it was relaunched as a multi-manager vehicle in 2017, created a multi-manager
model that counters the criticisms discussed here and seen a significant step up in
performance.

Alliance Trust has for years focused on being the kind of fund that investors can
invest in for years, or even generations, without having to monitor their investment
too closely. However, three years ago the board took the decision to move the
trust over to a multi-manager model, in a bid to counteract three key challenges:
overdiversification, volatility and high charges.

The trust avoids being overdiversified by investing in ten portfolios, run by
experienced fund managers selected by experienced institutional portfolio provider
Willis Towers Watson (WTWT). While each underlying portfolio can have up to 20
stocks in it, meaning that Alliance Trust could in theory have a total of 200 underlying
stocks, this approach avoids the risk of being an overdiversified ‘closet tracker’
portfolio because each stock has been actively selected by the underlying fund
manager as one of their ‘best ideas’.

Standalone funds are not typically this concentrated, due to liquidity and risk
management concerns meaning that fund managers tend to run portfolios of 30
stocks or more. This can mean that fund managers are investing in stocks in which
they do not have the highest levels of conviction. By taking the responsibility for

liquidity and risk management out of the hands of its underlying fund managers, ATST

is able to build a truly active portfolio of funds.
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Managing the risks

A fund for all seasons

The overall risk management of ATST’s portfolio is another
distinct feature of this approach. WTW keeps up to 20
managers on its ‘bench’ for possible inclusion at any one
time, and constantly monitors the balance of the trust’s
underlying portfolios, adding managers in when it is
deemed necessary to ensure the overall portfolio is not
leaning too far towards one style or returns driver.

This means that investors can get exposure to an ‘active’
returns profile which has also been carefully balanced to
try and limit volatility — and means they can avoid being
reliant on a single manager, sector, region or style for
their investing future. The benefits of this approach were
demonstrated in 2019, when Alliance Trust performed well
throughout the year, during which the ‘growth’ stocks lost
ground to ‘value’ in the second half; a situation which
would see a fund dedicated to one of these styles perform
less well when the other was in the ascendant.

Keeping costs down

While multi-manager certainly serves a purpose for
investors, not all of them are made equal. ATST’s approach
to multi-manager investing centres on making truly active
investments, enshrining risk management at its core and
keeping its costs efficient. This approach has paid off -
since launching the new strategy just under three years
ago. On an annualised basis over three years the trust has
returned 11.39%, against a FTSE World TR return of 10.84%.

Read our full research on Alliance Trust here...

Click here to buy Alliance Trust via A] Bell

Click here to buy Alliance Trust via Interactive Investor

Click here to buy Alliance Trust via Hargreaves Lansdown

Due to its size and the economies of scale that brings and
its efficient management model, using WTW to oversee

the management of ATST’s underlying portfolios allows

the trust to keep its costs down. The trust’s OCF is just
0.65%, considerably less than the AIC Global sector simple
average of 0.71% (both figures as at 1 January 2020). The
comparison by KID RIY is even more striking, with ATST
sitting at 1.0%, among the lowest in the AIC Global sector -
however, it is worth noting that calculation methodologies
vary among companies.

As we discussed earlier, these charges compare very
favourably to those on offer from many of the trust’s
open-ended multi-manager competitors, which can often
charge upwards of 100bps. Indeed, the three largest
multi-managers in the UK currently charge upwards of 1.5%
in OCF terms, excluding transaction costs showing how
ATST’s approach has uniquely kept a lid on its fees.
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This report has been issued by Kepler Partners LLP. The analyst who has prepared this report is aware that Kepler Partners LLP
has a relationship with the company covered in this report and/or a conflict of interest which may impair the objectivity of the
research.

Past performance is not a reliable indicator of future results. The value of investments can fall as well as rise and you may get back
less than you invested when you decide to sell your investments. It is strongly recommended that if you are a private investor
independent financial advice should be taken before making any investment or financial decision.

Kepler Partners is not authorised to market products or make recommendations to retail clients. This report has been issued by
Kepler Partners LLP, is based on factual information only, is solely for information purposes only and any views contained in it must
not be construed as investment or tax advice or a recommendation to buy, sell or take any action in relation to any investment.

The information provided on this website is not intended for distribution to, or use by, any person or entity in any jurisdiction or
country where such distribution or use would be contrary to law or regulation or which would subject Kepler Partners LLP to any
registration requirement within such jurisdiction or country. In particular, this website is exclusively for non-US Persons. Persons
who access this information are required to inform themselves and to comply with any such restrictions.

The information contained in this website is not intended to constitute, and should not be construed as, investment advice. No
representation or warranty, express or implied, is given by any person as to the accuracy or completeness of the information
and no responsibility or liability is accepted for the accuracy or sufficiency of any of the information, for any errors, omissions or
misstatements, negligent or otherwise. Any views and opinions, whilst given in good faith, are subject to change without notice.

This is not an official confirmation of terms and is not a recommendation, offer or solicitation to buy or sell or take any action in
relation to any investment mentioned herein. Any prices or quotations contained herein are indicative only.

Kepler Partners LLP (including its partners, employees and representatives) or a connected person may have positions in or
options on the securities detailed in this report, and may buy, sell or offer to purchase or sell such securities from time to time,
but will at all times be subject to restrictions imposed by the firm’s internal rules. A copy of the firm’s Conflict of Interest policy is
available on request.

PLEASE SEE ALSO OUR TERMS AND CONDITIONS

Kepler Partners LLP is authorised and regulated by the Financial Conduct Authority (FRN 480590), registered in England and Wales
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