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1. Introduction 
 
 
This is the second year that our club has met and I am pleased to provide the summary on how the 2019 intake, 
both individual teams and the combined club, have performed. 
 
I would like to begin by thanking and saying well done to the pupils, both those who returned and those joining 
us for the first time. As will be seen later, your enthusiasm, desire to learn and to try something that no other 
school in the country does is what makes the club a success. 
 
Secondly, this year the pupils have had to contend with extremely difficult investment conditions. The reports 
that come in a little bit, will show what a great job they did. For those more interested in recent events there is 
an appendix to this year’s report that looks in slightly more detail at the market conditions in which our teams 
have had to ply their trade as fund managers. 
 
Whilst meant to be fun, there is a serious aspect to the club, which is the introduction of prudent financial 
thought processes, so the pupils are equipped with a solid foundation to better manage their future investment 
choices. In that regard the market conditions this year have been an absolute blessing, as anyone can make 
money in “easy” markets; but the clever thing is knowing how to invest during difficult times. Club members 
this year have demonstrated levels of maturity way beyond their years. 
 
The desire to learn has been so apparent that when the club resumes in the new academic year, the pupils who 
decide to attend for a third straight year are going to see their investment universe expanded, and have the 
choice of both UK and International Equities from which to build their portfolios. This means we will also begin 
to examine the main schools of investment philosophy and how to compare these against personal beliefs and 
leanings. 
 
Next, Mr Canning, Mrs Ross, Mrs Troke and myself want to say a huge thank you to Financial Express for their 
incredible sponsorship of our club via the use of their database and fund analysis program: FE Analytics. 
 
As a retired fund manager, I know full well the cost of this system, but without it there is no way we would be 
able to build such a comprehensive learning program, and one that we still believe is unique in schools across 
the UK. The staff, the pupils and the parents are extremely grateful for your support Financial Express, and 
thank you once again. 
 
Finally, I am delighted to announce that we hope, in time for the new academic year, that the account opening 
processes will be finalised and that we will be able to use investment account facilities provided by the 
Southampton office of Charles Stanley Stockbrokers. Again, the exceptions given by Charles Stanley’s 
Southampton office as to costs are humbling, and we are well aware of another debt of gratitude we have with 
the commercial sector. Thank you, Charles Stanley! 
 
 
2. Overall Team Review 
 
As already explained, this year our fund managers had to contend with market conditions that will rightly be 
included in the training programs of future fund managers at professional money management firms. 
 
Perhaps one factor has provided more training than all others in the current market, and I hope this experience 
will be put to good use when our club members are adults, saving and investing for their families. This factor is 
known as “Velocity”. 
 
The rapidity and extent of the selloff in markets from 19 February through to the lows around 23 March were 
history making. The sheer speed at which stock markets lost value put this decline (so far…) into the same 
league as the Great Crash in 1929, The Oil Shock in 1973/4 and the Tech Crunch in 1999/2000.  
 
We are now working through the recovery period, and as of today have experienced equally significant bounce 
backs with more records set for market or individual stock gains over varying time periods. 
 



With apologies to any readers who are cat lovers, the market conditions then (as they still do) necessitated a 
hugely enjoyable and entertaining club discussion on whether any recovery we were seeing, or might see in 
share prices, was what is known as a “dead cat bounce”. 
 
A dead cat bounce in investment markets is where following a rapid and significant decline, the prices of assets 
show an almost equally sharp re-bound and recovery. However, there is a trap: the recovery in prices does not 
continue, and usually when investors are complacent and “think it’s all over”, the markets turn suddenly and 
head back down. 
 
On a more serious note, I saw during our club discussion on this subject how the longer serving members of the 
club, regardless of their team, were beginning to gel as a “firm”, building a rapport with their colleagues and 
including the new joiners in their banter. In two short years, another of the aims of both Mrs Ross and Mr 
Canning is already beginning to show – that of competitive teamwork. 
 
During investment reviews the maturity shown by all the teams was striking. Independently and un-prompted, 
each team, especially those whose investments had suffered the greatest declines, coolly reviewed their 
investments and none wanted to switch, sell or hold cash instead. 
 
As a fund manager with over twenty-five years’ experience I was knocked back at how a group of fund 
managers aged ten to thirteen did not copy the same mistake made by so many adults and sell out in falling 
markets. 
 
When questioned as to their decisions to continue holding their fund choices, the consistent response was: 
 

“We assessed our investment in depth before we decided upon it, we have re-assessed our 
investment beliefs and objectives, we have considered the possible future outcomes of our 
investment approach and choices; but nothing has changed as to our assessment on the 
underlying quality of our investment, nor our investment beliefs. Therefore, we wish to 
continue with our holding.” 

 
The result was that the teams whose investments suffered the greatest falls, saw these recoup their value at rates 
far greater than teams whose portfolios were less volatile. 
 
The managers who bought Slater Growth and Baillie Gifford UK Equity Alpha are commended. After suffering 
during the downturn, the approach, philosophy and quality of portfolio put together by these managers saw 
recoveries that propelled this portion of the overall portfolio to not only forge ahead of our benchmark (the 
FTSE 100 index), but to make the holdings themselves, amongst the best performers within our teams, 
providing the fourth and second best set of returns respectively. 
 
The decision at the end of last year to invest in the HSBC Mid 250 fund was different and brave, as was the one 
to buy Alliance UK Mid Cap. Both suffered as firms smaller than those in the FTSE 100, with less capital to fall 
back on, were judged risky by the broader market. But both teams stepped up to the plated and ensured that our 
33% allocation to mid-caps not only outstripped the FTSE Mid 250 index, but also that they outperformed the 
main FTSE 100 benchmark. Great stock selection here teams, and I admire the way you stuck to your guns. 
 
A couple of our teams decided to reduce the regulatory and compliance risk within our portfolio and invested in 
areas of high ecological, sustainable and governance criteria. In Liontrust UK Ethical, one of these teams 
provided the backbone against the overall benchmark and despite not being an index tracking fund, their 
investment always kept the index in sight, ensuring the overall portfolio was always within shouting distance of 
our combined yardstick. The consistency this team provided was core to our outperformance overall. 
 
The same applied to the Royal London Sustainable Leaders investment - it kept performing. The team 
responsible for this investment decision were the best performers from last year, so were given greater 
responsibility for the 2019 session and told to manage more holdings than their peers.  They decided to retain 
their original investment from the 2018 session and continue holding Liontrust Special Situations but to 
combine this with Royal London. 
 
Combining the free roaming pragmatic fund of Liontrust (but manged by a disciplined manager) with Royal 
London (managed in a socially responsible manner) was an inspired multi-asset portfolio. From the start of our 
2019 session their combined portfolio pushed returns hard and for the second year running, this team were our 
top performing managers. Like all great teams everyone played their part in this achievement. 



 
3. Performance Summary 
 
 
I am pleased to report that Embley Asset Management has, for the second year running, beaten the FTSE 100 
index through the overall mandate (HCS SIC2019 Portfolio). Over the period 31 Dec 2019 to 31 May 2020 we 
outperformed by 5.08%. 
 
Over the reporting period EAM secured an overall return on their mandate of: -13.15%. In comparison the 
FTSE 100 fell significantly more: -18.23%. The following chart shows the progress over our report period: 

 
 
The individual components of our portfolio performed as shown below. Due to an internal competition within 
EAM, there are a second chart and third chart that my fellow fund managers may find of interest…: 
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Chart 1, for general interest: 

 
 
 
Chart 2 (Of interest to the fund managers - perhaps next year?): 
 

 
 
 
The weekly returns made by our individual investments are summarised in the next chart. The volatility 
experienced in markets is quite evident: 
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Chart 3 (Of interest to the fund managers - remember our discussions on ”slow and steady”, holding your nerve, striking when others are 
fearful…plus, quality, quality, quality): 
 

 
 
 
Whilst a decline in value is never a pleasing outcome, the over 5% outperformance means that EAM will not 
have to take as much risk as the broader market to recover lost ground looking forward.  
 
The rate at which our outperformance was achieved equates to an annual outperformance of 12.64%- an 
excellent result in a bull market, let alone a bear market!  
 
When examining the final makeup of our combined portfolio, the investment decisions made by the various 
teams demonstrated both a diversified portfolio but also one that took specific sector (i.e. the type of business in 
which they were investing) biases. In short, we did not “hug” the index, and were true to our philosophy of 
being an active management house, investing in true disruptive, quality and responsible businesses with high 
barriers to entry and cash generating (regardless of conditions). 
 
Despite individual stock selection detracting somewhat (i.e. the actual companies held within some of the 
funds), the decisions as to which industries to concentrate and what proportions of our portfolio to commit to 
these industries more than made up for individual company weaknesses. 
 
An examination of our actual portfolio and another made up of all the companies in the industries in which we 
invested - and then compared to our benchmark, the FTSE 100 index - shows the effect of the teams and fund 
managers’ decisions.  In short, the managers made excellent investment decisions as to WHERE to place their 
money and not just “dump” it into the whole market: 
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This result is especially pleasing as it repeats one of the contributors to our out-performance the year before in 
2018. It was also notable how, with our re-start in September 2019, the returning club members were able to 
assist Mrs Ross, Miss Troke and myself explain the importance of looking at each industry and considering its 
pros and cons. 
 
Another factor that was repeated was the considering of overall investment risk and managing this. In 2018 we 
reported that we had out-performed whilst taking less risk than our benchmark.  This year we took slightly more 
risk than the yardstick but (when examining the total of the risk coming from all the industries in which we 
invested and then comparing this to the figure after including the proportional decisions we made as to how 
much in which industry) this incredible team of fund managers again achieved 100% exposure to the market 
whilst taking less risk. The table below is an independent summary, produced by FE Analytics, showing a 
breakdown of their work: 
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Yet again, they have outperformed but took less risk. 
 
 

*

HCS Investment Club\Portfolios\HCS SIC2019 Portfolio
Sector Indices Comparison Portfolio
Diversification Benefit Report

Diversification benefit is an indication to what extent the risk of a portfolio has been reduced by the interaction effect of the
investments held.

 Portfolio Holdings

Portfolio Holdings % Weight
FE fundinfo
Risk Score

Index - FTSE All Share Financial 19.44

Index - FTSE All Share General Industrials 17.70

Index - FTSE All Share Support Services 17.35

Index - FTSE 100 11.96

Index - FTSE All Share Consumer Goods 8.70

Index - FTSE All Share Health Care 5.91

Index - FTSE All Share Basic Materials 3.72

Index - FTSE All Share Technology 3.50

Index - FTSE All Share Media 3.49

Index - FTSE All Share Telecommunications 3.49

Index - FTSE All Share Utilities 2.37

Sector - UT Standard Money Market Retail 2.37

 Diversification Benefit
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As a portfolio's risk increases, a high diversification benefit becomes more difficult to achieve as the portfolio necessarily
becomes concentrated in higher risk and higher correlated investments.

What may be considered high or low diversification benefits are therefore dependent on the overall portfolio risk.

Report created on 11/06/2020

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!Diversification!Benefit!Report



 
4. Combined Portfolio Highlights 
 
 
The word “consistency” explains why the 2019 portfolio has performed well.  As in 2018 the end weightings of 
the investments (i.e. their proportion of the overall portfolio) was not too different from their starting point, 
meaning performance was spread across the board. The table below shows the starting and ending weights for 
the constituents of the portfolio: 
 

 
 

                  Source: FE Analytics 

 
Examining the returns of each component also shows how, over various periods covering most of the report 
timeframe, all parts of the portfolio have contributed to the overall outcome: 
 
 

 
                  Source: FE Analytics 

 
 
Individually and as a whole, every team played their part. The high calibre (disciplined) fund managers they 
chose, the consistency in historical returns by these managers and their mandates, the diversification in company 
size and choices of industry meant that even during the times of highest velocity the overall portfolio was 
always in contention to beat its benchmark. 
 
 
 
 
 



 
On a closing note, when comparing the risk/return profile of our portfolio, we always showed better returns 
where our risk was significantly more, and where our risk was only slightly more our returns were far in excess 
of the market. To provide a smoother picture, we have used a 3-year projected chart here so as to provide a 
longer term average of the results – but without changing the actual positions we achieved in the actual 
portfolio. Our benchmark, the FTSE 100 index, is represented by the red triangle: 
 
 

 
    Source: FE Analytics 

 
 
As in 2018, the thought of where to reduce and where to take risk, the consideration of the quality of an 
investment, deciding on which industries to concentrate and which to underweight, thinking about longer term 
business trends and the difficulty in entering a particular industry all played their part in the 2019 portfolio 
outperforming. 
 
Last year, the parents applauded the achievements of the fund managers at our public presentation and review. 
This year’s teams deserve the same plaudits. 
 
 
Simon Brooks 
Chief Investment Officer, EAM 
31 May 2020. 
 
 



5. Appendix 
 
 
Market crashes and corrections are far more common than many investors appreciate, and before highlighting 
the specific conditions in which this year’s fund managers had to manage and make decisions, a chart showing 
historical corrections, and their magnitude over the past 150 years may provide some interest: 
 
 

 
 
                 Source: With thanks to the Journalists team at Morningstar. Taken from Article by Paul Kaplan, May 2020, What Prior Market Crashes Teach us About This One  

 
It should be pointed out that the chart above requires a logarithmic scale to show a readable line as time 
progresses, and therefore the current market correction looks tiny compared to previous ones. The overall down 
turn has (so far) not exceeded that of events such as 1929, but….it is the velocity of the decline that makes 
history – i.e. the rate at which the recent falls occurred and shown so clearly in the next chart: 
 



 
                 Source: With thanks to the Journalists team at Morningstar. Taken from Article by Paul Kaplan, May 2020, What Prior Market Crashes Teach us About This One  

 
The Market decline our managers worked through is shown by the red line above and indicated by the red outlined box. 
 



The above chart shows a number of things: 1. The “shape and form” of this and previous markets crashes. 2. How long it 
took for the market to get back to the same level as when that crash began. 3. That generally, the “shallower/slower” 
crashes took longer to recover than the steeper the crashes. 
 
The 2020 correction may still have a way to go, only time will tell, BUT only the 1929 stock market collapse declined 
by more over the same period as (the first wave?) or our correction. Perhaps more worrying is the length of time it took 
markets to recover from the First World War and Spanish Flu Crash, shown in yellow above. 
 
The similarities in that we are in our equivalent to a flu epidemic may be concerning to investors, but there are counter 
arguments:  Spanish Flu affected young healthy men and so those whose economic input would increase with time, and 
technology has advanced since 1918: the use of robotics, AI and importantly the speed of information delivery means 
we have more tools for new, disruptive and changing businesses and models. History often shows that periods of 
significant change are periods of golden opportunity. Whether these opportunities are grabbed is down to the quality of 
company management, and our opportunity is to find and recognise those management teams, which is why one of our 
principles at EAM is the quality of people running a company rather than just the numbers. 
 
Only time will tell, but what is certain is that our managers, aged 10 to 13, are/were indeed working through a historic 
time in markets! 


