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òA giant photograph covers most of one wall in our offices, showing the Chicago Mercantile Exchangeó 

The FSA bang the drum 
for investing via index 
tracking.  They say that 
there is no evidence that 
fund management actu-
ally improves perform-
ance or is better on average 
than index tracking.  

FSA PREFER INDEX TRACKERS TO ABSOLUTE PERFORMANCE  

Q2/2010 

They still repeat this mantra from 
time to time. Lord Adair Turner, 
our regulatorõs Chairman has 
repeatedly said that competition 
does not work in Financial Ser-
vices and that the financial sector 
overall is just too big.  This is 
very sad to me, because I thought 

 that Britain was a 
great country with a 
great talent in financial 
services.   

This is the spring time of a changing year, the future cannot be predicted.  But we are 
fed up with hearing bad news. The government debt situation is not nearly as bad as 
made out by pundits.  It is worse during war time and our Government now holds 
stakes in the best banks in the world Lloyds and RBS.  These stakes are worth a lot of 
money with Lloyds alone covering nearly half the UK population.  They will be hope-
fully privatised at a profit. The stock market will rise it always does in a recession, sav-
ings will rise they always do in recession, Tories will win, MPs pension fund law will be 
aligned with public pensions law, and the Whittington village church will be allowed to 
take down the no-smoking sign prominently displayed on the South door due to a 
change in the law. The FSA will be abolished saving you the customer billions of 
pounds of wasted fees. Property prices will stagnate, smokers will be allowed access to 
hospitals 

Britain will be great again! 
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What do you think? 
Email your thoughts 
to dick.raby@financial.ltd.uk 
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So I had always thought 
that the case for absolute 
fund management was 
still to be proven.  Year 
after year research shows 
how few active managers 
beat the index, and how 
many fail to beat the in-
dex when investing your 
money.  I was intrigued 
to come across some 
recent research on this 
using, as the index, the 
new asset of ETFs, or 
Exchange Traded Funds.  
The case for index 
trackers  

Index tracking has been 
revolutionized in recent 
years by the Exchange 
Traded Funds, which are 
shares that are baskets of 
an index.  Their average 
annual fee is 0.3% per 
annum and they compete 
with index tracking funds 
mainly because ETFs can 
always be traded on the 

exchange, so they always 
have a price.  They aim 
to track the index by 
structure always repre-
senting the index in exact 
proportion inside their 
fund. 

The case for stock 
picking 

We run internal seminars 
between our fund man-
ager and ourselves and 
some staff to discuss the 
investment environment.   
Each person brings 
something to the table ð 
some research or knowl-
edge that we all then 
discuss and analyse and 
criticize.  The graphs 
below are from the Feb-
ruary meeting.  Basically 
where the Blue is on top 
of the Red, then active 
fund management is 
OUT PERFORMING.  
To my astonishment this 
happens in the majority 

of examples. - Particularly 
the short term. 

The index tracking average 
is the ETF average per-
formance. The active man-
agement average is the 
IMA sector average.  Of 
course this is not proof and 
the results are variable.  
The key factor that distin-
guishes the two choices is 
that index tracking ETFs 
MUST remain at all times 
fully invested, whereas 
fund managers can hold 
much of the stock in cash 
or put larger portions into 
better performing stocks 
via rebalancing. N.B. Past 
performance is no guide to 
future performance. 
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WHICH IS BETTER ð INDEX TRACKING OR ACTIVE 

MANAGEMENT?  

Figure 1: 
Europe excl 
UK 

Figure 2: UK 
all companies 

One thing you ought to bear in mind is the charges.  They are not always fully taken into account by the 
IMA, and so it is likely that the IMA average performance will not be as good as that shown.  
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Dickie Writes 

More and more of the investments that we are doing are directly onto exchanges.  This 
means that instead of recommending OEICs and Unit Trust solutions we use a fund 
manager (Ken who is below) who shares an office with us.  He places investments di-
rectly into Exchange Traded Funds which are super-low cost tracking funds that are 
always liquid ð meaning that we can always sell them quickly (unlike OEICs which can 
take weeks to sell).  Here are Kenõs views this month:  

Macro Thoughts Public borrowing forecast at £167 billion, or 11.8% of GDP,this year.  Eco-

nomic growth of 1-1.5% confirmed for 2010-3-3.5% for 2011.  No detailed strategy on debt re-
duction and unlikely until weeks after Election. The Institute of Fiscal Studies calculate that some 
government departments face cuts of 14.1% over the next two years ,rising to 25,4% if NHS and 
schools let off. Thatõs a lot of jobs, especially in defence, transport, housing, universitiesépublic 
sector pensions. Strong possibility of a summer of strikes and social unrest while Government 
2010 economic growth forecasts have moved down in line with the consensus of independent 
economists, 2011 forecasts still look too optimistic The recession length has been longer than all 
other G 10 countrieséfingers crossed on April 23rd for provisional Q1 first estimate  

Current Investment Thoughts Focus will quickly move to May 6th and then detailed crisis 

Budgets in the period immediately following Gilts issuance to increase, and although most recent 
inflation figure surprised on the low side, we currently fail to see attractions in conventional gilts 
where 10year yield is under 4%. However, persistence of low short term interest rates for a while, 
would still appear to favour some fixed interest vehicles not so dependant on HMG e.g. various 
corporate bonds, prefs, zeroes  (tax efficient as well). Sterling is likely to be volatile with a weaker 
bias but could get relief bounce when all news is priced in. As before, equities are neither cheap 
nor expensive with the FTSE at 5700 but selected themes still valid for selective stock picking.   
Sector winners and losers but much already in the price e.g. house builders on the upside and 
drinks on the downside. 

Ken Baksh Ken Baksh is Financial Investments chief in-

vestment officer. Bakshõs investment career started with Touche Remnant (now Hen-
derson Group) in 1976 where he gained analytical and fund management experience 
across a number of different asset types and client types including investment trusts, 
unit trusts, pensions and charities. In 1987 he joined Legal and General as head of the 
European desk and gained additional skills in asset allocation, derivatives, index funds 
and some specialist emerging markets. Since 2003 Baksh has been working on hedge 
funds. He is a Fellow Member of the UK Society of Investment  
Professionals. Feel free to contact him at -  
ken.baksh@financial.ltd.uk or 01242 820 738. 


