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1 Refer to the ‘Methodology’ section at the end of 
the document for more details on the industry 
benchmarks used for ‘Conservative’, ‘Moderate’ 
and ‘Aggressive’ risk-rated categories

All statistics in this report are based 
on simulated returns of advisers’ 
current model portfolios over the 
three years ending June 2016. 
These statistics are therefore 
representative, rather than actual 
historical figures.

Key findings

Asset allocation trends

• In Q2, Conservative and Moderate 
portfolios showed evidence of 
repatriation of assets back to 
UK equities and corporate bonds, 
suggesting a risk reduction before 
the Brexit vote at the end of the 
quarter.

Other points

• On average, UK portfolios 
outperformed their global peers 
during the post-referendum period 
24-27 June. This was due to foreign 
currency risk which neutralised 
losses from equities.

• Foreign currency risk can have 
a large impact on portfolio 
performance – it’s important that 
advisers are aware of the level of 
currency risk in their portfolios, and 
that they are happy bearing it.

NATIXIS PORTFOLIO CLARITYSM

UK Portfolio Barometer
Natixis Global Asset Management’s quarterly Portfolio Barometer offers insights into UK financial advisers’ model 

portfolios and the allocation decisions they are making. Natixis’s Portfolio Research & Consulting Group works with 

financial advisers and other intermediaries to analyse and enhance their model portfolios and help them develop 

investor portfolios suited to today’s complex markets.

The Portfolio Barometer highlights trends uncovered by analysis of 112 model risk-rated portfolios managed by UK 

financial adviser and wealth management firms in the three months ending June 2016. The model portfolios under 

review were grouped into three risk-rated categories: ‘Conservative’, ‘Moderate’ and ‘Aggressive’1, based on the 

definitions given by the firms themselves.

Q2 2016

  

• The majority of advisers invest 
heavily in property funds where 
there is a clear mismatch between 
the daily liquidity of the funds and 
the underlying illiquidity of the 
underlying properties. This may hide 
the true risk of the funds which may 
be riskier than they seem.
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Section 1 – Quarterly Asset  
Allocation Trends

The average asset allocations across 
Conservative, Moderate and Aggressive 
portfolios in the second quarter of 2016 
are outlined in Chart 1 below.

The Portfolio Research & Consulting 
Group compared the average 
allocations between Conservative, 
Moderate and Aggressive peer groups 
to understand the changes between 
Q1 2016 and Q2 2016. This is shown 
in Chart 2 below.  

During Q2 the biggest changes were 
in Conservative portfolios. Equity 
positions were increased, with the 
increases coming in both UK and 
global funds and predominantly in large 
cap.  Fixed income positions also rose 
with all the gains coming from sterling 
corporate bonds. Alternatives were 
cut fairly broadly, and cash levels also 

declined. As these data were mostly 
compiled before the Brexit result, this 
could be evidence of repatriation of 
assets back to the UK before the vote 
– this could have worsened portfolio 
performances (see section 2).

These trends were also seen to a lesser 
extent in Moderate portfolios, but with 
the biggest move here seen in the 
reduction of alternative funds.

It’s too early to tell how advisers might 
have changed portfolios in the wake of 
the Brexit result so we will cover this in 
the next quarter’s Barometer

CHART 1: Q2 2016 PORTFOLIO WEIGHTINGS BY 
RISK CATEGORY2
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CHART 2: AVERAGE CHANGE IN ALLOCATION BETWEEN Q1 2016 AND Q2 2016 

Allocation

Alternative

Equity
Fixed Income

Money Market

7%

25%

36%

6%

26%

Allocation

Alternative

Equity
Fixed Income

Money Market

18%

7%

55%

16%
4%

Allocation

Alternative

Equity
Fixed Income

Money Market

7%3%

87%

2%2%

CONSERVATIVE

MODERATE

AGGRESSIVE

Source: Natixis Portfolio Research & Consulting Group 

2  Refer to “Methodology” section for details
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CHART 3: ESTIMATED PERFORMANCE OF UK MODERATE MODEL BETWEEN 24 AND 27 JUNE 2016
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Section 2 – How has Brexit  
affected portfolios?

With the unexpected result of the Brexit 
referendum on 24 June, we’ve taken a 
look at how UK adviser portfolios were 
likely to have fared. The immediate 
shock played out on 24-27 June, so 
we’ve modelled a typical UK moderate 
risk portfolio over these dates.  

Chart 3 shows performance 
contributions from equity, fixed-income 
and currency, as well as the overall 
performance over 24-27 June. As 

expected, the sharp falls in equity 
markets had a significant impact 
on portfolios, costing around 4% in 
performance over the two days.  
Fixed income had a mildly positive 
return contribution - the biggest  
gains were seen in government 
bonds (the average gilt fund was up 
4%) as investors fled to safe havens. 
However, UK moderate portfolios own 
only about 1% in aggregate in gilt 
funds, so they saw limited benefited 
less from this move.

The biggest impact on portfolio 
performance came from currency 
risk, which contributed over 4% 
positive performance. This effectively 
neutralised the losses from equities 
over the Brexit period, giving the 
result that UK portfolios were flat to 
slightly positive on average. The dollar 
rose by over 12% against the pound, 
meaning that any exposure to US 
equities or bonds in portfolios 
would have risen by 12% in sterling 
terms, before any subsequent  
market moves.
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•  Alternative strategies – managed 
futures generally performed well,  
as did long/short debt funds

Section 3 – Currency risk

Given the impact of currency on 
portfolios over the Brexit period, 
we’ve tried to quantify the impact of 
currency risk on UK model portfolios. 
How much currency risk is in 
portfolios, and where does it come 
from? How much difference does it 
make, in the short term, and over the 
long term?.  

How much currency risk is there in 
UK adviser portfolios?

We investigated the amount of US 
dollar, euro and Japanese yen currency 
exposures in our model portfolio set as 
a proportion of the total portfolio. The 
results are shown in Table 1:

The table shows how much currency 
risk is expressed in model portfolios 
both directly and indirectly. For example 
a US equity fund invested via a sterling 
share class will have 100% dollar 

Average weight % $ € ¥ Total

Conservative 13 4 2 19

Moderate 19 7 5 31

Aggressive 25 8 12 45

TABLE 1: AVERAGE CURRENCY EXPOSURES IN MODEL PORTFOLIOS BY WEIGHT AND RISK CATEGORY

Comparison with other 
portfolios worldwide

We repeated this analysis for six 
regions worldwide for which we have 
the most data, which is shown in 
Chart 4. 

As Chart 4 shows, UK portfolios did 
surprisingly well during the initial 
Brexit shock compared to other 
regions, being slightly positive  
overall. Italy was the second best, 
being down less than 2% due to 
low allocations to equities (around 
25% on average vs 55% for the UK),  
with France and Latin America falling 
the most.  

The significant fall in sterling, or put 
another way, the significant rise in 
other currencies against sterling, 
just did not apply to non-sterling 
portfolios. In a way it’s ironic that  
the financial shock wrought by 
Brexit affected investors outside 
the UK the most, but UK advisers 
very little.

What else worked well?

Aside from exposure to foreign 
currency, the following assets did 
well over the Brexit shock period:

•  High quality fixed income – gilts, 
and other government bonds did 
especially well

•  Precious metals – gold rallied 
strongly but also equities in gold 
mining companies
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CHART 4: ESTIMATE PERFORMANCE OF MODERATE MODELS OVER 24 AND 27 JUNE 2016, 
OTHER SELECTED REGIONS
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•  Global equities – The sheer size of 
US equity markets means that global 
equity funds will have a large bias 
to US equities, and therefore dollar 
exposures. For example, the MSCI 
World Index, which covers large- 
and mid-cap equities in developed 
countries, has a 60% weight to 
the US and therefore dollar. By 
comparison exposure to the euro is 
11% and the yen 9%. In addition, 
many of the most popular sector 
indices such as technology and 
biotech are even more dominated by 
US companies and therefore have 
even higher dollar exposures.

•  Global high yield bonds – Dollar 
currency exposure is around 80% 
in the most common indices due 
to non-US issuers issuing debt in 
dollars, and euro exposure is around 
15%. Any fund investing in this 
sector and not hedging the currency 
risk will therefore have substantial 
dollar exposures.

CHART 5 – RELATIVE RATES OF DOLLAR, EURO AND YEN TO STERLING SINCE 1975 (EURO REPLACED BY DEUTSCHEMARK BEFORE 1999)
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exposure, unless the share class is 
explicitly hedged back to sterling. Often 
this fact is not appreciated by advisers 
or their clients.

From the table it is clear that 
Aggressive risk portfolios are taking 
the most currency risk, with 45% 
total exposure on average, and mostly 
in dollars. The reason for this is that 
aggressive models have more equity 
exposure which is usually unhedged. 
However, Conservative models have 
more fixed income exposure which is 
mostly UK based and usually currency 
hedged.  

Across all portfolios, advisers are 
also taking more dollar risk than 
other currencies. The second highest 
exposure is in euro, with the exception 
of aggressive portfolios where yen risk 
is higher. Why the predominance of 
dollar over euro risk? Generally, this is 
not due to advisers overweighting the 
US over European markets, but rather 
due to the large weight that the US has 
in global indices:

•  Global emerging market bonds – 
Whilst allocations to EM debt  
are fairly low for UK advisers, 
almost all that we see is in dollar-
denominated debt.

Many advisers that we speak to are 
surprised at the level of currency risk 
in their portfolios. It’s possible that 
portfolios may be unwittingly taking 
more dollar risk than expected, due to 
the bias to dollar assets in global funds.

How does currency risk impact risk 
and returns in model portfolios?

We reviewed the performance of the 
dollar, euro and yen against sterling 
since 1975. Chart 5 shows the relative 
rates to sterling, rebased to 100 on  
1 January 1975. An upward slope 
means that the currency has 
appreciated against sterling, or 
sterling has depreciated.

This chart also shows that the dollar, 
yen and euro have appreciated over 
the past 40 years against sterling, and 
particularly the yen. 
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However, since the mid-1980s sterling 
has been fairly range-bound against  
the euro and dollar. Currency is said 
to be a “zero-sum gain”, and clearly 
Chart 5 indicates that this is generally 
true, although over very long periods it 
is less so.

Chart 6 below shows the three-year 
rolling performances of the dollar, 
euro and yen against sterling over 
the same period.

Here the chart shows that currency 
moves can be quite severe on 
a three-year basis, with the yen 
appreciating by around 80% over three 
separate periods (late 1970s, mid 
1990s and late 2000s). At the same 
time, losses can be 40% or more over 
three-year periods, and are frequently 
over 20%. Currency moves can 
therefore have quite large impacts on 

CHART 6: 36 MONTH ROLLING PERFORMANCES OF DOLLAR, EURO AND YEN TO STERLING; A POSITIVE NUMBER INDICATES 
STERLING UNDERPERFORMANCE
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portfolio performances. We illustrate 
this in Chart 7, which shows the 
implied performance contributions 
for a Moderate portfolio, using the 
weights in Table 1.
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CHART 7 – IMPLIED PERFORMANCE CUMULATIVE 36 MONTH CONTRIBUTIONS FOR OUR TYPICAL 
MODERATE RISK MODEL PORTFOLIO, BASED ON THE EXPOSURES GIVEN IN TABLE 1 
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Chart 7 below shows that performance 
contributions can be very large indeed 
over three year horizons. For example, 
in the 1980s when the dollar rose 
substantially against sterling as the 
Fed Chairman aggressively tackled 
inflation, a portfolio holding 19% in 
dollar assets would have seen over 
10% performance contribution just 
from this dollar exposure. 

After the 1985 Plaza Accord these 
moves reversed, and portfolios could 
have suffered significant losses from 

currency exposures. However, over 
the past 4-5 years, these contributions 
have been relatively modest at ±2%  
or so.

Currency – some considerations for 
portfolio construction

Currency exposures in typical adviser 
portfolios can have a significant impact 
on performance, both positively and 
negatively. Therefore, advisers should 
remember that currency exposure, 
whether intended or not, is a 

significant risk factor to which they are 
exposed. We have no view on whether 
advisers should or should not be taking 
currency risk, but any risk exposure 
taken in portfolios should be assessed 
properly, taking the following questions 
in to consideration:

1.  Is this a risk that you want to take?

2.  Precisely how much risk are you 
taking?

3.  Will you be adequately 
compensated for it?

CHART 7: IMPLIED PERFORMANCE CUMULATIVE 36 MONTH CONTRIBUTIONS FOR OUR TYPICAL MODERATE RISK MODEL PORTFOLIO, BASED 
ON THE EXPOSURES GIVEN IN TABLE 1
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Section 4 – UK property

Fund suspensions

There has been a lot of news recently 
about UK property funds suspending 
or imposing other restrictions on 
redemptions. How has this affected UK 
portfolios? Are there any lessons for 
advisers?  

How much property do  
advisers own?

UK advisers allocate the majority of 
their property exposure to open-ended 
direct property funds. In Conservative 

UK direct property

CHART 8: ANNUALISED VOLATILITY DRAWDOWN, SINCE JAN 2000, FOR UK DIRECT PROPERTY AND EUROPE INDIRECT PROPERTY 
CATEGORY AVERAGES
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and Moderate risk models, direct 
property makes up 8-12% of average 
allocations, and 90% of advisers allocate 
to these funds, typically with two 
complementary managers with around 
5% in each. In Aggressive models 
average weights are lower at 2-3% of 
total assets, with only about 50% of 
advisers allocating to these funds.

In addition, around 30-50% of advisers 
across all risk levels allocate to 
open-ended indirect property funds, 
which invest in REITs and shares 
of property companies rather than 

directly in physical property. This is 
around 1-2% of total average portfolio 
exposures. 

But just how risky is UK property?

We compared the Morningstar 
category averages for UK direct 
property and Europe indirect property 
(the closest proxy for UK indirect 
property managers) in Chart 8 below.

The 3-year annualised volatility of the 
direct property averaged around 2.5% 
over the period, which is about half the 
level of gilts, as represented by the 

Source: Morningstar, 30 June 2016
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FTSE Gilts All Stocks Index. In contrast, 
the indirect property averaged nearly 
17%, which is about half as much again 
as UK equities, as represented by the 
FTSE 100. So on these basic statistics, 
one could conclude that direct property 
carried only 15% or 1/7th of the risk of 
indirect property.

However, when we consider a 
longer window and look at maximum 
drawdown, the direct property average 

UK direct property Europe indirect property

Cumulative drawdown
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has a maximum drawdown of 30% vs 
around 56% for the indirect property 
average, and over a very similar period 
from mid-2007 to mid-2009. 

On this basis the drawdown risk of 
direct property is about 55% that of 
indirect property. In particular, the risk 
characteristics of direct property 
show significant negative skew – 
meaning downside risk is higher 
than upside risk.

Liquidity risk

It has come as no surprise to investors 
who experienced the liquidity problems 
of 2008-09 to see the gating problems 
that occurred for several UK property 
funds in June and July. The liquidity 
mismatch is clear and should be 
considered as a potential investment 
risk in the due diligence process.

CHART 8: CUMULATIVE DRAWDOWN, SINCE JAN 2000, FOR UK DIRECT PROPERTY AND EUROPE INDIRECT PROPERTY CATEGORY AVERAGES

Source: Morningstar, 30 June 2016
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The problem also extends to valuation 
and therefore to monitoring and 
evaluating the volatility of such funds. 
According to the Association of Real 
Estate Funds (AREF), best practice is 
that property portfolios are valued at 
least on a quarterly basis2. Property 
transactions usually take months to 
complete, as any homeowner will 
attest. However the funds usually offer 
daily liquidity to investors, creating a 
clear mismatch in the liquidity given to 
investors and the underlying liquidity 
of the fund. 

As a rule of thumb property funds 
tend to exhibit years of steady 
growth followed by a period of sharp 
downward revaluation as properties 
are marked down in a swift and 
often large manner, rather than in 
a gradual process. Given that they 
carry more risk than their volatility 
alone would suggest, it surprises 
us to see the largest allocations to 
direct property funds in the lowest 
risk portfolios, and yet hardly any 

property exposure in Aggressive 
portfolios that may benefit from the 
diversification benefits of property 
and also be able to better withstand 
its volatility.

2 http://www.aref.org.uk/code-practice/property-valuations
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Natixis Portfolio ClaritySM is a portfolio consulting service of Natixis Global Asset Management. 

Specialised consultants work with investment professionals who seek a deeper level of insight to build 

smarter portfolios, using sophisticated analytic tools to identify and quantify sources of risk and return. 

Methodology

All figures, unless otherwise stated, 
are derived from detailed analysis 
conducted by the Portfolio Research 
& Consulting Group of 112 model 
portfolios from 29 firms across 
the UK between 1 April and  
30 June 2016. The sample consisted 
of 31 Conservative, 47 Moderate 
and 24 Aggressive model portfolios.

About the Portfolio Research & 
Consulting Group

The Portfolio Research & Consulting 
Group provides a free and bespoke 
service to advisers to help build more 
durable portfolios for their clients. 

The Group uses advanced analytical 
capabilities derived from sophisticated, 
institutional grade software to help 
improve the way advisers create  
and manage their portfolios.  
More information is available at  
www.durableportfolios.com.

About James Beaumont, 
International Head of Portfolio 
Research & Consulting Group for 
Natixis Global Asset Management

In this UK based 
position, James 
Beaumont has 
responsibility for 
analytical services 
the portfolio research 
and consulting team 

offers to clients across Europe, MENA 
and Asia.

He oversees a team of six consultants 
and six analysts, all experienced and 
highly qualified professionals that provide 
detailed portfolio analysis to  
help advisers improve the way they 
create and manage client portfolios. 
James Beaumont's team is independent 
and focuses its analysis on risk 
exposures to improve diversification  
with a goal of achieving better returns 
with lower overall volatility. 

James Beaumont was previously at 
Standard Life Investments, where he 
was a Senior Investment Analyst in 
SLI’s Fund Solutions team. Prior to 
that, he held roles as a Fund of Hedge 
Funds Portfolio Manager at Thames 
River Capital LLP and as a Partner 
and Senior Analyst at Eden Rock  
Capital Management.

About Matthew Riley,  
Head of Research, Portfolio Research 
& Consulting Group for Natixis 
Global Asset Management

Matthew has over 
17 years' experience 
in the investment 
management 
industry, and 
previously specialised 
as a risk consultant at 

Falcon Money Management where he 
was responsible for risk management, 
investment process and analytic 
reporting. Matthew also worked as an 
Investment Director at Aida Capital, the 
Fund of Hedge Funds arm of Standard 
Life Investments where he created 
portfolio construction, statistical analysis 
and risk management tools.  

Prior to that he spent five years at Union 
Bancaire Privée where he managed 
fund of hedge funds portfolios for 
institutional and high net worth clients.  
He has a master’s degree in Chemical 
Engineering from Pembroke College, 
Cambridge University.



About Natixis Global Asset Management 
Natixis Global Asset Management serves thoughtful investment professionals with more insightful ways to understand and manage risk. Through our Durable Portfolio  
Construction® approach, we help them construct more strategic portfolios that seek to produce better outcomes in today’s unpredictable markets. We draw from deep  
investor and industry insights and partner closely with our clients to put objective data behind the discussion.

Natixis is ranked among the world’s largest asset management firms.1 Uniting over 20 specialized investment managers globally (£651.4 billion AUM2), we bring a diverse 
range of solutions tailored to meet to every strategic challenge. From insight to action, Natixis helps our clients better serve their own with more durable portfolios
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sales representative or e-mail uk-info@ngam.natixis.com
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