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Surprisingly there have been 563 bank failures
in the US since 2007, far more than | think most
would have guessed. Less than a third of those
occurred during the worst of the Global Financial
Crisis (GFC) in 2007-2009. Nonetheless, the two
most recent collapses, Silicon Valley Bank and
Signature Bank, have led to much concern, not
least because they represent the second and third
largest US bank failures over that period based
on total assets ($209bn and $100bn respectively).
But what's motivated investors and moved
markets most has been the question: What
comes next? The immediate answer of course
was Credit Suisse’s collapse and controversial
rescue; an entirely separate and unrelated event
on a different continent. However, with three very
large bank failures in a week, it is natural to draw
comparisons to the GFC which resulted in huge,
and in some cases, permanent losses in risky
assetfs. We think the circumstances today are very
different and that those truly systemic risks are
largely absent (discussed in our recent note?) but
amidst such uncertainty, the common response
for many end-investors is so often the wrong one;
de-risking their portfolio after the event. Helping
to keep clients invested during times like these is
arguably the most valuable service our industry
provides.

The legendary investor Peter Lynch said “Far
more money has been lost by investors trying
to anticipate corrections than has been lost in
all the corrections combined. One of the worst
mistakes you can make is to switch in and out of
stocks or stock mutual funds hoping to avoid the
upcoming correction.” Surely wise words, but the
track record of his investors provides much more
powerful support for his suggested approach.
As manager of the Magellan Fund at Fidelity
Investments between 1977 and 1990, he delivered
a 29% annual return, double that of the S&P 500
equity index and making it the best performing
mutual fund globally®. However, studies suggest
that the average investor in that fund actually
lost money during their holding period!* Part of
the explanation is that on average, investors
bought after periods of good performance (prior
to periods of poor performance), and vice versa.
The 700-fold increase in asset size from when
Peter took the helm to when he stopped running
the fund is also a key factor in explaining a very
different outcome for the average dollar invested.

A more recent and similar example comes from
Cathie Wood'’s ARK Innovation Exchange Traded
Fund (ETF). As the poster child of the boom in US
speculative growth stocks, her actively managed
strategy delivered phenomenal returns up until
mid-2021 around the turn in the US monetary
policy cycle, since when the fund is down by over
75% in US dollar terms. Despite an impressive
since inception return of 114% or 9.5% per annum,
the average dollar is estimated to have lost 27%
because most investors piled in late, after the best
returns had been generated®.

What these examples highlight is how extreme
the differences can be between time-weighted
and money-weighted returns. End-investors
should only worry about the latter for themselves,
because it takes account of cash flows into or
out of the portfolio which changes the amount

of capital invested. If for example one only adds
to a portfolio when markets are low ahead of a
rebound, then the money-weighted return would
exceed the time-weighted return. However, most
people focus on time weighted returns, because
that is what gets reported in market news and
by professional fund managers; rightly so given
they often cannot control the timing of cash flows
in or out of their strategy, nor realistically track
the money-weighted return for each individual
investor. Time-weighted returns reflect the
average compound growth rate of a strategy
over fime, so unless assets under management
change so much as to force fundamental
changes in that strategy, it's a good yardstick to
evaluate a manager by, based on the factors they
can control.

While the Magellan and ARK funds are high
profile and more extreme examples, they are
by no means isolated. The persistent tendency
through time for the masses to buy high and sell
low should give all investors serious pause for
thought when reacting fo short-term events.

But beyond just recognising how much value
destruction  happens due to  short-term
behaviour, asset managers and financial advisers
must focus on helping clients narrow the gap
between time-weighted and money-weighted
returns. As Peter Lynch pointed out, market timing
(specifically de-risking through periods like now)
is the biggest factor explaining that gap and so
helping clients avoid that should be the priority.
That can be achieved in many ways, including
through a combination of careful fund selection
and portfolio construction (thereby reducing the
need for forced portfolio turnover and creating
less volatile returns) and through communication
and education to encourage better behaviour
(thereby avoid those usually damaging attempts
at market timing).

These parts of the value proposition are
particularly relevant today, given the huge
uncertainty in markets, but even more so in the
UK during a year when much of the industry is
grappling with new Consumer Duty regulation®.
An overarching focus of this regulation is the need
to contribute towards better customer outcomes,
as far as possible across the entire value chain,
as well as measuring and evidencing the value of
services provided. While it's encouraging that this
regulation focuses on value rather than simply
cost, the tendency is still to only include that which
can be measured easily. Keeping clients invested
and delivering better money-weighted returns is
not as easy to quantify as fund performance or
costs from a factsheet, but it's far more relevant
and perhaps one of the best ways to evidence
the value of good advice. We recognise the
significant risks facing the global economy and
markets presently, and wouldn’t discount further
challenges and volatility ahead, but in the long
sweep of history these periods have usually
proved the time to be buying rather than selling.
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For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
MERERBERAE

9th Floor, Centre Mark I

305-313 Queen’s Road Central
Sheung Wan, Hong Kong

Important notes

This communication is issued by Belvest
Investment  Services  Limited and/or
Belvest related companies (collectively,
and individually Belvest) solely to its
clients, qualified prospective clients or
institutional and professional investors.
Unless stated otherwise, any opinions or
views expressed in this communication do
not represent those of Belvest. Opinions or
views of any Belvest company expressed
in this communication may differ from
those of other departments or companies
within Belvest, including any opinions or
views expressed in any research issued by
Belvest. Belvest may deal as Distributor or
Agent, or have interests, in any financial
product referred fo in this email. Belvest
has policies designed to negate conflicts of
interest. Unless otherwise stated, this e-mail
is solely for information purposes.

This message may contain confidential
information.  Any use, dissemination,
distribution  or reproduction of this
information outside the original recipients
of this message is strictly prohibited. If
you receive this message by mistake,
please notify the sender by reply email
immediately.

Unless specifically stated, neither the
information nor any opinion contfained
herein constitutes as an advertisement, an
invitation, a solicitation, a recommendation
or advise to buy or sell any products,
services, securities, futures, options, other
financial instruments or provide any
investment advice or service by Belvest.

Tel +852 28271199
Fax +852 2827 0270
belvest@bis.hk
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No representation or warranty is given as
to the accuracy, likelihood of achievement
or reasonableness of any figures, forecasts,
prospects or return (if any) contained in the
message. Such figures, forecasts, prospects
or returns are by their nature subject to
significant uncertainties and contingencies.
The assumptions and parameters used
by Belvest are not the only ones that
might reasonably have been selected
and therefor Belvest does not guarantee
the sequence, accuracy, completeness
or timeliness of the information provided
herein. None of Belvest, its group members
or any of their employees or directors shall
be held liable, in any way, for any claims,
mistakes, errors or otherwise arising out
of or in connection with the content of this
e-mail.

This e-mail and any accompanying
attachments are not encrypted and cannot
be guaranteed to be secure, complete or
error-free as electronic communications
may be intercepted, corrupted, lost,
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore
does not accept any liability for any
interception, corruption, loss, destruction,
incompleteness, viruses, errors, omissions
or delays in relation to this electronic
communication. If verification is required
please request a hard-copy version.
Electronic communication carried within
the Belvest system may be monitored.



