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Does Interviewing Fund Managers Add Value?
As discretionary fund managers, our job is to build the most appropriate portfolio that
meets the objectives that are set. As fund of fund managers, our tool of choice is to use
collective investments. Depending on the client and constraints, we have the ability to use
onshore and offshore funds, investment companies, active funds, passive funds, Exchange
Traded Funds – in essence, tens of thousands of funds fall under our investment universe.
All funds are measured on their merit. They are measured on their suitability – not only as
a standalone investment, but also as part of the total portfolio. This second point – as part
of the total portfolio is incredibly important to us and this is why, as a business, we do not
rely on fund ratings agencies to make investment decisions.
Don’t get me wrong, the analysis put forward by research agencies is not bad. But, to give
a fund a AAA rating, or 5 Crowns, or 5 Stars is only part of the process. Our belief is that
that the score given by a ratings agency looks at the fund in isolation, not as part of a
portfolio. Unfortunately, we don’t build portfolios with one holding… Ratings agencies will
do both quantitative (i.e. number crunching) as well as qualitative (i.e. fundamental
research) on a fund and arrive at a decision. I know many of the analysts in these teams
and they are educated, experienced people who I regularly see whilst out at conferences
or asking questions on conference calls and the like. They certainly put the legwork in….
But, back to the title of this piece – “Does interviewing fund managers add value?” To preempt the next couple of paragraphs, we DO interview fund managers when it comes to our
due diligence, so obviously the answer from us is likely to be “yes”, but why do we believe
it is so?
Due to the advent of technology and by subscription to databases, we can slice and dice
lots of statistics on all the funds in our universe to see if they meet with our selection
criteria. We have the ability to create shortlists at a moment’s notice – for example we can
seek how many funds in the UK Equity Income universe that are at least £300m in size with
5 years track record, a 4.5% or greater yield and 1st quartile performance over the last 3
years. Surely that should be enough? Maybe, and we do use screening extensively in our
research, but we like to offset that with the softer skills – the qualitative research.
Qualitative research allows us to understand how a fund manager operates and how those
returns have been achieved. We can talk to the fund manager to understand the client
distribution profile – one investor could account for £100m of the £300m for example and
this can influence our decision. How much of the yield is accounted for by the largest 10
yield providers? How long has the fund manager been running the fund – are they
accountable for the most recent three year track record? How much activity is there in the
analyst pool? If we ran the same numbers from 1 or 3 months ago, would the statistics still

stack up? We have all heard of the line of “lies, damned lies and statistics” and we like to
know we are not being kidded by an impressive set of numbers.
By interviewing fund managers, we can get a greater understanding of how a fund is
managed. When we interview fund managers, we keep a record. We refer to those notes,
we use those notes for comparison purposes against other funds. Sometimes we can see
a fund manager and not invest in them for years, or even at all, but our knowledge base is
constantly growing. Also, by meeting with funds mangers and keeping notes, we have the
ability to track progress of careers – statistics suggest something like 3 in 4 fund managers
do not have 5 years running the same fund. If you are long-term investors, does this mean
you are long-term investors with the fund, or the manager?
Increasingly of late, the rise of passive funds has taken centre stage. Even though passive
funds are relatively straight forward to understand in principle, they are not all the same,
and due diligence is needed on these funds too. Most would assume you only need to use
quantitative metrics – such as charges or tracking error, but stock lending, replication
methodology and so on are just as important. As MiFID II becomes more important,
understanding the prospectus, the rules relating to charging structures, Total Cost of
Ownership and the like will take an increasing amount of time – this is all qualitative in
nature and cannot be ignored.
There are times when a 300-stock portfolio performs better than a 30-stock portfolio, and
there are times when a 30-stock portfolio is less volatile than an index fund. There are times
when value beats growth; there are instances when high yield is a high-risk strategy.
Sometimes a portfolio with high turnover returns a different set of numbers than a portfolio
with virtually no portfolio rotation at all. Now, it doesn’t mean that market cap, volatility
numbers, number of holdings or yield are the only factors, or the driving forces behind
the numbers achieved by a fund (active or passive) but without the knowledge of how a
fund is managed, are you making fully informed decisions?
To summaries, we like to interview fund managers. We spend time with about 300 per
year. Some meetings are face-to-face, others are over the phone, or via webchat. Some
meetings are a quick 30 minute catch up; others can take several hours. Blending
qualitative and quantitative is the way we choose to work.
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10 Year Bond Yields

Currency

Commodities

FTSE 100

7104.31

↓0.03%

UK

1.18

↓9.23%

£/$

1.3020

↓1.36%

Brent
Crude

S&P 500

2743.07

↓2.16%

US

2.64

↓4.35%

£/€

1.1581

↓0.22%

Gold

NIKKEI 225

21025.56

↓2.67%

Germany

0.07

↓61.96%

€/$

1.1240

↓1.20%

DAX 30

11457.84

↓1.24%

Japan

-0.03

↓0.00%

£/¥

144.7000

↓2.08%

CAC 40

5231.22

↓0.65%

$65.81

↑1.25%

$1297.20

↑0.43%

Figures quoted are in local currency
Source: FE Analytics & Financial Times

Week Ahead
Monday – United States: Retail Sales % m/m
Tuesday – United Kingdom: GDP % m/m
Wednesday –
Thursday – Germany: CPI % m/m
Friday – Eurozone: HICP – Core % y/y
We look forward to receiving your comments. You can now follow us on twitter
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