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Fund Selection 

The purpose of this month’s newsletter is to explain how we go about selecting a portfolio of 
individual funds to hold in our clients’ investment and pension accounts. 
 
As explained in last month’s newsletter, we believe that asset allocation is the most important 
factor in determining the future returns from any given investment portfolio. We also believe 
that carefully managing the mix of assets in an investment portfolio is an important part of how 
we add value to a client’s overall financial planning in the long-term. 
 
A key feature of our regular review meetings is the ‘rebalancing’ of the asset allocation within 
an investment portfolio into line with the agreed benchmark. 
 
However, having an effective process for the selection of individual funds can have a beneficial 
impact on the overall return from a portfolio and we are taking the opportunity in this newsletter 
to explain that process. 



The challenges 
 
There are a number of challenges we face 
when selecting individual funds and we have 
summarised the main ones below. 
 
• The galaxy of funds available is well over 

4000! 
 
• As we are constantly reminded, past  

performance is not an accurate guide to  
future performance. 

 
• Fund management groups and individual 

fund managers change over time and we 
need to keep track of these changes and to  
monitor their impact. 

 
Our beliefs 
 
Partly to help us to deal with these challenges 
and partly to have a sure foundation for the 
development of our fund selection process, we 
hold the following beliefs: 
 
1. The choice of individual funds will not have 

as significant an impact on future  
investment returns as the asset allocation. 

 
2. It is impossible for us to consistently select 

those funds that will be the best performing 
funds in the future. 

 
3. Managed funds, which invest in a selection 

of different assets and vary their asset mix 
without reference to us, reduce the  
effectiveness of our control and  
management of the asset allocation within a 
client’s portfolio. Therefore, we tend to 
avoid investing in such funds unless they 
are specifically selected by the client or we 
decide that a mixed asset product or fund is 
most suitable. 

 
4. Multi-manager funds tend to charge clients 

more without any firm evidence that they 
produce superior returns. Therefore, we 
tend not to recommend such funds unless 
specifically requested by a client. 

 
 
 

5. Actively managed funds that aim to generate 
better returns than their benchmark Index by 
genuinely looking to diversify their portfolio 
away from the Index, offer the potential to  
provide better returns than passively managed 
funds, such as index trackers or exchange 
traded funds, which aim to track their  
benchmark. 

6. However, in the more efficient, developed  
markets such as the UK and US, where  
information is so readily available, it can be 
more difficult for an actively managed fund to 
‘steal a march’ on other actively managed 
funds and on passively managed funds, which 
simply aim to track an index. Therefore, in the 
developed markets, we may recommend  
passively managed funds when clients are  
either cost conscious or when they are  
prepared to accept returns which slightly  
underperform any chosen Index in a consistent 
manner.  

Our process 
 
• Fund Research 
 
The first step is to create a shortlist of funds from 
the galaxy of funds available. To do this, we work 
with a company of specialist research consultants 
who use qualitative and quantitative measures to 
identify funds that they rate, which represent  
approximately 10% of the fund universe. 
 
• Fund Sector Analysis 
 
Once we have this shortlist, we further reduce the 
number of funds by removing the multi-asset and 
multi-manager funds in accordance with our  
beliefs as set out above. 
 
We then divide the remaining funds (between 30 
and 400 funds) into the various sectors defined 
by the Investment Association. Sector definitions 
are mostly based on assets, such as equities, 
property and fixed interest and may also have a 
geographic focus. They enable investors and 
their advisors to compare funds on a like-for-like 
basis. 
 
We update data on all of these funds every 
month so that we can make our own comparisons 
on how well funds are competing in their  
respective sectors. 



• Our model portfolios 
 
Taking into account all of the above  
information, we construct a portfolio of funds, 
typically around 8 to 10, which we call our Best 
of Breed portfolio. We recommend this  
portfolio to all new and existing clients and  
invest in the same funds ourselves.  
 
We will adjust how much of any investment we 
allocate to each individual fund within the  
model portfolio in order to achieve the required 
asset allocation. We will have agreed an asset 
allocation benchmark with each client based 
upon their risk profile, their investment  
objectives and the likely time horizon for their 
investment. 
 
If a client prefers not to invest in the Best of 
Breed portfolio of funds, we can help them to 
select alternative funds by recommending  
other funds which are included in our shortlist. 
 
• Our Investment Committee 
 
Our Investment Committee consists of our four 
partners and we meet every week, with the 
monitoring and reviewing of our fund selection 
being a constant item on the agenda. We are 
inundated by information about all of the  
available funds, so it helps to do this on a  
regular basis. 
  
• Making changes 
 
We are reticent to make too many fund  
changes because the fundamental  
characteristics of a fund we have selected in 
the first place should not change too  
dramatically over short periods of time.  
 

Before we do make any changes, we  
communicate with the individual fund  
managers. This gives us the opportunity to gain a 
better understanding of a) why any funds we are 
considering switching out of have been  
uncompetitive and whether this might change and 
b) how any funds we are considering switching in 
to have outperformed and whether this might 
change. 
 
• Reviewing existing portfolios 
 
At a typical review, we will first check with our  
client that their risk profile, their investment  
objectives and the likely time horizon for when 
funds will be required have not significantly 
changed. We will then agree the asset allocation 
benchmark going forward and identify whether 
we need to ‘rebalance’ the portfolio. 
 
We will then review the portfolio of individual 
funds held within the portfolio and explain any 
fund changes we are recommending. With the 
client’s agreement, we will then instruct the  
investment provider to execute the necessary 
fund switches. 
 
Overview 
 
As stated in ‘Our beliefs’ above, it is impossible 
for us to consistently select those funds that will 
be the best performing funds in the future.  
However, we are confident, based upon many 
years’ experience of managing portfolios using 
this process, that the majority of individual funds 
held within our Best of Breed portfolio will  
generate competitive returns over the next 3 to 5 
years. 
 
 



If you have received this email in error, please contact us on the email below with your correct details or removal request  
neilmiller@breedelliott.com 
 
The information contained in and transmitted with this email is confidential and/or privileged and intended only for the person 
to whom it is addressed. Any unauthorised use, retransmission, dissemination or action undertaken based on this information 
by persons, or entities other than the intended recipient, is strictly prohibited. 
 
The information contained in this newsletter is for information purposes only and does not constitute advice, if you don't  

understand any of its contents we recommend you seek Independent Financial Advice. 

Market data 

  
Market 
  

  
2021 

  

  
Current 

situation 

  
Comments 

  
  
Interest Rates 
(BOE base rate) 
  
  

  
  

Increased from 
0.1% to 0.25% 
in December 

  

  
  

1.25% at 
30/06/22 

  
  
The official bank rate rose by 0.25% in June. 

  
  
House Prices 
(Nationwide) 
  
  
  

  
  

House prices 
increased by 

10.4%  

  
  

House prices 
up 0.3% 

at 30/06/22 

  
  
Annual house price growth up 10.7%. 

  
  
UK Share Prices 
(FTSE 100) 
  
  
  

  
  

Closed at 
7384.5. An  

annual rise of 
924 points 

  
  

7169.28 
at the close on 

30/06/22 

  
 
The FTSE 100 fell by 438.38 points in 
June. 
  


