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RISK WARNING
Investments and income arising from
them can fall as well as rise in value.
Past performance and forecasts are not
reliable indicators of future results and
performance. There is an extra risk of
losing money when shares are bought
in some smaller companies. Redmayne
Bentley has taken steps to ensure the
accuracy of the information provided.
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The word “crisis” is not usually
met with positivity. It stirs up
a feeling of helplessness and
represents the systemic failure
of the status quo, engaging
our instinctive fight-or-flight
mechanism. The Oxford
English Dictionary gives us two
differing definitions of a crisis;
“A time of intense difficulty,
or danger” and perhaps more
practically; “A time when a
difficult or important decision
must be made”. In business, we
find the latter most pertinent
to the way a crisis is managed.
Company executives are faced
with difficult decisions daily,
and a “crisis” presents the most
challenging of all.
Perhaps a more optimistic view
comes from the East. In traditional
Chinese, the word crisis is
made up of two symbols; one
representing “danger” and the
other “change”. Some, including
former President of the United
States John F Kennedy, argue
it reads as “opportunity”. The
etymology of the second symbol
is much debated, though if a crisis
is being handled correctly, then
“change” and “opportunity” are
one of the same.
The way a company handles
its crises can make or break its
reputation, but of course some are
bigger than others. It may be a PR
blunder, corporate malpractice
or an environmental disaster that
puts a company through the mill,
yet all of these have one common
theme running through them; they
have exposed a lack of control and
oversight that the business hadn’t
considered.

Take the recent modern slavery
allegations put to the online
clothing retailer, Boohoo.
Following a full and frank response
to the allegations, the company are
looking to put the debacle behind
them. They have at least kept their
existing UK supply chain intact,
rather than outsourcing to much
cheaper alternatives abroad, where
more questionable employment
laws reside. (see Made in Britain:
The Price to Pay for Low Cost
Fashion). Markets, however,
have not responded well. With
ethically-focused funds pulling
capital from the business and
selling up their shares, only time
will tell for Boohoo, but question
marks remain over the company’s
ability to produce sector-leading
profit margins if their supplier’s
costs almost double. (see Boohoo:
Where did it all go wrong?)
The Boohoo story highlights
to us that not all crises can be
predicted, especially when the
company had recently appointed
a sustainability director, along
with a 20-strong team based
in the UK to ensure suppliers
were treating staff correctly
and paying a fair wage. This
highlights to us the importance of
diversification and the avoidance
of highly concentrated positions in
portfolios. The funds we invest in
must be closely watched; we have
witnessed time and time again
that hubris and ego get in the way
of sound decision making (see
All Your Eggs in One Basket?).
Crises, throughout history, have
exposed the corporate world’s
shortcomings, but, when all is said
and done, many have come out the
other end. And better for it.
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STOCK FOCUS
BOOHOO: WHERE DID IT
ALL GO WRONG?
Boohoo has been a darling of the
stock market. Since its IPO back
in 2014, the company has throttled
the retail industry into awe. Shares
were topping 400p at their peak,
and the company was snapping-up
anything in its wake; Karen Millen,
Coast, Oasis, the business seemed
adamantine.
But since an undercover report from
the Sunday Times emerged on 5th July,
accusing the company of breaching
the Modern Slavery Act, all this seems
to have changed. Boohoo admitted it
did not know the identity of a supplier
alleged to be paying workers as little as
£3.50 an hour at a factory displaying the
name Jaswal Fashions.
Boohoo added that it was taking
“immediate action to thoroughly
investigate how our garments were in
their hands”. The business has planned
to build a “model factory” in Leicester,
in a move to bring its manufacturing
operations in-house, while hiring Alison
Levitt, a leading QC, who will lead
the investigation into whether Boohoo
suppliers have complied with regulations
on wages and working practices. A
£10m investment has also been made to
“eradicate supply chain malpractice”.
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Last month we talked about the
importance of actions rather than
words when it comes to Environmental,
Social, and Governance (ESG), and
Boohoo seems to be making all the
right noises. The above, alongside the
recent termination of contracts with
suppliers and subcontractors, reflects the
company’s “zero-tolerance” approach.
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The case feeds into a much greater
issue over the illegality of the Leicester
manufacturing world, which is the UK’s
largest clothing manufacturing hub,
where some workers are paid below-legal
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wages in abhorrent working conditions,
and comes at an awful time for Boohoo,
given the adjacent reports over the
flouting of social-distancing rules, the
undemocratic awarding of executive pay,
and the UK hedge fund Shadowfall’s
short-selling attack. All these events have
fused to create a barrage of negative
press and accusations, which seem to
have destabilised the Boohoo juggernaut.
The Home Secretary, Priti Patel, asked
the National Crime Agency (NCA) to
investigate claims of modern slavery in
Leicester’s clothing factories, describing
the allegations as “truly appalling”.
That initial inspections found no
evidence of offences and MSCI, the
rating and index provider reiterated
that Boohoo is an ethical investment;
Aberdeen Standard may have dumped
its stock, but how it was holding a hefty
chunk of Boohoo shares in its ESG
mandates opens a Pandora’s Box of
further questions. There is clearly need
for tighter standards when setting ESG
investment mandates. Transparency and
clarity are crucial and, until now, Boohoo
had been inconsistent on both counts, yet
managed to be awarded a double A rating
by MSCI, its second-highest ranking.
In its June report, MSCI said Boohoo
had a “low reliance on supply chains in
regions with poor working conditions”
and “relatively strong supply chain labour
policies and practices”. These quotes
prove the need for fund managers and
investors to undertake their own due
diligence; relying on third-party ESG
assessments is a risky game.
For now, the claims are merely
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Coronavirus outbreak, when the founders
sold £143m of their shares in December
2019, and when the board granted a
potential £150m bonus scheme. The
signs were already there; one-third of
shareholders voted against the company’s
remuneration report just last month.

This episode marks the first occasion
when investors have started to question
Boohoo’s business model. The share
price has been robust despite previous
headwinds; namely, when Boohoo was
accused of playing a part in Leicester’s

Fundamentally, the real test will be how
customers respond to the allegations
and the company’s handling of them. If
shoppers decide the company has done
something wrong, despite clear denials to
the contrary, or merely start to question
whether disposable fast fashion is a trend
they still wish to follow, then Boohoo’s
multi-billion stock market valuation could
start to unravel.
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From an ESG perspective, Boohoo has
taken the correct first steps. However, with
the Group manufacturing around 75% of
clothes in Leicester, the legal proceedings
which are being brought will create further
market noise and add downward pressures
to the share price. We don’t think this
episode will evaporate Boohoo’s clientele,
and although profits and margins may
be put under pressure in the future, this
remains a well-oiled business, operating in
a high-growth arena.

Equally, they may just shrug and decide
that they just like the products and prices
on offer, regardless of what may be
happening in the supply chain. Moreover,
the emerging recessionary environment
may act as a tailwind for Boohoo, with
consumers feeling more comfortable
spending £7 on a dress,
as opposed to the £35
one might spend in
Zara. Only time will
tell.
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allegations, albeit extremely serious, and
until any judicial decision has been legally
made, it is pointless to put the hammer
down against the company. Yet, serious
questions remain; sceptics are asking how
a company can sell dresses for as little
as £7, while posting superior operating
margins. However, this is largely down
to Boohoo’s superior business model,
in which it outsources much of its IT.
That gross margins, which reflect the
difference between the cost of goods
and their sale price, are comparable with
other retailers, paints a positive picture
for Boohoo. Those who naively argue that
the business has been rort with labour
costs, granting it an unfair advantage,
are clearly missing the crux of the issue.
There is more to Boohoo’s strength than
its alleged delitescence over costs.
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INSIGHT
ALL YOUR EGGS IN ONE BASKET?
Fund managers, who have long ruled
the roost of collective investments,
now face the impending and
significant threat of index funds.
The popularity of benchmarkhugging investments has increased
exponentially over the last ten years
as investors seek to ride the wave of
impressive stock market returns,
in a cost-effective manner. This
has worked so well that Vanguard,
one of the largest asset managers
worldwide, has built almost its
entire business model on index
funds, with US$6.2tn in assets
under management to its name,
the equivalent of the entire Indian
economy, twice over. This has meant
that, to keep money flowing in,
active fund managers have had to
differentiate themselves in order
to justify their fees. Some have
opted for unique targets (income,
absolute return), but most have
attempted to increase performance,
on a consistently higher basis than
that of the benchmark and have
utilised concentrated (also known as
conviction) strategies to do so. While
further analysis shows that this often
does generate higher returns, it does
not come without risk.

a handful of a fund’s top holdings is
likely to have an amplified negative
impact on the portfolio. This, therefore,
requires strong faith and backing in
management’s ability to consistently pick
long-term winners.
Concentration-based strategies have
helped many fund managers produce
outstanding returns, helping to balloon
the size of their respective funds, as
investors opt to increase their risk
tolerance in order to chase performance.
There have been, however, a small
number of high-profile failures in
recent years, of which concentration
risk and an over-reliance on a small
number of companies have played a
sizeable role. Occasionally, managers
will inadvertently adopt a ‘tunnel vision’
approach to their holdings whereby they
are seemingly immune to external red
flags. It is easy for investors to become
set on a manager’s conviction strategy
when the sun is shining, however,

investors’ swayed by this can quickly
unravel when markets or individual
investments turn sour. This highlights
the need for continuous analysis from
both individual investors and investment
managers, who must remain vigilant
with regards to funds with large
positions and question management as to
their conviction.
The benefits of a controlled and wellmanaged conviction strategy cannot be
overstated, however, those who are able
to consistently pick high-performing
stocks, without taking outsized risks
often emerge as the winners. That
said, a recent review conducted by
Redmayne Bentley’s in-house research
team highlighted the clear relationship
between increased concentration and
higher returns (Figure 1). So, for those
expressing an interest in capital return,
concentrated funds are likely to be
a wise choice. One of the UK’s best
performing funds, the Fundsmith

Figure 1 – A lower number of stocks helps funds outperform the market
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Funds that follow such a strategy
typically reduce their portfolios down
to between 20 and 50 holdings, which
allows managers to select only those
companies they believe are ‘best in
class’, but this attempt at increasing
performance lends itself to a higher
risk/reward profile. If even a small
number of a portfolio’s constituents
perform well, then overall portfolio
performance is often pulled up with
it. On the other hand, a sustained
period of underperformance from just
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Figure 2 - Wirecard: from stock market star to scandal
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Equity Fund, perfectly exemplifies this.
Holding just 29 high-quality stocks,
it has outperformed the MSCI World
Index by a factor of 70% over five years,
accumulating a total return of 144% over
the same period. Manager Terry Smith’s
approach aims to manage positions
effectively, with its largest holding rarely
accounting for more than 7% of portfolio
assets. This underscores the benefits
of sensibly managed concentrated
portfolios; those who are not overreaching themselves in an attempt to
shoot the lights out.
However, an over-reliance on a small
number of companies can leave a fund
vulnerable to company-specific crises.
Earlier this year, one of the most revered
fund managers in the industry came a
cropper when the German payments
group Wirecard, which for years had
been inflating its revenue figures and
falsifying cash on its balance sheet,
collapsed into insolvency. Alexander
Darwall, manager of the Devon
European Opportunities Trust and longtime backer of Wirecard, accumulated
a large position in the company, which
at one-point eclipsed 17% of the
portfolio. This came despite multiple
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warning signs including a number of
articles published by the Financial Times
detailing the company’s fraudulent
activity and a police raid of the firm’s
Singapore office. However, as recently
as January, Darwall remained a staunch
backer of the payment firm, holding
shares until mid-June, by which time
further evidence had come to light and
the firm’s share price had dramatically
fallen.
One’s ability to remain resilient during
times of pain is often touted as a
significant advantage. An inflated ego,
however, is not. While resilience with
regards to the stock market is key to
unlocking long-term performance,
ignorance can prove costly. Many
investments will experience moments
of short-term pain, testing investor
patience. However, it is important to
keep a close eye on news flows and
portfolio composition so as to not fall
foul of the potential pitfalls, with overconcentration being one such problem.
SO, WHAT’S THE VERDICT?
Unfortunately, there is no hard and
fast answer. As our analysis shows,
concentrated funds are more likely to

generate outperformance. However, not
all concentrated funds are destined to be
winners and the emphasis soon turns to
research and risk management in order
to identify those funds without effective
controls in place who remain prone to
over-concentration.
However, those seeking to maximise
their capital returns in the long run
may want to consider actively managed,
concentrated funds with a long history
of market-beating returns and effective
stock-picking. Such investments are
key to squeezing every last drop of
performance from a portfolio, albeit with
a heightened risk level. Therefore, those
relying on their investments to provide
short/medium term cash via the sale
and withdrawal of funds may want to
consider balanced investments offering a
more conservative risk/reward profile.
Portfolio composition, then, is key. The
need for diversification across a range of
investments, while also remaining strict
with respect to position sizes, are factors
that are paramount to effective risk
management and investment returns.
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TOPIC OF THE
MONTH
MADE IN BRITAIN: THE PRICE TO PAY FOR
LOW-COST FASHION

Fast fashion has long been a
controversial industry, having
been stained by numerous business
malpractices and human rights
violations. An ever-demanding
consumer, wanting the latest pieces
at the lowest prices, has expanded
the industry during a time when
climate extinction and human
equality - heralded by our younger
generations - are high on the
agenda. So, is it hypocrisy, naivety,
or just plain ignorance that keeps
customers coming back? Should,
and can, companies afford to bear
the responsibility?
In April 2013, an eight-story building
in Dhaka, Bangladesh collapsed, killing
thousands. A lack of maintenance and
safety checks of the property led to a
complete structural failure. Housing
several apparel factories for western
fashion brands, including fast fashion
labels such as Matalan and Primark,
as well as various luxury brands
including Hugo Boss and Gucci,
1,134 were killed and approximately
2,500 were injured. When the story hit
global media, there was a significant
outcry and pressure by consumers
for companies to review their supply
chains and avoid exposure to suppliers
engaging in unethical practices.
In recent years, consumers have become
savvier, checking labels of origin and
looking for that reassuring “Made in
Britain”. However, more than often
these companies have shifted the
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problem closer to home – particularly
to sweatshops within the western world.
They were operating under the radar…
or so they thought. Last month, The
Sunday Times published an article
accusing Boohoo of selling clothes
produced by staff in the UK being
paid less than half the minimum wage.
Although Boohoo stated that it had no
knowledge of these issues and has since
dropped the supplier, key investors, such
as Aberdeen Standard Life, sold their
stock, causing the price to crash by over
40% in a single week. Despite this, key
Environmental, Social and Governance
(ESG) ratings agencies determined
Boohoo to be a highly ethical company
– scoring within the top 15% of its broad
sector. So, how do companies and, more
importantly, investors protect themselves
from unethical supply chains and their
negative effects, especially when ESG
experts are telling us a different story?
Most large retailers would strongly avoid
sourcing their goods from sweatshops.
Ethics aside, working with such suppliers
presents significant operational, legal
and reputational risks that are often not
worth the financial benefits. Although
many companies can attempt to mitigate
adverse reputational damage by paying
more than the bare minimum for
their goods and services and keeping
their supply chain small, this is often
impossible for business models which
require costs to be kept at an absolute
minimum. There are generally four
options to manage the problem when it
does arise: drop the supplier and admit
fault; drop the supplier and say nothing;
work with the supplier to improve its
practices; say nothing and keep the
status quo. If the company chooses
one of the first three options, then it
is likely to be accused of facilitating or
covering up wrongdoing and, hence,
face huge public backlash. However, if
the company keeps the status quo then it
may be able to slip under the radar and
continue to profit until it is caught. For
us, it is not enough to entirely rely on a
company’s own sustainability report.
ESG ratings agencies aren’t always the
most helpful either. While they give us
a good guide and allow us to screen a
universe of potential investments, they
rely on new concepts and principles,
and with ESG so high on the investment
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world’s agenda, organisations are
rushing to be the first to offer ratings
services. With an inherent lack of
standardisation, ESG reporting
organisations have been forced to come
up with their own methodologies and
criteria - which may include vague
questionnaires or picking out key words
in a company’s annual report. And
hence, one of the most revered agencies
were able to offer a double A rating (the
second highest accolade) to Boohoo.
So how else would investors and fund
managers hedge their sustainability
risks? Such issues are often hard to
find or quantify without being a true
insider or auditor of that firm. However,
sometimes intuition may be helpful in
avoiding some more trivial problems.
In the case of Boohoo, this should
have come to no surprise to investors
given the nature of the fast-fashion
industry. Furthermore, the Financial
Times undertook an investigation into
“dark factories” in Leicester in 2018,
stating that staff were being paid as
little as £3.50 an hour and naming
Boohoo as a common customer of said
establishments. Since the release of the
article, Boohoo has continued to expand
its presence in Leicester. There is also a
question on why these accusations were
not taken as seriously in 2018; after all,
investors’ shift towards focusing on ESG
issues has been well documented, yet
Boohoo’s share price rose almost 120%
from publication of the piece to its peak
this year.
No doubt the recent COVID-19
pandemic has brought social practices
to the fore; high street businesses were
being called out early for sending their
employees to work during lockdown.
Whether the consumer will care enough,
well, the jury is out on that one. There is
no doubt that, like Primark, Boohoo will
bounce back; the demand is there, and
the company remains a market leader.
The company’s practices will be under
more scrutiny in the long-term, but for
now, we watch the share price struggle
as the big money flows out and wipes its
hands.

“...how do
companies and, more
importantly, investors
protect themselves
from unethical
supply chains and
their negative effects,
especially when ESG
experts are telling us
a different story?”
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