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The lure of the stock market lies in its success stories. An investor who put £1,000 
into Amazon, for example, in May 1997 would now be looking at an investment worth 
£1.6m! But with nearly 2,000 companies listed on the London Stock Exchange alone, 
the odds of finding the next Amazon are slim.

In fact the average company listed on the exchange has, at some point in the last five 
years, seen more than half of the value wiped off its shares1.

The solution, according to Nobel laureate Harry Markowitz – known as ‘the father of 
modern portfolio theory’ – is diversification. By investing in a wide range of assets, 
which are not correlated to one another, it is possible to generate significantly better 
risk adjusted returns. In simple terms, this is the science of ‘not putting all of one’s 
eggs in one basket’.

A strong heritage
Investment trusts provide an excellent ‘off the shelf’ mechanism for ordinary people 
to achieve this. By pooling together lots of small pots of money, they create a 
large one which provides economies of scale – particularly where trading costs are 
concerned – and allows investors to benefit from a broadly diversified portfolio.

Majedie Investment Trust, first incorporated in 1910, became an investment trust 
in 1985 and is still a significant holding for the family which founded it, is a well-
established example. It offers a very broadly diversified portfolio of holdings, via a 
‘fund of funds’ structure which means that the trust itself holds six underlying funds, 
and they in turn are invested in hundreds of underlying holdings.

These include exposure to several funds including some with high minimum 
investments, putting them beyond the reach of ordinary investors as direct holdings, 
and a key feature of this combination is the diversity of strategies which it represents.

Exclusive ingredients
The trust’s largest fund holding, mirroring the flagship MAM UK Equity fund, invests 
in UK equities aiming for total returns in excess of the FTSE All Share. It has produced 
NAV total returns in excess of 450% since launch in 2003, underperforming the FTSE 
All Share in only four calendar years during that sixteen year period.

MAM Tortoise Fund, the trust’s second largest fund holding, is an entirely different 
beast – an absolute return focused global equity fund which pursues a long/
short ‘hedge fund’ style strategy aiming to generate positive returns in all market 
conditions, with very low correlation to the equity markets.

The aim here is that while one can generate returns when markets are racing ahead, 
the other can protect capital when markets are falling.
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Majedie has another unusual feature, shared with it’s 
more famous peer Lindsell Train Investment Trust; it owns 
a significant stake (17%) in the management company 
behind these funds – Majedie Asset Management.

Launched in 2002, the asset manager has grown rapidly 
and now has more than £12bn under management, 
employing more than 60 people in the City of London. 
The dividends provided by this investment add significant 
support to the trust’s ability to generate income for its 
shareholders.

Dividends are a key feature of the trust, which aims to 
grow them ahead of the rate of inflation. The dividend has 
increased by 30% since 2014. Dividends are paid using 
the underlying income from the trust’s portfolio – not 
from capital which can eat into potential returns – and 
significant reserves mean the trust has money set aside to 
support dividends in leaner years should they happen.

Looked at relative to its peers in the AIC Global peer group, 
the trust offers a significantly higher yield than any of them 
– with a net dividend yield of 4.1% compared to an average 
of 1.7%, and higher even than the average yield in the UK 
Equity Income sector.

These are compelling statistics, but the trust remains on a 
discount wider than any other in its sector.

This could be because performance has lagged peers in 
the sharply rising market. Over ten years to the end of April 
the trust has delivered respectable annualised NAV total 
returns of 8.5%, slightly less than the return generated by 
the FTSE All Share over the same period.

Striking the right note
But judging the trust on this basis ignores the purpose it 
serves as a diversified vehicle, with defensive strategies 
like the Tortoise fund designed to reduce risk and the trust 
as a whole aiming to protect wealth as well as grow it. At 
least 45% of its assets invested outside equities entirely, 
and as a result the trust will – by design – lag behind the 
market when it is in ‘risk on’ mode.

Closer examination shows that when the tables are turned, 
however, and investors are risk averse, this cautious 
approach pays off. On the two occasions when the FTSE 
has ended the year in negative territory during that period, 
the trust has protected capital on the downside, limiting 
losses and outperforming the index by a comfortable 
margin.

Given that equity valuations all around the world are at 
record highs, and taking into account the febrile political 
climate, investors may soon find themselves wondering 
whether a little less upside is a risk worth taking.

1 - The average stock listed on the London Stock Exchange 
saw a maximum drawdown of -54.9% between 1/05/2014 
– 30/04/2019 according to Morningstar
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by Kepler Partners LLP, is based on factual information only, is solely for information purposes only and any views contained 
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Past performance is not necessarily a guide to the future. The value of investments can fall as well as rise and you may get back 
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