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W e are all familiar 
with the saying “You 
cannot have your cake 

and eat it”; and when it comes 
to deciding whether to invest 
in shares to try and beat dismal 
saving rates, this seems entirely 
appropriate. It perfectly describes 
the long-held view that if you 
plan to invest in equity markets, 
you have to be just as prepared to 
lose money if the markets fall, as 
reap the benefits on any rise.

But times are changing, and in 
the world of investing an often-
overlooked asset class, referred 
to as structured products, has 
been producing some impressive 
returns for investors over the 
last 10 years, proving resilient in 
falling markets and giving other 
asset classes such as targeted 
absolute return funds a run for 
their money.

Structured products are 
investment products launched by 
major banks, that are designed to 
bridge the gap between low-risk 
fixed term deposits you may 
buy from a high street bank, and 
investing directly in shares or 
funds. 

They are often designed with 
a simple concept in mind, which 
is to give up something that 
does not give us the greatest 
positive value in order to get back 
something that has a far more 
significant value to us. 

For example, if you consider 
a traditional investment such 
as funds, the payout is ‘linear’, 
meaning that as the market they 
track goes up you make money; 
and when it falls you lose money. 
But the emotions of a typical retail 
investor like you or me are not 
quite so linear. 

While we do become happier 
the more money we make, 
there is a law of diminishing 
returns, with each extra pound 
we make providing a little less 
extra happiness in our life than 
the last. For example, make 
£20,000 instead of £10,000 on an 
investment and you may well be 
twice as happy, but this is not the 
case if my investment returned 
£110,000 instead of £100,000.

And things are just the same 
on the way down. As soon as 
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we lose money, we become 
unhappy; but the more we lose, 
the more quickly we become 
very unhappy! This is a fact that 
is perhaps more important to be 
mindful of today than ever, when 
considering investing in uncertain 
market conditions, not least with 
ongoing political upheaval and 
the future Brexit negotiations in 
the UK.

Structured products aim to 
better reflect this real-world 
behavioural finance aspect, by 
allowing investors to give-up 
certain ‘nice to have’ returns on 
a traditional investment (for 
example, returns above a certain 
level); and in return get back 
something you believe would 
have a far more significant 
impact on your happiness, such 
as avoiding losses even in falling 
markets.

What is in the mix?
So, what does a typical structured 
product look like, and are they 
performing?

The products with the lowest 
risk profile are structured deposits 
and a typical example might be a 
deposit that asks you to invest for 
a three-year period, just as many 
fixed rate bonds do. However, 
rather than receive a fixed return 
during the three years, (e.g. 
HSBC’s Fixed Rate Saver delivers 
0.85% pa.) the return is linked to 
the performance of the FTSE and 
instead delivers a fixed return (for 
example 14%) at the end of three 
years, so long as the FTSE has 
risen over the period. And if it has 
fallen? Instead of losing money 
as you would do in a traditional 
investment tracking the FTSE, 
you get 100% of your investment 
back.
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However, the most popular 
style of structured product in the 
UK are known as kickouts. These 
products tend to be designed to 
be held for a little longer (say 
six years), but there are regular 
opportunities for them to mature 
early. 

For example, a typical kickout 
might record the FTSE level 
each year and, if it is above 
its starting level, the product 
will mature and pay a fixed 
return. ‘Defensive’ kickouts are 
particularly popular, as these pay 
a return even if the FTSE falls 
slightly below its starting level. 

Kickouts offer a far higher 
level of return than that 
available in a traditional deposit 
or indeed on many more 
traditional funds you may be 
considering (currently such 
products are offering returns 

equivalent to around 7-10% 
pa). However, they can lose you 
money, but only if the FTSE 
falls by a significant amount. 
They contain a feature than 
means that so long as the FTSE 
has not fallen by, for example, 
more than half its value (which 
it has never done before over 
a six-year period), you will be 
repaid your full investment… 
allowing you to sleep a little 
better knowing your money 
is protected in all but the 
very worst of possible future 
outcomes.

The nice thing is that the 
banks do all the hard work 
behind the scenes to create 
such products, typically 
using financial derivatives. 
Importantly, what you buy as an 
investor is a far simpler deposit 
(in the case of 100% protected 

products) or medium term note 
(which is similar to a corporate 
bond), whose investment returns 
are clearly defined within a 
brochure, and where the bank 
is duty bound to deliver you the 
exact returns as described in 
their brochure, no matter what.

Performance
If you are wondering how these 
products have been performing, 
the facts are impressive. A 
recent report from Future Value 
Consultants (FVC) showed that, 
out of almost 1000 structured 
product launched by banks over 
the last three years, none have 
lost money, and their average 
performance has been 6.77% pa. 

Looking back further at 
kickout products specifically, the 
firm Structured Retail Products 
calculated it has delivered 
an average return equivalent 
to 8.53% pa over the past 10 
years. With less than 3% of all 
funds delivering more than 
2% returns last year. That is 
pretty remarkable by anyone’s 
standards.

Need to know
So perhaps structured products 
do let you have your cake and 
eat it, but as we all know: there is 
no such thing as a free lunch. 

In the case of structured 
products, there are some very 
important things to remember. 
You have to be prepared to hold 
your investment for its full term 
if you want to get the advertised 
returns; and, most importantly, 
that if the bank you invest with 
goes bust, you could lose all 
your money. Stranger things 
have happened, even after 
regulators have worked so hard 
to minimise such risks since the 
financial crisis.

 It is crucial to read the 
brochure carefully and know 
who you are investing with. 
Structured products offer no cast-
iron guarantees, but are a useful 
diversifier to mitigate against 
some of the risks you face when 
investing in volatile markets.

Zak de Mariveles is chairman of the 
UK Structured Products Association.
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