Structured Products

Wind in
its sails

With
conditions in
their favour,
Tim Leonard
reveals how
structured products
can be used to guide
investors towards
calmer waters
Risk versus reward – the basic investment
principle that underpins the decisions of
all investors. But what if there was a
product that somehow challenged this
principle and offered investors the best of
both worlds – exposure to the markets
and the potential elevated returns that
they can deliver, alongside the peace of
mind that capital protection can bring?
Particularly at times of heightened stock
market volatility, such as now, you would
assume that the queue of investors would
see no end. Which makes it all the more
puzzling why structured products – which
can indeed offer all of the above and
often more – have tended to be on the
periphery of adviser thinking when it
comes to investment solutions.

Admittedly, there have been reasons in the
past why enthusiasm for the products may
have been tempered – counterparty risk
became a hot topic at the height of the
financial crisis and remains an important
discussion point a decade on, while a lack
of performance data and apparent difficulties
in comparing structured products with other
investment options have also been cited by
advisers as barriers to widespread appeal.
Undaunted, however, the structured product
fraternity has worked tirelessly to address
any such concerns and advance the appeal
of their products to the widest audience.
With broader economic uncertainties now
casting long shadows over the markets too,
the effort put into championing the
proposition is now starting to be rewarded.
“In the current economic climate, we’re
certainly seeing firms considering and using
structured products more frequently,” said
Graham Devile, Managing Director at Meteor
Asset Management. “A growing number of
firms are realising the benefits of having a
defensive payoff profile and downside
protection for clients who aren’t sure where
markets are headed. There are a number of
independent financial advisers (IFAs) out
there who believe we’re near the top of the
cycle and would prefer to accumulate the
snowballed coupons that are provided by
kick-out products. The main reason being
they don’t believe returns of six-10% are
currently achievable elsewhere.”
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Evaluating performance
In terms of advancing the structured product
cause, arguably the most important
progress that has been made in the past
decade is in the area of evaluating
performance. An essential resource for any
adviser contemplating structured products
as an option for their clients is the Structured
Products Annual Performance Review,
compiled by StructuredProductReview.com.
First published in 2015, the yearly report
analyses the actual performance of matured
structured products and, importantly,
collates this into sector-level data that should
answer the vast majority of questions that
advisers wanting evidence of the
effectiveness of structured products might
have.

Ahead of the publication of the full-year 2018
report in January, Figure 1 shows the
“headline data” for those structured
products that have matured in the nine
months to the end of September. As can be
seen, 271 of the 291 products that have
matured so far this year have generated a
positive return – a strike rate of over 93%.
Just 20 products returned the capital alone
to investors, with no growth to show, while
none of the products resulted in a loss of
investor capital. The table also shows that
the average annualised return delivered
across all products was 6.29%, and for
upper quartile products was 9.46%; in the
same nine-month period, the FTSE 100
index fell by 2.2%. While the headline data
considers capital protected and depositbased plans alongside capital at risk plans,
the full report breaks the analysis down
further into each product type. In addition,
there are separate focuses on FTSE 100only plans, non-FTSE 100 plans, growth
plans, income plans and auto-call/kick-out
plans.

The UK Structured Products Association’s
website contains further invaluable data,
including a monthly performance update for
each sector of the structured products
market. The September update is shown in
Figure 2, alongside a breakdown of the
returns delivered by a number of different
fund sectors and the FTSE 100 index over
the same timeframes (see Figure 3). As can
be seen, structured products sitting in the
non-protected growth classification have
delivered returns ranging from 32.06% to as
high as 51.41% over five years, and from
27.68% to 36.07% over three years. The
returns posted by protected growth funds
are understandably a little more
circumspect, but with performance ranging
from 14.81% to 19.85% over five years, and
from 9.49% to 13.85% over three years,
there is still much to please investors.

Individual providers are keen to share their
track records too, with Investec Structured
Products, whose structured products have
just hit £4 billion of maturities and generated
£668 million of wealth, delivering an average
return of 7.77% per annum (p.a) – 5.59%
p.a. for deposit plans and 9.29% p.a. for
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Figure 1: Breakdown of structured product maturities 2018 (to 30 September 2018)
All Products

2018 (to 30 Sept.) Maturities

Lowes ‘Preferred’ Plans

271

Number that Generated Positive Returns

73

0

Number that Lost Capital

291

Number of Product Maturities

20

73

Number that Returned Capital Only

3.9

0

0

Average Duration/Term (Years)

3.43

Average Annualised Returns

6.29%

All Products

9.46%

8.19%

Upper Quartile

2.66%

10.37%

Lower Quartile

Source: StructuredProductReview.com

5.65%

Figure 2: Summary of UKSPA structured product performance (as at 31 August 2018)
Sector / Product Code
Protected Growth

1-year performance

3-year performance

5-year performance

-2.82%

9.49%

14.81%

Protected Uncapped Growth
Protected Digital

-0.70%

11.81%

15.94%

-0.17%

14.10%

Protected Kick Out

-0.89%

10.91%

Non-Protected Growth

2.72%

28.57%

34.44%

Capped Growth

2.59%

35.67%

47.80%

1.06%

31.79%

45.42%

Protected Capped Growth
Protected Growth − Other
Uncapped Growth
Kick Out
Digital

Growth − Other

Source: UKSPA

1.54%

19.47%

13.85%

2.15%

15.68%

15.33%

13.05%

1.93%

19.85%

31.48%

2.81%

32.90%

27.68%

1.58%

32.06%

36.07%

Figure 3: Performance of different fund sectors and FTSE 100

51.41%

Instrument

1 Year

3 Years

5 Years

IA UK Equity Income

-3.9%

16.5%

31.7%

IA Mixed investment 40-85% Shares
FTSE 100

IA UK Gilts

IA Mixed investment 20-60% Shares
IA Sterling Corporate Bond
IA Sterling High Yield

Source: trustnet

-1.2%

-2.2%

-0.6%

-1.7%

-0.7%
0.5%

investment plans. Out of all of its 1,004
matured products, only four have failed to
produce an investment return, but
importantly did still return the investors’
capital in full. “Every other product, to date,
has paid a positive return,” said Robbie
Briginshaw, Head of Sales and Distribution at
Investec UK Retail Structured Products. “We
believe that this is a testament to our holistic
and conservative approach to product
design, whereby probability of return is
deemed more important than a product’s
headline rate.”

Structured products on top
Evidently, more performance statistics are
available to advisers than ever before, while
a well-publicised “sporting challenge”, which
was conceived as long ago as 2011 and
ended some six years later, has also played
a part in advancing the structured products
cause. The contest materialised after the
Investment Management Association (IMA)
− now the Investment Association −

23.0%

24.8%
9.3%

16.0%

12.1%

15.8%

33.2%

30.0%

24.9%

24.1%

22.9%

20.3%

claimed that tracker funds were a better
alternative to structured products, using
research that compared an HSBC FTSE 100
tracker fund with NS&I Guaranteed Equity
Bonds. Reporting that in nine out of 10 years
the tracker outperformed, the IMA went as
far as to say that its research “lays bare the
reality of many structured products”.
“Alluring marketing claims conceal high
costs, hidden risks and uncertain returns,”
the IMA Chief Executive Richard Saunders
said at the time. “In the case of guaranteed
equity bonds, investors paid large sums of
money for protection against a contingency
that arises relatively rarely, with the cost out
of all proportion to the benefit received.”
Feeling that structured products had been
unfairly portrayed, Lowes Financial
Management seized the opportunity to
engage the IMA in a contest, pitting a
portfolio of five structured products of its
choosing against a low-cost tracker, which
the trade body could select. At the
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conclusion of the challenge in December
2017, the tracker – once again the HSBC
FTSE 100 Index Fund – had risen by 62.55%
net of fees and the Lowes portfolio had risen
by 81.11%.
Despite the triumph, Ian Lowes, Managing
Director, Lowes Financial Management,
points out: “Comparing how different types
of investments perform relative to each other
isn’t always appropriate, not least because,
they are by definition, different types of
investment, different risk profiles. Today’s
structured products typically provide defined
returns, delivered at defined dates in defined
circumstances, while providing protection to
original capital from all but the most extreme
market conditions. No other investment is
like this and so any comparison will not be
perfectly appropriate. There is a place for
both, most often with portfolios.”
Investor alignment
While the returns that structured products
have delivered stand up to scrutiny, there is
much more to report in their favour. One of
their most appealing aspects is that they are
among a rare breed of investment vehicles
that can provide investors with a known
outcome across varying market conditions.
That they also have the ability to offer many
different types of payoff aligning to whatever
the investors prevailing view is on how the
markets may perform, is another key
attraction.

“Do you believe the FTSE 100 Index will rise
by more than 5% over the next 10 years?”
asks Ian Lowes. “If you do, there’s a
structured product that will reward you
handsomely. If you are a little more bearish
but not sure, there are still structured
investments that will reward you less well,
but still well enough, even if the FTSE falls
by say 20% over say, eight or six years. For
investors not prepared to risk their capital
but want to potentially generate more
interest than a fixed term deposit, there are
structured products that will do so. The
important point is that a structured product
can align to an investor’s view of the market,
which as we now know can pay off
handsomely in modest or even flat markets.”

Importantly, structured products seem able
to achieve this in a way that investors are
able to comprehend. “The feedback we
receive suggests that they are one of the few
investments clients understand,” says
Graham Devile. “This, combined with the
ability to generate a positive return in a
stagnant or falling market at the same time
as offering protection against market falls,
means they have broad appeal across the
full spectrum of investors. In addition, unlike
most other forms of investment, returns can
be locked in thereby effectively allowing for
an investor’s capital to be re-based both for
the purposes of capital appreciation and
downside protection.”
Client suitability
While the core audience for structured
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products is almost always likely to be those
clients who want to earn more than they can
on deposit, but with the peace of mind that
their capital is to all intents and purposes
protected, it would be wrong to pigeon-hole
structured products as being solely suitable
for this type of investor. Indeed, such is the
variety of structured products on offer, they
should be seen as a viable option for
investors of all kind, particularly given their
ability to meet other broader portfolio
considerations.

“A structured
product can align
to an investor’s
view of the
market, which
can pay off
handsomely in
modest or even
flat markets.”

“Just like unit trusts and other investment
sectors, the structured products sector
consists of a wide range of different
investments with differing potential returns
and risk profiles, from deposit-based to
FTSE-linked and those linked to baskets of
shares,” explains Ian Lowes. “Different
product types are suited not only to
different investor profiles but also to
different aspects within portfolios. Equally,
an equity investor would not necessarily
shy away from a structured deposit as a
compliment to other deposit-based
holdings, perhaps giving the opportunity for
an uplift in interest being earned. Given that
the sector has a diverse range, there is
potentially something for all investors –
unless they are not prepared to accept any
market or equivalent risks or commit to a
medium-term investment time horizon – in
which case, let’s face it, they are
committing to implicit losses from the
erosive effects of inflation.”

Perhaps a lesser-known benefit, but one
which also enhances the structured
product appeal, is the wide availability of
the products across all the main tax
wrappers. “It’s something of a hidden
treasure that many advisers and investors
are yet to find and take full advantage of,”
said Robbie Briginshaw. “For example, all
our deposit and investment plans can be
held inside SIPPs and ISAs, giving access
to the tax-advantaged returns they offer on
our product returns (income and growth
investors). Furthermore, and in the
specialist advice space, our deposit plans

can be held inside offshore bonds advised
in the UK, giving access to tax-advantaged
returns for investors looking to improve
their cash deposit returns.”

Changing attitudes
There are plentiful reasons why advisers
and clients should find structured products
favourable, and the foundations now seem
in place to allow the proposition to take the
next significant step forward too. That
advisers are better-informed than ever
before should instil confidence that the
accounts do deliver on their promises, and
as a result, after years of seemingly being
overlooked as a viable investment option,
those within the industry are confident that
attitudes towards structured products are
changing for the better as well.

“This could be due to a strong track record
and real returns being generated, along
with the improved transparency around
pricing and regulation,” said Robbie
Briginshaw. “There are also very stringent
tests applied to all products before they
become available, and due to the
robustness of these tests, there are a
number that do not pass our testing and
therefore are never launched. These
controls give our IFA clients and investors
comfort, which is supported by our
thorough and robust backtesting.”

Lengthening timeframes
Product development is obviously crucial to
the fortunes of the sector, and the nature of
structured products means the options are
almost limitless when it comes to their
design – the indices and assets they invest
in, the length of investment, the triggers,
payoffs and participation rates are some of
the constituent parts that providers blend
together to create their offerings. Trends in
product design come and go, but are
typically dictated by the demands of
investors and what is happening in the
markets that the structured products track.

Among the changes seen in the past year,
there has been a notable shift towards
products that can run for longer periods of
time, rising from the previous norm of six
years, to the point where terms of seven,
eight and 10 years are now common-place.
According to Ian Lowes, out of the 39
products on offer [at the time of writing]
half of them had a stated maximum term of
more than six years, whereas two years
ago, it was only around 5% of products.

“These products offer even greater chances
of certain payoffs returning significant
returns to investors, and offer those
investing for the long term, such as SIPP
investors, even greater choice,” Zak de
Mariveles, Chairman of the UK Structured
Products Association, adds.
Recent developments
Despite the arrival of several new structured
product providers in 2018, Graham Devile
says there have not been any “significant
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product-centric evolutions”, with kick-out
products still commanding the most
attention and a combination of UK,
European and/or US equity exposure
continuing to be the prevailing preference.

“We’ve seen some providers undertaking
more idiosyncratic approaches, such as
using credit-linked notes and/or
collateralisation,” he adds. “Although these
are features that we can offer, our partner
advisers have not expressed an immediate
desire for this kind of risk/return profile. Our
offerings have tended to be relatively
consistent over time while reflecting the
views and opinions of investors as
conditions change. This is because our
product design is wholly demand and
target-market driven. Lingering geopolitical
concerns such as slowing economic
growth, trade wars and the looming Brexit
fallout have meant that “defensive” and
“step-down” variations of kick-out products
that increase the likelihood of early
maturities compared to standard kick-out
products, have proven especially popular.
More than 70% of Meteor products traded
within 2018 so far, fall under this category.”

With the FTSE 100 hitting record highs
during 2018, Robbie Briginshaw said
Investec has seen an increased demand for
a “multitude of payoff profiles”, but, like
Meteor, also notes a rise in the popularity of
its more defensive payoff profiles, which
can produce a positive return even in
unstable markets. As a result, the provider
has been focusing on improving terms for
its structured deposits, and says that it will
continue to focus on its investment plans.
“These plans do place capital at risk but we
have recently introduced new defensive
investment strategies with annual and
monthly income options, which are proving
popular for our clients,” Robbie Briginshaw
adds. “Constantly talking and listening to
our IFA clients has enabled us to provide a
flexible approach to the investment
requirements of their end investors. Even if
we do not have a product with a payoff
profile available that provides an
appropriate solution, we work with them to
innovate a new product and payoff that fits
the requirements.”

Product selection
While potential investors are at the forefront
of providers’ minds when it comes to
structured product design, the numerous
products on offer mean advisers and
clients have much to consider when
attempting to select the most suitable
options.

Graham Devile believes the main feature
that should be considered is whether the
product meets the client’s attitude to risk,
particularly as structured products often act
as a hedge against funds held elsewhere in
a portfolio. “Consideration should also be
given to both simplicity and transparency
(is the client able to understand exactly
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what he/she is investing in?), the potential
returns (does the client also fully
understand the investment risks involved
and how the downside protection works?)
and also the timeline of the product,” he
adds. “Along with this, care should be given
to explaining the credit risk of the
counterparty and the relationship between
this and the returns on offer.”

“The significant
returns being
generated by
structured
products are
hard to ignore
for any advisor
wishing to
deliver the best
for their clients.”

For advisers seeking a headstart in respect
of researching the market, Lowes Financial
Management has a ‘Prefer’ list of structured
products, which it is prepared to potentially
recommend to clients. The selection
process to earn Prefer status considers
many factors, including evaluating what
competing products have to offer,
investment philosophy and Lowes’ market
view. “Beyond the investment horizon, you
would then look at what drives the product
performance and the conditions attaching
to it,” explains Ian Lowes. “Most products
are linked to the FTSE 100 Index only but
some are linked to more than one index. As
ever, it’s always about risk and reward.
More than one index adds risk but equally
adds potential reward.”

The specific terms of the contract, the
defined conditions under which it will pay
out its defined returns and at what point,
are also primary considerations, as is the
extent to which capital remains safe, both
in terms of index performance and strength
of the counterparty bank.

“While all that may seem daunting, we think
it is that being prescriptive and systematic
in approach, would soon whittle the cast list
down to become an adviser’s ‘white list’ of
preferred providers and payoff,” adds Ian
Lowes.
Challenges remain
Despite the general air of positivity
apparent within the sector, there is also an
awareness that the hard work of recent
years must continue to both consolidate on

the progress already made and push the
market closer towards fulfilling its potential.

Of the challenges that face the sector, the
market perception of structured products,
from both a number of advisers and market
commentators, is probably still the biggest.
“There remains a popular misconception
that these products differ from other equityrelated investments in the market,” says
Graham Devile. “While clients must
obviously fully understand the issue of
counterparty risk, in general terms, these
products are now very vanilla in their
design and this, combined with the fact that
they are daily tradeable and even in
extreme markets only react like a tracker
fund, is often overlooked.”

Contemplating why structured products are
not more widely used, Ian Lowes said:
“Perhaps, the answer is because they are
‘admin heavy’, ‘not-on-platform’, have ‘too
many moving parts’, ‘not part of the
solution’ or ‘tainted by a previous life’. With
multiple possible maturity dates and
typically not being platform-based
investments, without substantial additional
systems, they can prove very cumbersome
to manage on client’s behalf compared to
portfolios of funds.”

The launch of the Lowes UK Defined
Strategy Fund – a managed fund of
structured investments – will potentially
help address some of these issues,
particularly in respect of the administrative
burden advisers traditionally associate with
holding individual structured products.

Hard to ignore
Whether the significant strides forward
made by the sector since the financial crisis
are enough to finally see structured
products cement a place in the immediate
thinking of the wider adviser audience
remains to be seen. It is difficult to see
what else those operating in the sector
could have done to try and reconfigure
adviser opinion and redress the challenges
that structured products have faced. The
performance figures are favourable and
now there for all to see, while the
uncertainty that is characterising the stock
markets is the type of difficult investment
environment where structured products can
come into their own.

“The significant investor returns being
generated by structured products are hard
to ignore for any adviser wishing to deliver
the best for their clients, and with the
advent of even greater regulation across
the investment industry such as MiFID II,
structured products are very much a
mainstream retail investment that sit
alongside funds,” says Zak de Mariveles.
“For those that do invest, invariably they
are very pleased, and for those advisers
that choose to remain in the past and
invest only in more traditional so-called
active funds, they do themselves and their
clients a disservice.”
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