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Leverage, often referred to in investing as a ‘double-edged sword’, is another word
for borrowing money to own more of an asset. Much like a mortgage on a house, it

enables individuals to own a higher value of an asset they would otherwise be unable
to own, but it does run the risk that the value falls such that one ends up owing more
than one owns (coined ‘negative equity’ in the housing world). This is never a good
place to be.

Our systematic approach is ‘long only’ (as opposed to taking an element of short positions,
which requires borrowing) and unlevered. This means that the investments are owned
without inherent borrowing within the funds themselves. Of course, we do believe debt is a
powerful tool that corporate finance departments and governments can use to raise capital
to fund future growth and we recognise the importance of borrowing in capital markets,
but we don’t generally believe that this is a risk worth taking at the fund or portfolio-level.
Markets can be scary enough at times like Q1 2020, without magnifying the downside
further through leverage.
The potential upside of highly leveraged strategies is magnified returns which can leave
investors drooling. The downside could be 100%, or more. As you might have spotted in
the press, the family office Archegos Capital Management has been made all too aware of
this1 with the recent unwinding of their leveraged bets which has left some banks, which
provided the capital to Archegos, nursing heavy multi-billion pound losses2.
The reader will be well-aware that borrowing is commonplace in the housing market, with
interest rates now at historically low levels. For example, 2-year fixed-rate mortgages
are now at around 1.6%3. Some will remember times in the 1970s and early 1990s when
rates were 10 times this. Although mortgage rates are cheap, few are able to borrow ‘on
margin’ on such favourable terms and for most the potential downside of such an approach
outweighs the potential benefit.
Although curtailed slightly of late, the rise of retail investors over the past 12 months has
been significant and has come with cheaper access to leverage through the trading of
financial derivatives. With one of the common questions asked by those ‘YOLO-ing their
stimmies’ (i.e. investing their US stimulus cheques) into such investments being “what is
the stock market?”4 one is led to believe these investors are not pursing a ‘risk-comes-first’
approach. Unfortunately, many will learn a painful and costly lesson.
Our default approach is to invest in unlevered long-only strategies. Our risk-focused
approach to portfolio construction means that our Investment Committee regularly reviews
the risk exposures of your portfolio and seeks to mitigate or avoid those that are unwanted
or typically go unrewarded. In general, leverage is one of those.
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Other notes and risk warnings
Use of Morningstar Direct© data
© Morningstar 2021. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/
or its content providers; (2) may not be copied, adapted or distributed; and (3) is not warranted to be accurate,
complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising
from any use of this information, except where such damages or losses cannot be limited or excluded by law in your
jurisdiction. Past financial performance is no guarantee of future results.
Risk warnings
This article is distributed for educational purposes only and must not be considered to be investment advice or an
offer of any security for sale. The reference to any products is made only to make educational points and must, in no
circumstances, be deemed to be any form of product recommendation.
This article contains the opinions of the author but not necessarily the Firm and does not represent a
recommendation of any particular security, strategy or investment product. Information contained herein has been
obtained from sources believed to be reliable but is not guaranteed.
Past performance is not indicative of future results and no representation is made that the stated results will
be replicated.
Errors and omissions excepted.
Barnett Ravenscroft Wealth Management is a trading name of Barnett Ravenscroft Financial Services Ltd which is
authorised and regulated in the United Kingdom by the Financial Conduct Authority FRN: 225634 and registered in
England and Wales under Company No. 04013532.
The registered office address of the Firm is 13 Portland Road, Edgbaston, Birmingham, B16 9HN
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