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The turbulence in global markets recently has been disturbing. The sudden crash on Monday 24th August was extremely brutal, although thankfully
some markets have made a partial recovery. It is understandable for people to question their investment strategies at times like these and, with that in
mind, we have tried to provide answers for what we expect will be the most common questions.

What caused markets to fall?
Alarge fallin the Chinese stock market spooked investors worried this could be the beginning of another crash or crisis. Investors the world over sold
out, causing markets to fall.

What has caused some of them to rise again?

As is often the case, once the initial shock was over, investors reassessed the situation and decided the risk to most major economies and stock
markets was not as bad as feared. The previous day’s reaction was a bit overblown and investors who had sold out in a panic, started to buy in again
[you'd hope feeling a bit sheepish, but that sadly isn't our experience of market traders!]. This cycle of fear induced sell off and relieved buying is likely
to be repeated as the Chinese situation develops.

What’s going on in China?
The Chinese economy is slowing down. Since the credit crunch 8 years ago, Western countries have been tightening their belts and buying less of all
the things made in China: televisions, computers, machine parts; pretty much everything.

This would naturally lead to a weaker stock market - but the Chinese government has been trying to intervene to prevent this from happening. One way
it has been doing this is to encourage ordinary Chinese investors to borrow money and buy stocks, propping up stock prices.

This, along with other measures, is the main reason the Chinese stock market has grown so rapidly in the past year. Now, however, the Government is
running out of ways to keep stock prices from falling. The devaluation in the currency was a signal that Chinese authorities were struggling and was
seen as a desperate measure.

This triggered a sell off as people sold out fearing the coming crash. The problem was exacerbated by all the investors who had borrowed, who had to
sell to ensure they could pay off their loans.

The government has more or less given up on trying to control the market and decided to let it fall, hence the sudden drop.

Is this serious?
In the short term, it is unlikely the market will recover rapidly. The Chinese stock market is still 50% higher than it was 18 months ago, so may even
have more to fall.

In the long term, the growth potential for China is still promising. The rapid growth of the last 20 years is over, but it is still a large nation with lots of
development potential. It is undoubtedly going to be harder to grow over the next 20 years, but growth rates of around 5 per cent are still possible and
above most western countries.

In the medium term, say five years or so, it is difficult to tell. How the country handles this slowdown and the effectiveness of policy will have a big
impact. Things could get worse, for longer, or better quicker - there is no way of knowing which.

What is the risk to the UK?

The immediate risk to the UK economy is low; Britain does a smaller percentage of its trade with China than many other countries, especially Germany,
so will be less effected. The FTSE 100 however, is more vulnerable. The FTSE 100 is dominated by large mining and oil companies, which are more
dependent on China for their profits than most UK firms. This will lead to short term pain for many UK equity funds, even if the economy as a whole
holds up.

That being said, longer term, a weak China will have a knock on effect; as the world's second largest economy, any slowdown will eventually be felt
here as global economic growth is reduced. This will likely mean interest rate rises will be further delayed, hopefully helping the UK recovery to remain
unaffected.

How have the FE Invest Portfolios held up?

FE Invest Active Portfolios:
The FE Invest Active Portfolios are designed to maximise diversification - so there was always some allocation to funds that would do well when markets
fall. This was holding us back a little over the last few months as markets continued to rise, but has proved its worth now.

AlLL 15 Active portfolios are performing better than their relevant IA Mixed Asset sector over the six months to 26/08/2015. Market movements are still
quite large and this may change as the price swings continue.

On Monday, during the largest falls, Risk Level 1 Medium Term and Risk Level 4 Medium Term in particular dropped slightly more than their sectors, by
0.25 per cent and 0.49 per cent respectively. Both recovered and began to outperform following the recovery the next day.

In particular our decision to stick with absolute return funds and bonds in our low risk portfolios has done well, particularly as conventional wisdom
has been to ditch bonds for some time.
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Additionally HSBC Open Global Property has proved its worth as a diversifier and held up well during the fall.

Elsewhere a generally cautious outlook, which has led to us using defensively minded funds in areas like emerging markets, has paid off.

FE Invest Hybrid Portfolios:

The FE Invest Hybrid portfolios are built with the same diversification focus as the active portfolios, but have traded a few active funds for passive
equivalents. This has the benefit of lowering costs, but does come at the expense of a little diversification benefit. We aim for the cost savings to make
up for the reduction in diversification, but at times like this there is some difference in the way the portfolios behave.

That said, currently 13 out of 15 hybrid portfolios are performing better than their relevant IA mixed asset sector over the six months to 26/08/2015.
The exceptions are two of the riskiest portfolios: Risk Level 5 Medium Term and Risk Level 5 Short Term, which under performed by 0.51 and 0.04 per
cent respectively. These portfolios are positioned to contain much more risk than the sector and so slightly larger losses are not unexpected. Market
movements are still quite large and this may change as the price swings continue.

Again, our decision to hold bonds and property have been the main drivers of this out performance.

What should | do?

It is our opinion that events like this are inevitable and our well-diversified portfolios already contain one or two positions to insure against markets
falling. Making large changes to a portfolio in response to a market fall is often a sure fire way to lock in losses. We don't recommend any immediate
action and will continue to plan for as many investment scenarios as possible.

Appendix 1.

Performance and drawdown stats for active and hybrid portfolios since the last rebalancing on 9th March.

Performance Max Drawdown

Sector Active Hybrid Sector Active Hybrid
1 Short -1.75% 0.28% 0.11% -3.94 -2.43 -2.53
1 Medium | -1.75% | -1.09% 0.26% -3.94 -4.20 -3.96
1 Long -1.75% 0.56% 0.61% -3.94 -3.08 -3.37
2 Short -1.75% 0.11% 0.35% -3.94 -3.07 -3.26
2 Medium | -2.22% | -0.36% 0.25% -4.72 -3.45 -3.86
2 Long -2.22% 0.15% 0.34% -4.72 -3.51 -3.51
3 Short -2.22% | -1.08% 0.65% -4.72 -3.68 -3.72
3 Medium | -2.90% | -0.18% 0.39% -6.09 -3.74 -3.20
3 Long -2.90% | -0.58% | -0.05% -6.09 -4.23 -3.70
4 Short -2.90% | -0.84% | -0.94% -6.09 -4.96 -4.89
4 Medium | -2.90% | -2.87% | -2.31% -6.09 -6.56 -5.83
4 Long -3.82% | -232% | -2.63% -7.47 -6.28 -6.82
5 Short -3.82% | -2.68% | -2.94% -7.47 -7.07 -7.33
5Medium | -3.82% | -2.50% | -4.34% -7.47 -7.38 -9.00
5Long -3.82% | -3.75% | -3.86% -7.47 -8.71 -8.73
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