
Structured Products

COVID-19: despite all the talk of ‘V’, ‘U’, ‘W’,
‘Nike swoosh’ and various other shaped
recoveries. For what it’s worth, a ‘K’ shaped
recovery perhaps most logically sums up
what we might see: in other words, some
areas of the economy and companies may
fare well or recover strongly, while others may
not. Whatever the shape, it’s surely going to
be challenging.

For many investment professionals, a
compelling indicator of future investment
returns expectations is provided by the global
bond market … and the bond market is
clearly signalling that we are in an
‘(everything?) lower and slower for (much!)
longer’ environment, in terms of potentially
benign inflation, low interest rates, muted
economic growth and as a result, low returns
expectations. 

In fact, it’s possible to construe that much of
the bond market doesn’t even think that we’ll
be lucky enough to see low returns in the
years ahead, given that many bond investors
around the world are falling over themselves
to buy negative-yielding debt, in other words
not just low or no return but a guaranteed loss
at maturity.

This is extraordinary and we would suggest
that it is highly instructive for advisers and
investors to consider what the bond market is
signalling … and what it points to, with regard
to portfolio construction and positioning.

Portfolio construction and diversification
considerations for a more challenging
investment environment
So, what might a more challenging and
potentially low returns environment feel like?
And what might advisers and investors expect
in terms of ‘alpha’ by active fund management
or ‘beta’ by passive fund management, in
such an environment? And what are the
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SPs: Need; Evidence; & USPs 
Step 1: Establishing whether there’s a
NEED to think about structured products
Is there a need for professional advisers and
investors to consider structured products as a
portfolio option? Let’s try to establish whether
there is by thinking about the economic
backdrop, investment outlook, investor
interests and needs, and portfolio construction
options and considerations.

It’s important to remember where we were at
pre-COVID-19. Broadly speaking, even where
investors had generated strong returns across
portfolios in the decade now behind us,
following the global financial crisis, many
advisers and investors were already starting to
contemplate the likelihood/expectation of
lower returns in the decade ahead.

Touching simplistically on the basic asset
classes of cash, fixed income and equities:
returns on cash have been close to the floor
for many years now and currently look like
they might even fall through it (if we see
negative interest rates); returns on fixed
income are such that this asset class is
succinctly summed up by some commentators
as now offering ‘return free risk’ (certainly in
terms of yield); and returns on equities and
current equity market levels, including through
the COVID-19 crisis (particularly with regard to
the US equity market), to the date of writing
this article (in the third week of October) mean
that some commentators are observing that
equity markets could be considered to be at
least fairly valued, if not fully valued, or
potentially overvalued.

COVID-19 clearly hasn’t improved things and
has added further complexity to what were
already ‘lower and slower for longer’
expectations for many professional advisers
and investors. None of us have a crystal ball,
so none of us know where we go from here,
in terms of the ‘shape’ of any recovery from
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investors, which could be especially pertinent
in the current and foreseeable environment:

1. Most notably, structured products can be
designed to generate positive returns
without requiring markets to rise (in fact,
many UK retail structured products are
designed to generate positive returns even
if markets fall). 

Including investment options that will not
require markets to rise, at a time when there
are ample good reasons to be concerned
about the potential for a low (or worse)
returns environment ahead, in other words
markets not rising, or not rising by any
required level, surely looks like a sensible
approach to portfolio construction to
consider, at this time.

2. In addition, structured products can provide
a defined level of protection (which can be
both deep and monitored only at the end of
a long investment term, as opposed to any
protection barrier being able to be breached
during the investment term) if markets fall. 

Including investment options that can
protect investor’s capital from moderate
falls (potentially allowing markets to fall by
up to 50-60% without loss of capital at
maturity, or even protecting capital entirely,
with Financial Services Compensation
Scheme protection, vis structured
deposits), also surely looks like a sensible
approach to portfolio construction to
consider, at this time.

3. And notably, structured products do all that
they do by legally binding contractual
obligation, offering investors ‘alpha by
contract’, as an alternative/complement to
alpha by active fund management and/or
beta from passive fund management. In
addition to understanding the credit
risk/counterparty risk of structured
products, this is a particularly important and
balancing aspect of structured products for
advisers and investors to understand.

As Markowitz put it, ‘diversification is the only
free lunch’. Yet, some advisers and investors
are limiting portfolio diversification by not
including structured products when
constructing portfolios. The bottom line is that
including structured products, alongside
active and passive funds, can help optimise
portfolio diversification, in ways that cannot
be achieved through active and passive funds
in isolation. 

Better understanding of structured products,
including the changes that the industry has
undergone over the last 10-20 years, and
wider recognition of their USPs, virtues and
value, and of the proven efficacy of including
them in diversified and balanced portfolios,
particularly at this unprecedented time, is
clearly needed. And warranted.

3. Recognising and accepting the
EVIDENCE that structured products work
John Maynard Keynes is attributed with
saying: ‘‘When the facts change, I change my
views, what do you do?’’ This may be a good
question for some advisers and investors to
ask themselves when thinking about
structured products, because the facts about
UK retail structured products have changed.

Comprehensive and granular data regarding
UK retail structured products over the last
decade or more is readily available – and
objective analysis of it evidences the virtues
and value of structured products and the
proven efficacy of including them in diversified
and balanced portfolios.

There are various sources of reliable industry
data, covering the entire sector, without being
selective or favouring only positive outcomes
while tucking away the bad or the ugly … and
the facts are incontrovertible. 

Structured products work and have been
quietly working for many years, for many
advisers and investors. Rigorous analysis of
the data for the sector, by even the most
sceptical, will evidence that there is almost
nothing bad, let alone anything which is ugly,
for over a decade now. I’d assert that few
sectors of the investment universe could make
such a claim, at an industry-wide level. 

It’s high time that the facts about the UK retail
structured products sector were more widely
recognised, by a wider audience of advisers
undertaking objective analysis, who are open
to the evidence and ready and willing to be
persuaded by it. 

Figure 1 provides a summary of some of the
main headlines from perhaps the most
comprehensive source of UK retail structured
products data (Lowes Structured Product
Review of the Decade, 2010-2019).

When the facts change, I change my views:
what do you do?
Clearly, there are various reasons why
advisers and investors should be thinking
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merits of including ‘alpha by contract’, via
structured products, in diversified and
balanced portfolios?

Recent fund manager surveys suggest that
equity fund managers may be more optimistic
than the bond market. A Bank of America
survey of global fund managers highlighted
average equity market returns expectations of
3.4% per annum (p.a.) for the next 10 years.

In terms of thinking about what alpha from
active fund management might return, I would
suggest that even those who believe in alpha
wouldn’t expect mainstream core funds to
outperform the market by more than 1-3%
p.a., net of charges and costs. 

Meanwhile, those advisers and investors who
content themselves with the beta of the
markets, via passive and smart beta funds,
clearly don’t expect any outperformance at all,
and so will just take the market’s return, less a
fraction in respect of costs and tracking error,
regardless of whether it is range-bound,
sideways moving and producing low (or
worse) returns. Notably, as an important
tangent point, to my mind, one of the biggest
risks to think about currently is the swathe of
investors who have embraced passive
investing, potentially at the exclusion of any
other type of investment in their portfolios, if
we are now in a long term era of low returns
expectations.

The important question that I am suggesting
advisers need to consider is whether either
alpha by active fund management or beta by
passive fund management, particularly in
isolation, will meet the interests and needs of
investors, in an everything lower and slower
for longer environment?

Step 2: Understanding the fundamental
USPs of structured products
Clearly, advisers and investors should be
thinking very carefully about the economic
backdrop, the investment outlook and
portfolio construction options and
considerations at this time. 

A low (or worse) returns environment will
present significant portfolio construction
challenges, particularly if portfolio
diversification is limited to just active and
passive fund management, asset class and
geography. 

Optimal portfolio diversification needs to
include consideration of different types of
investment – which can do different things, in
different ways, for different reasons, at
different times: and with that in mind, cue the
importance of more advisers and investors
understanding structured products and wider
consideration of their merits and value, and
the efficacy of including them in portfolios.

Structured products present fundamental
unique selling points (USPs), which neither
active nor passive fund management can
offer. This includes important and potentially
value-adding benefits and advantages for

10 YEARS: 2010 - 2019

3,895 UK retail structured products matured between January 2010 and December 2019

3,835 (98.46%) generated positive returns or repaid capital | The average return of all maturing investment products was 6.27% p.a.

The average return of the capital-at-risk products was 7.9% p.a. | The average return of the structured deposits was 3.64%

43.39% of the maturing products included a kick-out feature | The average return of the capital-at-risk kick-out products was 8.41% p.a.

ONLY 60 (1.54%) maturing structured products created a loss | NO product linked solely to the FTSE 100 has created a loss since 2012

The average duration of all maturing structured products was 3.75 years | 2.11 years for maturing capital-at-risk kick-out products

Figure 1: The Evidence

Source: Lowes Financial Management/StructuredProductReview
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carefully about the current economic
backdrop, investment outlook and portfolio
construction options and considerations, at
this time. Perhaps more so now than ever.

Known and known unknown factors point to
the possibility of it being harder to achieve
such strong returns in the decade ahead of
us, compared to the decade now behind us:
it would seem irrefutable that we are now in a
more challenging environment, which could
potentially be a low (or worse) returns
environment for the foreseeable years ahead
(perhaps much longer than is being
anticipated), as per the signals from the bond
market.

If advisers and investors simply do what they
did for the last decade for the next decade,
despite how well it may have served them
over the last decade, they may be unlikely to
get the same outcomes. 

If portfolio diversification is limited to just
active and passive fund management, asset
class and geography, then portfolio
diversification is limited and restricted: an
optimal approach to portfolio construction
and diversification needs to include
consideration of different types of investment,
which can do different things, in different
ways, for different reasons, at different times.

This is what structured products offer advisers
and investors. Structured products can do
things that neither active nor passive fund
management can do, including generate
positive returns without requiring markets to
rise, with a defined level of protection if they
fall: and they do it all by legally binding
contractual obligation, offering ‘alpha by
contract’, as an alternative/complement to
alpha by active fund management and/or
beta from passive fund management, in
diversified and balanced portfolios.

There are compelling reasons, in terms of 1)
the need, 2) the evidence, and 3) the USPs,
for advisers and investors to ensure that they
better understand structured products,
recognise their virtues and value, and
consider including them in portfolios.

When the facts change, I change my views:
what do you do?

Chris Taylor is Global Head of Structured
Products at Tempo Structured Products

Tempo video webinar for      advisers
‘SPs: Need; Evidence; & USPs’
9 December 2020, 2.00 – 3.15 p.m

Tempo is hosting a video webinar
presentation of ‘SPs: Need; Evidence; &
USPs’. 
The CPD-accredited presentation will be
hosted by Chris Taylor, Global Head of
Tempo.

For further details and to register, please
visit: tempo-sp.com/newsroom/events 
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Structured Products

As professional advisers know, there are risks involved with all forms of investment. In respect
of structured products, advisers understand that they present counterparty risk: the potential
returns of a structured product and the repayment of money invested in them depends on the
financial stability of the issuer/counterparty bank that issued the securities which the product is
based upon. Advisers are expected to be aware of this risk, the consequences of it and to
undertake counterparty research, which product providers such as Tempo can fully support
(for example through ‘TICS’, the Tempo Issuer and Counterparty Scorecards).

However, what is less well recognised, understood or appreciated is the flip side benefit of
structured products and counterparty risk. The fundamental USP benefit of structured
products, and the flip side of counterparty risk, is that structured products are based on legally
binding contractual obligations, issued by the counterparty, offering investors the opportunity
to ‘invest by contract’ and the benefits of ‘alpha by contract’, as an alternative/complement to
alpha by active fund management and/or beta by passive fund management. 

In addition to the counterparty risk of structured products, it is important for advisers and
investors to understand this balancing aspect of structured products, which arguably the
structured products industry has been quite poor at explaining.

There is plenty of industry education for advisers to explain how structured products are
constructed, running through points such as interest rates, zero coupon bonds, counterparty
credit risk, derivatives, how dividends are utilised, market volatility, etc. When the building
blocks of structured products are understood, it’s clear that there is no ‘alchemy’, or need for
advisers to question whether product terms may actually seem ‘too good to be true: after all,
how can a stock market-linked investment generate positive returns while allowing stock
markets to fall?’. 

If advisers are prepared to find out more about structured products on behalf of their clients,
the structured products industry is certainly more than willing to advance adviser working
knowledge and understanding of structured products and best practice advisory use of them. 

However, understanding that investing in a structured product equates to ‘investing by contract’
is perhaps the most important aspect. If the counterparty behind a structured product is
solvent at maturity (which is why structured products present counterparty risk) it doesn’t
matter what they may (or may not) have done during the investment term … they are legally
obligated to deliver what they stated at the outset to investors, in other words to deliver the
terms of the bonds they issued, that back the structured product. 

To test this point of understanding, imagine that everybody in a counterparty bank goes on
holiday for 10 years, on the start date of a structured product. The counterparty bank therefore
does absolutely nothing during the investment term. The treasury team forgets to set up a zero
coupon bond and the equity derivatives team forgets to do anything clever with derivatives.
What can investors in the structured product expect to receive at maturity? 

The answer is everything that the plan brochure/product contract detailed, if the counterparty
bank is solvent. Investors in structured products are not investing in ‘the clever stuff’ that the
investment bank may do (or may not) when arranging the product: they are effectively
investing in the bonds that the counterparty bank issues, which are legal, contractual
obligations.

The benefits of ‘investing by contract’ and ‘alpha by contract’ contrast with other types of
investment. In fact, few if any other investment options offer investors legally binding
contractual obligations that they can rely upon, in the way structured products do. 

Take active fund management, for example. When active fund management seeks alpha and
active fund managers articulate the ‘aims and objectives’ of their funds they will, of course, do
all that they can to deliver these aims and objectives … but they do not provide legal,
contractual obligations to investors that they can rely upon, unlike structured products. Far
from it: think of all the fund manager explanations that have accompanied targeted absolute
return fund updates in recent years, which highlight the potential gap and wriggle room that
exists between the aims and objectives of active funds and what they may actually deliver.

The fundamental USP benefit of structured products – that structured products equate to
investing by contract, offering alpha by contract – and the proven efficacy of including
structured products, alongside active and passive fund propositions, in diversified and
balanced portfolios, needs to be better recognised and understood, by a wider audience of
advisers and investors.

The fundamental USP benefit of structured products:
‘investing by contract’/‘alpha by contract’
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“SPs: Need; Evidence; & USPs” 
Portfolio construction and diversifi cation 
considerations for a more challenging and 
potentially low returns investment environment.

The Need: Is there a need for professional advisers and 
investors to consider structured products as a portfolio option?

This video webinar will start by thinking about the economic 
backdrop, investment outlook and portfolio construction 
and diversifi cation considerations for a more challenging and 
potentially low returnsꢀenvironment - including looking at what 
the bond market is signalling regarding infl ation, interest rates, 
economic growth and future returns expectations. 

What might a low returns environment mean and what might 
professional advisers expect in terms of ‘alpha’ by active fund 
management or ‘beta’ by passive fund management: and what 
are the merits of including ‘alpha by contract’ via structured 
products, in diversifi ed and balanced portfolios.

The Evidence: Comprehensive and granular data regarding UK 
retail structured products over the last decade or more is readily 
available - and objective analysis of it evidences the virtues 
and value of structured products and the effi  cacy of including 
structured products in diversifi ed and balanced portfolios.

The USPs: Structured products off er signifi cant and important 
USPs: they can be designed to generate positive returns 
without requiring markets to rise; with a defi ned level of 
protection if markets should fall. In addition, structured 
products equate to ‘investing by contract’, off ering ‘alpha by 
contract’, based on legally binding, contractual obligations 
(inꢀcontrast with other investment options). 

Redefi ning Structured Products
for professional advisers andꢀtheir clients
Tempo Structured Products (‘Tempo’) was established over the course of 
2016-2018, by a highly experienced team, with substantial investment of time, 
resources and capital by the Alpha Real Capital family of companies (‘Alpha’). 
Inꢀaddition to Tempo, Alpha platforms also include TIME Investments.

Tempo’s aim is to ‘redefi ne structured products’ for professional advisers 
andꢀtheir clients. Our approach to this is straightforward, focusing on 
‘doingꢀthe right things - and doing simple well’. This includes: a client-
centric, best practice approach to governance and compliance; putting 
investors fi rst; a bar-raising level and calibre of collateral materials, input 
and support for professional advisers; and a commitment to ‘deliberately 
defensive’ products, in line with the philosophy and approach of Alpha.

Our aim is to present a high calibre structured product provider, a carefully 
considered approach to structured products and a level of support and 
service which professional advisers and their clients can be genuinely 
confi dent in.

Our entire emphasis is on working closely with professional advisers to 
advance and enhance the value that can be gained from best practice use 
of structured products, for the benefi t of their clients.

Video webinar for professional advisers

 “SPs: Need; Evidence; & USPs”
Wednesday 09 December 2020, 2.00 – 3.15pm

For Professional Advisers. Capital is at risk. Tempo Structured Products is an appointed representative of TIME Investments, 
which is authorised and regulated by the Financial Conduct Authority (FCA No 534723). TempoꢀStructured Products and 
TIME Investments are subsidiaries of Alpha Real Capital LLP, which is authorised andꢀregulated by the FCA (FCA No 436048).

Register now at: 
tempo-sp.com/newsroom/events

To fi nd out more about Tempo:
Adviser support line: +44 (0)20 7391 4551
Email us: info@tempo-sp.com
Visit our website: www.tempo-sp.com

Learning outcomes 
Thisꢀinformative and thought-provoking webinar aimsꢀto:

1.  Establish whether there’s a NEED to consider 
structured products

2.  Establish whether there’s EVIDENCE that structured 
productsꢀwork

3.  Highlight the signifi cant USPs of structured products

4.  Introduce Tempo Structured Products and what 
Tempo is doing to ‘redefi ne structured products’ for 
professional advisers and theirꢀclients

4499 Tempo advert Nov20 210x297 v8.indd   3 02/11/2020   10:14


