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N
othing in this M

agazine should be used as a specific recom
m

endation to buy, sell or hold any investm
ent and the m

aterial 
provided is for general inform

ation only. The view
s of those interview

ees quoted in the M
agazine are personal, and m

ay not 
reflect the view

s of their em
ployers. Steps to Investing Lim

ited does not accept any liability resulting from
 any investm

ent m
ade 

(or not m
ade) as a result of the general inform

ation m
ade available w

ithin the M
agazine. The advertisem

ents w
hich appear 

in the M
agazine have been paid for and approved for use by the advertisers concerned. M

em
bers of the Steps to Investing 

team
 m

ay hold interests in the investm
ents m

entioned in the M
agazine. Investors should be com

fortable w
ith the risk that any 

investm
ent can go up and dow

n in value, and returns are not guaranteed. Fund data as at 25/06/2021.

C
ontents

Taking you on a journey from
 saving to investing

36

27
G

lobal m
arkets &

 
econom

ics: w
hy w

e 
could be in for ‘Roaring 20s’ 2.0 
Adrian Low

cock on the state of play and w
here to invest

Investm
ents: inflation-

beating incom
e strategies 

for your portfolio
C

herry Reynard gives you lots of 
ideas that stay ahead of inflation 

Investm
ents: 

using ETFs as a 
cheaper w

ay to 
invest for incom

e
Ed Bow

sher looks at incom
e 

from
 the passive m

arket

31
Financial planning: 
gauging inflation’s im

pact 
on annuities vs draw

dow
n

Sizing the im
pact of inflation on 

your retirem
ent options

00000545405484494
£

14

Personal finance: is 
property or pension best 
to fund retirem

ent?
Faith Archer goes five rounds 
on the benefits and 
draw

backs of each

4

18
Real investor journeys: 

choices I face on 
precipice of retirem

ent
M

ike W
ilson on his investm

ent 
plans for the golden years

Industry: w
hy consider 

getting involved in 
new

 fund launches
Advantages of getting in early doors 
and upcom

ing launches

23

9
Explained: w

hy 
crypto is gripping the 
im

agination of the young
W

hat cryptos are and factors 
com

pelling under-35s to invest
B

3



N
ote from

 
the editors
H

i Investors,
W

elcom
e to issue 4 of G

et Investing.

This issue is all about giving you stacks of investm
ent 

ideas that generate an incom
e! W

e’ve
got Faith Archer going five rounds and pitting 
property against pensions as the best w

ay to
fund your retirem

ent; Ed Bow
sher analyses the ETF 

m
arket to find you incom

e ideas that
w

on’t break the bank; and w
e’ve got C

herry 
Reynard tackling the loom

ing spectacle of
inflation and finding incom

e that stays ahead.

And of course, there’s m
ore. In financial planning 

w
e assess the im

pact different levels of
inflation could have on annuities versus draw

dow
n 

options in retirem
ent; our explained article looks at 

w
hy young people are flocking to cryptocurrencies; 

w
e find out about new

fund launches and w
hy you m

ight w
ant to get 

involved; w
e speak to soon-to-be retiree M

ike
W

ilson about his personal investm
ent journey and 

the choices he faces w
ith his pension;

and w
e hear w

hat Adrian Low
cock has to say 

about global m
arkets and w

here he thinks
investm

ent opportunities m
ay be.

All of our editorial is independent! The only 
paym

ents w
e receive are for the ads you see

throughout the guide - no com
m

ission is paid to us 
on any funds discussed w

ithin the
articles. All w

e w
ant to do is find you cracking 

investm
ent opportunities to help you grow

your w
ealth, from

 experts w
e have spent our careers in investing getting to know

.

If you w
ant to keep up w

ith w
hat’s going on, w

e have a w
eekly podcast for updates on the

m
arkets and interview

s, as w
ell as a YouTube channel w

ith w
eekly tutorials to help you

understand investing better.

H
appy investing!

M
arcus and Sim

on, C
o-Founders

Sign-up for our free 
7-day course

…
until they b

ecom
e fully fled

g
ed

 sw
ans.

If you’re thinking
 ab

out your ISA
 or SIPP, our shares are availab

le on all the m
ajor online 

share-d
ealing

 p
latform

s or via stockb
rokers and

 other financial interm
ed

iaries.

To stay up
 to d

ate w
ith our latest d

evelop
m

ents, p
lease sub

scrib
e at   

w
w
w
.thescottish.co.uk/sub

scrib
e

C
ap

ital at risk. The Scottish Investm
ent Trust PLC

 has a long
-term

 p
olicy of b

orrow
ing

 m
oney to invest in eq

uities in the exp
ectation that this w

ill im
p

rove 
returns for sharehold

ers. H
ow

ever, should
 m

arkets fall these b
orrow

ing
s w

ould
 m

ag
nify any losses on these investm

ents. This m
ay m

ean you g
et b

ack 
nothing

 at all. 

Investm
ent trusts are listed

 on the Lond
on Stock Exchang

e and
 are not authorised

 or reg
ulated

 b
y the Financial C

ond
uct A

uthority. 

Please note that SIT Saving
s Ltd

 is not authorised
 to p

rovid
e ad

vice to ind
ivid

ual investors and
 nothing

 in this p
rom

otion should
 b

e consid
ered

 to b
e or 

relied
 up

on as constituting
 investm

ent ad
vice. If you are unsure ab

out the suitab
ility of an investm

ent, you should
 contact your financial ad

visor. 

This p
rom

otion is issued
 and

 ap
p

roved
 b

y SIT Saving
s Ltd

, reg
istered

 in Scotland
 N

o: SC
91859, reg

istered
 office: 6 A

lb
yn Place, Ed

inb
urg

h, EH
2 4N

L. 

A
uthorised

 and
 reg

ulated
 b

y the Financial C
ond

uct A
uthority.

W
e invest in ug

ly d
uckling

s…
U

nloved
 and

 und
erap

p
reciated

, our contrarian op
p

ortunities 
have the p

otential to flourish d
uring

 the econom
ic recovery  

and
 thrive over the long

 term
.
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out blow
, so you can live it up 

after w
ork stops?

Round one: Incom
e 

and grow
th?

Pensions and buy-to-let both 
have the potential for the 
sam

e w
inning com

bination of 
long term

 grow
th and rising 

incom
e. 

Both hold out the hope of 
increasing in value, w

hether 
driven by rocketing property 
values or surging prices for 
the assets in your pension, 
such as shares in com

panies. 
Both can deliver rising 
incom

e, w
hether as rent on a 

buy-to-let or the dividends 
paid by shares.

O
n the flipside, both also 

bring the risk of loss, w
hen 

your investm
ent loses value. 

Stock m
arkets m

ay be m
ore 

volatile, but house prices can 
fall too, as hom

eow
ners w

ho 
suffered from

 negative equity 
in the early 90s and the 2008 
credit crunch rem

em
ber only 

too w
ell.

Looks like it’s neck and 
neck after the first round, as 
property and pensions can 
both offer grow

th and incom
e.

Round tw
o: Tax 

benefits?

W
hen it com

es to tax, 
pensions w

in hands dow
n.

W
ith pensions, you get 

show
ered w

ith free m
oney. 

For every £1 you pay into a 
pension, the governm

ent adds 
another 25p in basic rate tax 
relief. If you pay higher rate 
or additional rate incom

e 
tax, you can claim

 even 
m

ore. Plus, if you are eligible 
for a pension at w

ork, your 
em

ployer has to top it up 
by at least 3%

 of qualifying 
earnings.

M
oney inside a pension 

grow
s free from

 incom
e tax 

and capital gains tax, and 
w

hen you finally take m
oney 

out, the first 25%
 is tax free 

too. W
ith som

e pensions you 
can also choose how

 m
uch 

you w
ithdraw

 and w
hen, and 

therefore cut how
 m

uch tax 
you pay.

Pension
V
S

R
oll up, roll up for the 
big face-off betw

een 
property and pensions: 

w
hich is better to fund your 

retirem
ent? 

Rising property prices, w
hich 

have surged to record levels 
since last sum

m
er, m

ean m
any 

hom
eow

ners are sitting on a 
sm

all fortune. H
ow

ever, you 
can’t pay bills in bricks and 
m

ortar. Turning property into 

incom
e usually requires either 

selling your hom
e and m

oving 
to a cheaper property, or 
investing in a buy-to-let.

M
eanw

hile pensions invest 
your m

oney in the stock 
m

arket, w
ith tax breaks to 

bribe you to lock your m
oney 

aw
ay until retirem

ent. 

In one corner, property is solid 
and fam

iliar, traditionally 
seen as ‘safe as houses’. In the 
other corner, pensions are less 
tangible, as your contributions 
disappear off into investm

ents.

Both have pros and cons, but 
w

hich w
ill deliver the knock-

Personal finance: is 
property or pension best
to fund retirem

ent?
By Faith Archer, 
financial journalist and blogger at m

uchm
orew

ithless.co.uk.

Property

7
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option. Regular rent is a great 
replacem

ent for a m
onthly 

salary. 

H
ow

ever, you w
ill need 

spare cash to cope w
ith 

gaps betw
een tenants or to 

cover unexpected bills. It’s 
also difficult to get hold of 
m

oney tied up in a house. 
Selling a property can 

take m
onths, and even re-

m
ortgaging usually involves 

fees and paperw
ork.

W
ith pensions, you face m

ore 
choices about how

 to take 
an incom

e, for those w
ho 

aren’t lucky enough 
to have a ‘defined 
benefit’ or ‘final salary’ 
pension paying out a 
know

n am
ount. 

You w
ill need 

w
eigh up 

w
hether to 

w
hip out 

your w
hole 

pension pot, 
use it to buy a 
guaranteed incom

e know
n 

as an ‘annuity’, or leave it 
invested and w

ithdraw
 m

oney 
w

hen needed, know
n as 

‘draw
dow

n’. O
verall, it’s far 

easier to dip into a pension, 
although if you get it w

rong, 
the m

oney could run out 
before you do. 

chance to w
in big if house 

prices rise – although if prices 
fall, you could end up ow

ing 
m

ore than the property is 
w

orth.

You can also tap into the rent 
from

 a buy-to-let, or even sell 
the property, w

henever you 
w

ant. 

W
ith a pension, you can’t 

touch the m
oney before 

you reach 55 at the earliest 
(rising to 57 from

 2028). This 
shouldn’t be a problem

 if your 
savings are ear-m

arked for 
retirem

ent, but w
on’t help if 

your circum
stances change.

Round four and buy-to-let is 
fighting back, due to access 
to m

ortgages and m
oney 

before retirem
ent. 

Final round: Taking 
incom

e in retirem
ent?

W
hen you do finally retire, 

property seem
s like an easy 

In the final round pensions 
edge ahead. They m

ay 
require m

ore decisions, but 
are far m

ore flexible, and you 
can alw

ays pay an adviser to 
help. 

Property vs pensions: 
the w

inner?

Property and pensions have 
both delivered som

e fantastic 
returns over the last few

 years. 

Both have their pros and 
cons. 

Property is fam
iliar, 

w
ith regular m

onthly 
paym

ents and the 
chance to use a 

m
ortgage to punch 
above your w

eight.

But if you w
ant 

an easy life, 
pensions offer 
far m

ore 
flexibility in 

later life, at 
low

er cost and 
w

ithout the unexpected bills 
and hassle. Plus, you can 
snap up free m

oney from
 

tax breaks and em
ployer 

contributions, to boost your 
retirem

ent savings.

A
bout the author

Faith Archer is a personal finance blogger at M
uch M

ore W
ith Less 

as w
ell as an aw

ard-w
inning personal finance journalist w

riting for 
various com

panies, charities, and national new
spapers including the 

Financial Tim
es, Sunday Tim

es and D
aily Telegraph.

m
uchm

orew
ithless.co.uk

If there’s anything left in your 
pension pot w

hen you die, it 
can pass to your nearest and 
dearest free from

 inheritance 
tax.

In contrast, the tax bills on 
buy-to-let can be hefty. 

W
hen buying a rental 

property, you have to pay 
an extra three percentage 
points in stam

p duty land 
tax, if you already ow

n your 
ow

n hom
e. You are liable for 

incom
e tax on the rent, and 

the governm
ent has w

hittled 
aw

ay at tax breaks on buy-
to-let m

ortgage interest 
paym

ents.

W
hen selling a property that 

isn’t your m
ain hom

e, you 
m

ay also have to pay 18%
 

or 28%
 capital gains tax on 

any increase in the value 
beyond your capital gains tax 
allow

ance.

After death, property is 
counted as part of your estate 
for inheritance tax purposes, 
so the tax m

an could 
potentially take 40%

.

Round three: 
Tim

e, trouble 
and expense?

In fact, property 
involves a lot m

ore 
tim

e, trouble and 
expense than 
pensions.

Buying a property is a 
pricey business, from

 
scraping together 
thousands of pounds for 
a deposit, to forking out 
for surveyors, stam

p duty, 
searches and solicitors. In 
contrast, som

e pensions can 
be started w

ith just £1.

You w
ill need to find the right 

property in the right place 
to generate enough rent to 
cover chunky running costs 
such as m

ortgage paym
ents, 

m
aintenance, insurance and 

em
pty periods betw

een 
lettings. Landlords also need 
to deal w

ith tenants and 
em

ergency repairs, or pay a 
m

anaging agent to do so. 

M
eanw

hile w
ith pensions, 

the costs are low
er, often 

under 1%
 a year in fund and 

platform
 fees, and m

ore 
predictable. M

aintenance is 
lim

ited to adjusting the m
ix of 

investm
ents from

 tim
e to tim

e, 
or paying another 1%

 or so for 
an adviser to do it for you. A 
pension w

ill never ring you up 
in the m

iddle of the night to 
fix a leak or present you w

ith 
the bill for a new

 boiler. 

You can also top up pensions 
w

ith m
uch sm

aller sum
s than 

buying a w
hole house.

For an easy life w
ith less 

expense, pensions definitely 
score the points in round 
three.

Round four: 
Accessing m

oney 
before retirem

ent?

Tw
o big advantages of 

buy-to-let are that you can 
borrow

 to buy a property, 
and you can benefit before 
retirem

ent. 

U
sing a m

ortgage to buy 
property gives you the 

9
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R
ecent research by the 
Financial C

onduct 
Authority (FC

A), the U
K’s 

regulator overseeing all
things financial, reveals that 
take-up of cryptoassets in 
2020 outpaced that of stocks 
&

 shares ISAs. For the m
ost 

part, the appeal is to younger 
m

ales under 35. 
W

ith risks
abundant, 
w

e explain 
w

hat they are, 
and speak to 

young crypto 
enthusiast Jay to 

find out w
hy young people 

are taking the plunge into 
these volatile financial assets.

W
hat are 

cryptoassets?

O
ften used 

interchangeably 
w

ith 
‘cryptocurrencies’ 
or just ‘cryptos’, 
put sim

ply they 
are form

s of 
digital cash that 
are im

possible to 
counterfeit. M

ost 
are pow

ered 
through peer-to-
peer com

puter 
netw

orks using a type of 
distributed ledger technology 
(D

TL) called blockchain.
There are tw

o elem
ents: 

Explained: w
hy crypto is 

gripping the im
agination of 

the young
By M

arcus de Silva, C
o-Founder 

at stepstoinvesting.com

the crypto part, w
hich refers 

to the cryptographic nature of
blockchain that underpins 

transactions, m
aking 

them
 highly secure; 

and the currency 
part, represented 
by ‘tokens’ or ‘coins’, 
w

hich are used as 
digital m

oney and a 
store / transfer of
m

onetary value. 
N

ew
 coins are 

released as a 
rew

ard for m
ining 

– w
here com

puters 
know

n as ‘nodes’ com
pete to 

verify ‘blocks’ of underlying 

B

transactions and add them
 

to the ledger. The supply 
of coins is not determ

ined 
therefore by a central bank, 
but rather pre-determ

ined by 
an algorithm

.

If it this still doesn’t m
ake a lot 

of sense, let’s revert to Brit-
turned-U

S host of political 
satire Last W

eek Tonight, John 
O

liver, w
ho best described 

them
 as “everything you don’t

understand about m
oney 

com
bined w

ith everything you 
don’t understand about
com

puters”. Spot on.

W
hy are they hitting 

the headlines?
A splashy m

ix of soaring 
prices across coins alongside 
a sense of foreboding given 
the price volatility inherent. 
C

elebrity geeks such as Elon 
M

usk have poured a m
ixture 

of fuel and cold w
ater onto 

the fire, som
etim

es alm
ost 

sim
ultaneously, leading to 

eye-w
atering sw

ings in
prices.

This attention has sucked in 
buyers. Recently, the FC

A 
released a review

 of the 

U
K crypto m

arket. It found 
2.3m

 adult Brits now
 ow

n 
cryptoassets, up 400,000 
(21%

) from
 a year ago.

W
hat’s striking is that 

crypto ow
nership used to a 

m
iddle-aged m

ale thing; 
a technology side-bet 
punted-on am

ongst a slightly 
w

ealthier crow
d. But over the 

past year, buyers have
been younger – m

ainly below
 

35.

W
hat’s the concern 

w
ith so m

uch interest?
N

ew
 adults buying into 

cryptos now
 outstrips new

 
adults opening stocks &

 
shares ISAs, at 2.7m

 accounts, 
up 300,000 from

 the previous 
year. C

om
m

enting, Becky O
’ 

C
onnor, H

ead of Pensions 
and Savings at Interactive 
Ivnvestor, says: “The m

iddle 
ground of slow

 and steady 
long-term

 investm
ent in 

global stocks and shares 
could potentially lose out in 
popularity,
despite the good it can do for 
people’s long-term

 financial 
security through ISAs and
pensions.”

W
hat is m

ore, cash ISAs still 
rem

ain the m
ost popular ISA, 

w
ith 9.7m

 account holders.
O

’C
onnor points out the 

dichotom
y: “It appears 

the nation’s savings and 
investm

ent predilections are 
split betw

een tw
o extrem

es: 
the ultra-low

 risk, low
-return 

w
orld of cash savings, w

here 
the value of m

oney is being 
eroded everyday by inflation, 
and the high stakes, get-rich-
quick-or-lose-it-all-trying 
w

orld of crypto.

W
hat do the 

professional investors 
say about cryptos?
They have a flurry of concerns. 
Firstly, that pricing these is 
anyone’s guess. Try using the 
random

 num
ber generator 

from
 TV’s C

ountdow
n. 

Essentially, investors gain a 
view

 on w
hether a financial 

July 20

£50,000
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£20,000

£30,000

£35,000

£40,000

£45,000£0
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ber 20
N
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ber 20
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M
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Price of Bitcoin soars over past year
Source:  C

oindesk; as of June 2021
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asset is cheap or expensive 
by understanding its intrinsic 
value – w

hat they think it’s 
true w

orth is. For a com
pany 

share, you can look at 
business fundam

entals
like the cash com

ing in and 
out, now

 and in the future, 
and pin som

e value on that. 
W

hen it com
es to cryptos, 

they argue there’s little to 
point to except a belief in 
the underlying technology 
and the forces of supply and 
dem

and.

Secondly, they ask ‘w
hat’s 

the point?!’ of an asset used 
largely for speculation, and to 
som

e extent crim
inality. W

hile 
w

e rem
ain in a state w

here 
no one pays their bills or gets 
paid in Bitcoin 
or som

e 
other coin, 
they cannot 
be seen as 
a credible 
alternative 
currency. 
Som

e say they 
have sim

ilar 
features to 
com

m
odities, 

and are becom
ing a form

 
of ‘digital gold’ and should 
protect against inflation, but 
there is insufficient long-term

 

price evidence to support
this. 

Thirdly, analysts point to 
environm

ental concerns on 
account of the exorbitant 
levels of energy used to ‘m

ine’ 
cryptos. Som

e reference 
entire sovereign nations that 
use less energy than single 
coins, for exam

ple Sw
eden 

w
hich uses less energy than 

Bitcoin (although this
seem

s to change depending 
on w

hich source you’re 
reading).

The final concern is a 
regulatory one. As guardians 
of the m

onetary system
, 

central banks w
ill not w

ant to 
cede control that easily. W

hat 
happens in a 
financial crisis – 
how

 do you
inject liquidity 
into the system

 
or control 
interest rates? 
Already, 
regulators in the 
U

K have banned 
retail investors 
from

 buying 
cryptocurrency derivatives, 
and the cryptocurrency 
exchange Binance, and 
in C

hina, regulators have 

banned financial institutions 
from

 handling them
.

So, w
hy are young 

investors buying 
into cryptos?

C
om

m
entators, perhaps 

offhandedly, say the young 
are just getting FO

M
O

 (fear-
of-m

issing-out) and jum
ping 

in off the back of som
e m

em
e 

they saw
 to try to m

ake a 
quick buck. This m

ay be true 
for som

e, but there are also 
genuine enthusiasts w

ho 
believe cryptos are changing 
an unfair w

orld and offer a 
route to side-stepping state 
control and greater privacy. 
Steps to Investing spoke to 
one such enthusiast, Jay from

 
South London, to find out w

hy 
he and his keen com

m
unity 

of young crypto buyers have 
been 
flocking 
to the 
stuff.

W
hat’s driving 

Jay to invest?

A key part of the attraction 
is the idea of liberty from

 
state and central bank 
interference, and w

hom
ever 

m
ay be pulling those strings. 

Rightly or w
rongly, sovereign 

currencies are m
anipulated 

from
 tim

e to tim
e. Q

uantitative 
easing is a good exam

ple 
of this, as currencies w

eaken 
as new

 m
oney is printed. 

This is open to abuse and 
corruption, he says, by 
unelected officials at the 
top, and disadvantages the 
econom

ically underprivileged 
w

ho hold m
ost of 

their w
ealth in 

cash. Bitcoin is 
free of these 
strings, and 
is open source 
code, so com

pletely 
transparent.

Pinning a value on a coin 
com

es dow
n to the pre-

determ
ined supply and 

planned scarcity.
Bitcoin, for exam

ple, has a 
hard cap of 21 m

illion coins, 
w

hich w
ill be released in a

dim
inishing schedule over the 

next 120 years. This m
akes it 

rare. G
eologists think gold, on

the other hand, m
ay be 

less rare than w
e think; a 

large find could obliterate 
its value. There is no risk of 
this scenario for Bitcoin. And 
it’s m

ore than just a digital 
coin - Bitcoin represents an 
im

pressive netw
ork of m

ore 
than 100,000 com

puters or 
‘nodes’, w

hich m
eans w

hat 
you’re purchasing into is 
som

ething substantive.

H
e also believes that price 

volatility w
ill abate over tim

e 
as it m

oves into m
ass

adoption, stabilising w
ith 

increased liquidity and 
the involvem

ent of 
different types of 
holders, investors 
and traders, 
leading to greater 

ow
nership and 

participation. It’s 
sim

ply a function of an 
asset w

hose value has 
grow

n from
 nothing to alm

ost 
a trillion dollars in 12 years, 
and is the price to pay for 
fixed supply and intervention-
free m

arkets. 

And then there’s the energy 
requirem

ent – a key bugbear 
of cryptos. Jay points out 

that this is a com
plex issue as 

it’s part of w
hat m

akes them
 

secure. Energy consum
ption 

com
es in m

ining, w
hich 

involves various bits of w
ork to 

verify ‘blocks’ of transactions 
and add them

 to the ledger. 
For exam

ple, one bit of w
ork 

is solving a m
athem

atical 
puzzle w

ith 10
77 possible 

answ
ers. This requires energy 

to com
pute, and there’s no 

w
ay around this ‘proof of 

w
ork’ – there’s no w

ay to 
cheat the system

 w
ithout 

expending m
ore energy. This 

coupling of security to energy 
m

eans an attack on the 
system

 becom
es so expensive 

that it is uneconom
ical. Jay’s 

argum
ent extends further in 

saying w
e expend energy in 

all aspects of our lives, from

13
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and never com
m

it large sum
s 

of m
oney.

Investing directly in coins 
can be done through a 
cryptocurrency exchange, 
for exam

ple Binance or 
C

oinbase. The FC
A’s ban 

on Binance refers to its 
regulated activity in the U

K, 
how

ever Binance is based 
in the C

aym
an islands, so it 

w
on’t affect users w

anting 
to trade cryptos on their 
exchanges. An easier route 
m

ight be to go through 
trading apps like eToro. The 
FC

A’s other ban has also 
m

eant buying indirectly using 
exchange traded products 
is not possible, but you could 
invest via proxy through 
com

panies that provide 
blockchain technology, or 
indeed in a range of these 
firm

s through a passive fund 
called the Invesco Elw

ood 
G

lobal Blockchain U
C

ITS ETF.  

brushing our teeth, 
refrigerating our food, to 
driving to w

ork, and there 
are plenty of applications in 
the w

orld that use energy far 
m

ore w
astefully than cryptos. 

W
hat has Instagram

 brought 
to the w

orld, he m
uses, apart 

from
 m

ental health problem
s 

and a sham
eless sense of 

narcissism
? W

hat is m
ore, 

m
ining operations are truly 

global – requiring sim
ply a 

com
puter and som

e energy – 

and so can be put in places 
w

here there’s access to 
carbon-free energy, or other 
form

s that w
ould have been 

naturally w
asted i.e. using 

flared gas from
 oil rigs.

And as for helping out 
crim

inals? Pish – Jay rem
arks 

that transactions attached to 
illicit activities are actually 
very low

.

The Steps to 
Investing view

Love them
 or loathe them

, 
cryptos are here to stay. 
There’s no doubting the 
technology is exciting and 
its potential applications 
w

idespread, and for the 
libertarian, it m

ust seem
 

like the dream
 currency 

has finally arrived. But from
 

an investm
ent perspective 

– w
hich is w

hat w
e really 

care about - the pros raise 
fair concerns over the risks 
involved given the extrem

e
price volatility 
and difficulties 
involved in 
valuation. Invest 
if you w

ish, but 
perhaps dabble

W
ant to find out m

ore?
C

lick the button to sign-up to our free,
7 day quick-course: a hop, skip, and a 
jum

p through everything you need to know
 to 

get started w
ith investing.

Sign-up for our free 
7-day course

B
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W
hen facing 
retirem

ent, 
deciding the best 

w
ay to draw

 on your pension 
can be a tricky choice to
m

ake. ‘D
o I shelter in the 

safety of a secure incom
e 

from
 an annuity, or go into 

draw
dow

n and navigate m
y 

ow
n path?’ Add the potential 

for higher inflation - rising 
prices in the goods and 
services w

e buy - and a 
headache begins to form

. As 
inflation risks build for the first 
tim

e in a decade, retirees 
need to consider the im

pact 
on their options. 
“It’s been a long tim

e since 
the spectre of inflation has 
loom

ed quite as large as it 

does today”, says Tom
 Selby,

senior pensions analyst at 
AJ Bell, a top-three U

K 
investm

ent platform
. “W

hile a 
dose of m

ild inflation is
nothing to be scared of and 
can sim

ply reflect a healthy, 
grow

ing econom
y, significant 

price rises w
ould have a

disastrous im
pact on 

those taking an incom
e in 

retirem
ent – particularly if 

they last for years rather than 
m

onths.” 

“Investors need to rem
em

ber 
that, w

hile price rises m
ay 

still be relatively low
 at the 

m
om

ent, inflation
expectations are at their 
highest level for over 

Financial planning: 
gauging inflation’s im

pact 
on annuities vs draw

dow
n

By M
arcus de Silva, C

o-Founder 
at stepstoinvesting.com

a decade. It is therefore 
sensible to consider how

 a 
prolonged period of higher 
inflation m

ight affect your 
spending pow

er in the future.”
“Rising inflation can be 
devastating for those trying 
to retain the value of their life 
savings”, adds Becky
O

’C
onnor, head of pensions 

and savings at Interactive 
Investor, another top-three 
U

K investm
ent platform

. “It 
is particularly a problem

 for 
retirees w

ho w
ant to preserve 

their capital as w
ell as 

m
aintain an incom

e from
 their 

pension.”

The im
pact of 

inflation could 
be significant 

You can begin accessing your 
pension pot age 55 (57 from

 
2028). If you’re considering 
going beyond taking a tax-
free lum

p sum
 (up to 25%

 
of your pot is tax-free) and 
w

ant to start generating an 
incom

e, you’ll generally
face a couple of choices at 
this stage: to buy a secure 
incom

e stream
 in the form

 of 
an annuity, or take m

oney
out as needed.

Either w
ay, inflation w

ill bear 
dow

n on the outcom
e. U

sing 
data from

 AJ Bell, w
e’ve 

analysed the im
pact of

differing levels of inflation on 
incom

e in draw
dow

n or w
hen 

purchasing an annuity. G
iven 

the consum
er prices

index (C
PI) – a m

easure of 
inflation – has averaged at 
around 2%

 over the past 20 
years, w

e’ve looked at rates
of 0%

, 2%
 and 4%

 to gauge 
the im

pact. 

G
oing your ow

n 
w

ay - incom
e 

through draw
dow

n.

Let’s assum
e you have a 

£100,000 pot and you 
w

ant £5,000 per year to 
cover retirem

ent costs. O
ne 

advantage in draw
dow

n is 
that you can rem

ain invested 
and therefore continue 
generating an investm

ent 
return. Let’s say you m

anage a 
4%

 return after costs.

In the chart over the page, 
w

e see that w
ith no inflation 

factored in i.e. you continue 
to pay yourself £5,000 for 
as long as possible, the fund 
lasts 37 years. If w

e account 
for 2%

 inflation, then you 
w

ould need to bum
p-up 

your paym
ents by 2%

 each 
year to be able to afford Top three tips for 

draw
dow

n
 C

hartered Financial Planner Felix 
M

ilton, Philip. J. M
ilton &

 C
o.

You should consider using non-invested 
assets first to m

eet your spending 
requirem

ents. Investm
ents w

ithin your 
pension are likely to keep pace w

ith 
inflation better than other assets you 

already hold such as cash.

M
ake sure to calculate w

hat you 
need and only take that rather than 

a fixed am
ount each tim

e.

C
onsider the taxation that w

ill apply 
to any w

ithdraw
als. If w

e go through 
a period of sustained inflation, it 
is likely that it w

ill take som
e tim

e 
for tax bands to catch up, m

eaning 
that you could inadvertently fall 

into a higher tax bracket w
ith a low

 
w

ithdraw
al!

123

the sam
e things. This m

eans 
after 5 years, you w

ould be 
paying yourself £5,520. In this 
scenario, your fund w

ill last 25 
years. In our 4%

 scenario, you 
w

ould need a 4%
 raise in your 

incom
e each year to keep an 

even keel. So, after 5 years 

In sum
m

ary:

Rem
em

ber that once you 
trigger flexible incom

e 
draw

dow
n, your £40,000 

annual allow
ance on

w
hich you can claim

 tax 
relief reduces to £4,000. 
This is irreversible.
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you w
ould be paying yourself 

£6,083. At this level, the fund 
w

ould last 20 years.

Relieving any 
financial anxieties 
- incom

e through 
an annuity

An annuity – a guaranteed 
incom

e stream
 – is bought 

from
 an insurer. There are a 

few
 options, but generally

you can either buy an incom
e 

stream
 that rem

ains flat, this 
is know

n as a level annuity, or 
one that increases
either by a set am

ount or is 
indexed to rise w

ith inflation. 
W

hatever you decide it can 
be a big decision,
because once that pot is 
handed over, so is control 
over the savings that 
you spent so m

any years 
squirreling aw

ay. That said, 
also rem

em
ber that buying 

an annuity is not an all-or-
nothing option in the sense 
that you could use 50%

 of 
your pension pot to buy an 

annuity, and 
leave the 
rest invested.

W
e used 

the M
oney 

Advice Service annuity 
calculator (see here) to 
assess differing annuity rates 
purchased
using our £100,000 pot, after 
factoring in our three levels of 
inflation. Keep in m

ind rates 
change all the tim

e.
W

e’ve also 

assum
ed a healthy individual 

aged 65 (see Felix’s tip 
opposite if you have m

edical 
conditions).

The results show
 that, w

ith 
no inflation factored in, you 
w

ould receive £4,758 per 
year. W

ith 2%
 

inflation, it
w

ould drop to 
£3,677 per year. 
And w

ith 4%
 

inflation, £2,767 
per year. W

hich 
m

eans at 4%
 

inflation, your 
incom

e w
ould be over 40%

 
low

er than a flat rate annuity!

W
hat is m

ore, as annuity 
rates are linked to interest 
rates they have been paltry 

Am
ount

per Year (£)

Inflation
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Annuity reduces w
ith 

increasing inflation
Source: M

oney Advice Service; as of 
June 2021

Years 
fund
lasts

Inflation

0 5 10 15 20 25 30 35 40

4%
2%

0%

H
igher inflation affects 

longevity of fund
Source: AJ Bell; as of M

ay 21

relative to w
here they’ve 

been historically. D
ata from

 
M

oneyfacts, the consum
er 

finance w
ebsite, show

 only a 
m

arginal im
provem

ent on last 
year’s average annuity rate 
(see chart), follow

ing years 
of sitting in the doldrum

s. This, 
alongside the pandem

ic, m
ay 

go som
e w

ay in explaining 
w

hy Brits are pushing back 
their retirem

ents by as m
uch 

as 2 years.

W
hat’s the best 

option for m
y 

pension?

There’s no easy answ
er to 

deciding how
 best to fund 

retirem
ent and, of course, it’s 

highly dependent on your
personal circum

stances. 
Som

e retirees don’t like the 
uncertainty of draw

dow
n 

w
hen they’ve got bills to pay.

O
thers w

ould not w
ant to 

give up control over a pot 
a lifetim

e in the m
aking. For 

som
e, the solution m

ay be in
blending both.
Recently, the governm

ent 
launched PensionW

ise (see 
here), a free guidance 
service to help you start 
figuring out w

hat’s best for 
your circum

stances. At Steps 
to Investing w

e also believe 
that, w

hile a lot of decisions 
can be m

ade by you in 
the accum

ulation phase of 
building your w

ealth, w
hen 

it com
es to draw

ing dow
n 

your pot, the com
plexities 

surrounding tax and financing 
retirem

ent m
ean a financial 

adviser could be w
ell w

orth 
their w

eight in gold.

Average 
annual 
annuity
incom

e 
(based on
£50k pot)

Year
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M
ay 21

M
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M
ay 19

Annuity rates rem
ain low

Source: M
oneyfacts, Lipper; as of M

ay 2021

Top three tips for annuities
 C

hartered Financial Planner Felix 
M

ilton, Philip. J. M
ilton &

 C
o.

If you have any health conditions at 
all, you should ask a financial adviser 
to assist w

ith securing an enhanced 
annuity rate. This is a personalised rate 
tailored to your health circum

stances 
exactly. These are often higher than the 
standard annuity rates so alw

ays w
orth 

checking out!

If you do not need the guaranteed 
incom

e im
m

ediately, but think you 
w

ill later on, w
aiting and securing an 

annuity w
hen needed is likely to yield 

you a better rate than now
.

If you think inflation is increasing, you 
could defer buying an annuity should 

you think interest rates w
ill rise to 

com
bat the rising inflation. H

igher 
interest rates lead to higher annuity 

rates.

123

In sum
m

ary:

Tip – You can also buy 
annuities that decrease 
their paym

ents, if you have 
other funds that m

ay com
e 

available later on. 
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Learning about 
saving and 
investing

Q
: Beginning in early 
life, w

ere finances 
discussed m

uch?
A: I grew

 up in Leyton, 
Bedfordshire. M

y 
father w

orked for 
a print com

pany. 
M

oney w
asn’t really 

discussed, but w
e 

w
ere encouraged 
to w

ork to 
earn m

oney 
for spending, 

of w
hich I had 

to give up 10%
 

to contribute to 
the running of the 
house. It felt very 

penal at the tim
e, 

but it taught m
e a 

very good lesson 
about the discipline 
of m

oney and w
hy 

m
anaging it m

atters.

Q
: W

hen did you 
start to develop 
a savings habit?
A: I follow

ed m
y 

father into the 
print industry, and 
I w

ent into print 

sales. W
e w

ere paid in cash 
(yes, cash!), and I used to 
take £25 every m

onth to the 
bank to save for the future. I 
never m

issed a paym
ent and I 

never thought too m
uch about 

it, and in hindsight I don’t 
know

 w
here I developed this 

savings habit but it proved 
very w

orthw
hile dow

n the 
road.

Q
: W

hen you did 
start to think about 
investing your m

oney?

Real investor journeys: 
choices I face on precipice 
of retirem

ent

Profile
N

am
e: M

ike W
ilson

Age: 62

O
ccupation:

H
ead of Investm

ent 
Trust Sales, 

Janus H
enderson 

Investors

Location: London

A: W
hen I joined the C

ity as 
a sales guy, m

y eyes w
ere 

opened to the benefits of 
investing. I w

as a very good 
saver – in fact, w

hen I cam
e 

to buy m
y first house I had 

a quarter of it in cash – so I 
w

ish I’d know
n m

ore about 
investing before that point as 
I could have m

ade it w
ork a 

lot harder.

Q
: W

hat w
as your 

first investm
ent?

A: It w
as an Asian fund run by 

Provident M
utual. M

y father-
in-law

 helped m
e into it as he

w
as a financial adviser at the 

tim
e. And it w

as sage advice 
– the investm

ent did very w
ell

and the success w
hetted m

y 
appetite for investing. But I 
m

ust adm
it, m

y expectations 
w

ere w
ildly 

unrealistic 
as I thought 
I could get 
45%

 return 
each year.

Q
: 

Appetite 
w

hetted, 
how

 did 
your 
interest grow

?
A: I started experim

enting 
w

ith investing and learning 
about key concepts such as
diversification and how

 it 
provides for a sm

oother 
journey. But this didn’t stop 
m

e buying outrageously 
risky things as w

ell, as young 
people tend to do. O

ne such 
idea w

as a Japanese
w

arrant fund. I bought it 
at $29 / share follow

ing a 
period w

here it had returned 

1000%
 over 3 years. ‘W

hat 
could go w

rong!’ I thought to 
m

yself.

W
ell, w

hat w
ent w

rong w
as 

the bottom
 fell out of the 

Japanese m
arket, and it 

continued to
descend for a very long tim

e. 
I eventually sold out at 23¢ / 

share. D
isaster from

 an
investm

ent perspective, 
but the lesson it taught 
m

e about investm
ent risk 

w
as a valuable

one.

G
etting going 

w
ith a pension

Q
: D

id you receive 
a pension from

 
the get-go?

A: Yes, at the print com
pany. 

But I w
asn’t there long, and I 

can’t for the life of m
e find it.

Q
: W

hat about w
hen 

you joined the C
ity?

As a lot of financial 
com

panies did at the tim
e, 

Invesco Perpetual offered 

a very generous
defined benefit (D

B) schem
e 

w
hereby if you w

orked there 
for 20 years you ended up 
w

ith a final salary pension. 
W

hile I w
as only there 16 

years – now
, at retirem

ent, 
it has proved to be the m

ost 
valuable investm

ent I ever 
m

ade. W
ith interest rates so 

low
, transfer values of

D
B schem

es can be 
attractive, so I took the 
opportunity to transfer its 
value into a self-
invested personal pension 
(SIPP). This enabled m

e to 
m

anage m
y ow

n investm
ents 

as I w
ould m

y ISA.

Q
: You then changed 

jobs, w
hat pension 

aw
aited you at 

the next firm
?

A: At m
y current firm

, Janus 
H

enderson Investors, the 
pension is w

hat they call a 
defined contribution (D

C
) 

schem
e, w

hich is w
here a 

certain am
ount is paid into a 

com
pany pension

by both yourself and your 
em

ployer. These types of 
w

orkplace pensions are 

Pension Finder
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fairly standard for the 
private sector these days, 
and m

any of us w
ill be 

autom
atically included due 

to som
ething called ‘auto-

enrolm
ent’.

N
ow

, w
ith retirem

ent just 
5 w

eeks aw
ay, I’m

 facing 
a few

 choices w
ith w

hat 
to do w

ith m
y SIPP and m

y 
D

C
 w

orkplace pension.

A
pproaching 

retirem
ent

Q
: H

ave you 
taken advice?
A: Yes. At first, I w

as 
required to take 
advice by law

 w
hen 

I dissolved m
y D

B 
schem

e into m
y 

SIPP, as these are 
very valuable and 
the governm

ent 
doesn’t w

ant 
people giving them

 
up w

ithout proper 
advice.

But approaching 
retirem

ent, I’ve continued to 
use the adviser to help m

e 
w

ith issues around m
y finances 

and tax. You can go and read 
about this stuff on the internet, 
but tax legislation is com

plex 
and changes all the tim

e, 
and financial advisers bring 
a specific set of skills and 
deal in this every day and w

ill 
know

 things you don’t. But I 
don’t take investm

ent advice 
- I continue to m

anage m
y 

assets as I feel through m
y 

em
ploym

ent I sufficiently 
know

 w
hat I’m

 doing.

Q
: W

hat plan have 
you form

ed for 
retirem

ent then?
A: I like to keep m

y 
finances sim

ple, so w
hen 

I retire I w
ill transfer m

y 
w

orkplace D
C

 pension 
into m

y SIPP to keep 
it all in one place, 
w

hich w
ill then go into 

draw
dow

n. I also have 
m

y ISAs. Aside the 
25%

 tax-free am
ount 

you’re allow
ed to take, 

the SIPP w
ill provide 

taxable incom
e, w

hereas 
m

y ISAs w
ill provide tax-

free incom
e. As there are 

also various tax-free 
allow

ances to consider; 
juggling the m

ost efficient 
w

ay to draw
 on all of m

y 
options is the reason w

hy I’ve 
used a financial 
adviser.

Across m
y 

SIPP and ISAs, 
one strategic 
outcom

e 
I’m

 targeting 
is funds that provide 
dividend incom

e – 
paym

ents from
 shares. O

ver 
the last few

 years, I’ve 
built-up investm

ents that 
provide an incom

e profile 

that I can rely on. For these 
reasons, I use investm

ent 
trusts due to the pretty stable 
incom

e they provide. This is 
because they have a feature 
called a revenue reserve, 
w

hich enables the trust to 
put aw

ay extra incom
e in 

the good years so that it can 
continue to pay out during the 
poorer years w

hen underlying 
com

panies m
ay be reducing 

their dividends.

D
uring C

ovid, even though 
dividends w

ere w
idely 

slashed, none of m
y 

investm
ent trusts cut the 

incom
e they paid.

W
ant to find out m

ore?
C

lick the button to sign-up to our free,
7 day quick-course: a hop, skip, and a 
jum

p through everything you need to know
 to 

get started w
ith investing.

Sign-up for our free 
7-day course

M
ike’s top tips for 

building a pension

M
ake your m

oney w
ork. C

ash 
savings are earning you nothing - 
you have to take som

e risk to get 
a decent return. C

rossing a road 
involves risk. G

etting on a plane 
and going on holiday involves risk. 
W

e can’t achieve anything w
ithout 

taking risks.

Alw
ays think of investm

ents as long 
term

. Pretty m
uch any stock m

arket 
graph over long periods of tim

e 
go from

 bottom
 left to top right, so 

you just need to be patient. And the 
earlier you can get in the better.

D
uring crises and m

om
ents of m

arket 
panic, don’t sell – BU

Y. If you’d been 
a brave person w

hen the C
ovid 

pandem
ic broke, you’d be a very 

happy investor now
. 
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Q
: W

hat 
about buying 
an annuity - 
an insurance 
product w

hich 
provides a 
guaranteed 
incom

e stream
?

A: These are 
absolutely right for 
a num

ber of people as you 
are guaranteeing the incom

e 
you w

ill receive for life, so 
there’s lots of security. The 
dow

nside for m
e w

as giving-
up that pot of m

oney w
hich 

you then can’t pass to your 
fam

ily or children.

O
f course, w

hat som
e people 

do is use som
e of their 

pension pot to buy an annuity 
that covers the costs of living, 
to protect them

selves a little 
bit. But w

ith interest rates and
annuity rates so low

 they 
don’t appear great value at 
the m

om
ent, so I’ve decided 

against them
 for the tim

e 
being. If interest rates go up 
in the future, and I hate to 
say it as m

y life expectancy 
reduces as I get older, those 
annuity rates m

ay becom
e 

m
uch m

ore attractive, so it’s 
not a ‘no’ forever.  
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tim
e and 

effort 
for you

of our best 
investm

ent 
ideas

D
iscover the global equity investm

ent trust, 
trusted by generations since 1888.
O

ur ten expert stock pickers
1 are chosen for us by one

of the w
orld’s largest investm

ent organisations. 2 A
nd it’s

only their best ideas that m
ake up our highly diversifi ed 

portfolio. Through this m
ulti-m

anager approach, w
e aim

 to
outperform

 w
orld stock m

arkets over the long term
, 3 w

hile
shielding you from

 som
e of the risks of active investing. 

U
ltim

ately, w
e do all the hard w

ork of constructing a global 
equity portfolio, so you don’t have to.

To fi nd out m
ore, easily, visit alliancetrust.co.uk/discover 

W
hen investing, your capital is at risk. The value of your investm

ent m
ay rise or fall as

a result of m
arket fl uctuations and you m

ight get back less than you invested.
TW

IM
 is the authorised Alternative Investm

ent Fund M
anager of Alliance Trust PLC

. TW
IM

 is authorised and regulated 
by the Financial C

onduct Authority. Alliance Trust PLC is listed on the London Stock Exchange and is registered in 
Scotland N

o SC
1731. Registered offi ce, River C

ourt, 5 W
est Victoria D

ock Road, D
undee D

D
1 3JT. Alliance Trust PLC is not 

authorised and regulated by the Financial C
onduct Authority and gives no fi nancial or investm

ent advice.
1. As rated by W

illis Tow
ers W

atson. 2.W
illis Tow

ers W
atson directly m

anages $148.6 billion for institutional investors, 
as at 30 June 2020, and advises them

 on $3.4 trillion, as at 31 D
ecem

ber 2019. 3. M
SC

I All C
ountry W

orld Index.

F
unds, of all flavours, 
com

e and go. Som
e get 

pensioned off as they no 
longer have som

ething that 
investors w

ant to buy. O
thers 

get m
erged to m

ake bigger 
m

ore stable offerings. They 
also get launched as new

 
investm

ent trends em
erge or 

fund m
anagem

ent com
panies 

develop new
 skills and think 

they can develop products 
that people w

ill buy. 

The process for getting 
involved from

 the get-go 
differs m

arkedly for the 
different types of funds 
(see video overleaf for 
differences). For exam

ple, 

for investm
ent trusts, there’s a 

form
al ‘Initial Public O

ffering’ 
or IPO

, w
here private and 

professional investors can 
apply for shares before the 
launch date. For open-ended 
funds on the other hand 
(w

hether they just track a 
basket of shares or use a 
fund m

anager to pick 
com

panies), they 
can be launched 
w

ithout the 
IPO

 process. 
The fund 
m

anager 
can ‘seed’ 
the 

Industry: w
hy consider 

getting involved in new
 

fund launches
By Sim

on Longfellow
, C

o-Founder 
at stepstoinvesting.com

fund w
ith their ow

n m
oney 

and m
ay also do a roadshow

 
to professional investors to 
get them

 on board. Private 
investors can then buy shares 
once the fund is launched.

But w
hile the processes 

for getting involved 
can differ by fund 
type, the reasons w

hy 
you m

ight w
ant to get 

involved from
 day one 

stays the sam
e.
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W
hy consider getting 

in at launch?

First off, there’s the fact you’re 
going to be in right from

 the 
ground up – and you can 
follow

 the fund for its total 
lifetim

e. Q
uite often you see 

fund perform
ance quoted as 

‘since inception’ – w
hich is the 

perform
ance you’d be getting 

if you got in on day 1. In other 
w

ords, if you believe in a 
fund’s strategy and are happy 
to see it play out over tim

e.

For funds that trade on an 
exchange (investm

ent trusts 
and ETFs), you’d norm

ally 
pay a dealing fee w

hen you 
buy shares, and for som

e 
investm

ents you’d pay stam
p 

duty (a 0.5%
 tax on buying 

shares), but if you go in at 

launch on these types of 
investm

ents then you w
on’t 

pay either.

W
hat are the risks?

For investm
ents listing through 

an IPO
 you m

ight be subject 
to ‘scaling back’ – that’s 
w

here the offer is very 
popular and over-subscribed, 
so you m

ight not get w
hat 

you applied for. C
onversely it 

m
ight not launch at all if there 

is not enough dem
and!

W
hether or not there is an 

IPO
 process, rem

em
ber 

for brand new
 investm

ents 
the strategy and/or fund 
m

anager could be unproven 
and there w

ill be no actual 
perform

ance track record to 
review

.

ESG
 funds lead 

the w
ay

O
ften, fund launches 

follow
 trends: w

here one 
fund m

anager launches a 
successful product, others 
follow

. D
em

and is a big 
part of this, but so is the 

suitability of the investm
ent 

structure. For exam
ple, there 

has been a w
ell-established 

trend over the last 15-20 
years of new

 investm
ent 

trust launches being in the 
alternatives space. That’s 
because esoteric assets 
like w

indfarm
s, student 

debt, infrastructure and 
w

arehousing are often best 
suited to the investm

ent trust 
structure w

here the fund 
m

anager can take a longer-
term

 view
 as they don’t have 

to w
orry so m

uch about 
dem

and (or lack of!) for the 
shares in the trust.

Funds using Environm
ental, 

Social and G
overnance 

(ESG
) factors to pick stocks 

are another such trend. As w
e 

all try to find w
ays to save the 

planet, it’s perhaps no surprise 
that there has been a glut of 
new

 launches in this space. 
And these span all types of 
fund too, and also both types 
of fund m

anagem
ent: active 

and passive. That being said 
our view

 is that the active 
structure serves ESG

 investing 
better as fund m

anagers can 
take decisions about w

hat 

Video: W
hat are funds and 

investm
ent trusts?

Liontrust 
ESG

 Trust

Investm
ent 

O
bjective

C
apital 

G
row

th
Sector
N

/A
Size
-M

anager
Peter 
M

ichaelis, 

Sim
on 

C
lem

ents and 
C

hris Foster
N

um
ber 

H
oldings

25-35 E
Risk &

 
Rew

ard (1-7)

Type
Investm

ent 
Trust

Low
 risk

1
H

igh risk

7
2

3
4

5
6

m
eets their definition 

of good ESG
 

scores. H
ere’s 

a few
 

exam
ples.

Liontrust 
ESG

 
Trust 

(ESG
T)

Applications for this closed 
on 29th June 2021 and as the 
nam

e im
plies, it is very m

uch 
an investm

ent trust.

The C
om

pany invests in 
a diversified portfolio of 
‘sustainable’ com

panies. 
Sustainable com

panies are 
those that Liontrust believes 
w

ill capitalise on and help 
drive key structural grow

th 
trends that w

ill shape the 
sustainable econom

y of 
the future; w

ill provide or 
produce sustainable products 
and services; and have 
a progressive approach 
to the m

anagem
ent of 

environm
ental, social and 

governance issues.

The trust w
ill norm

ally be 
invested in a concentrated 
portfolio of betw

een 25 
and 35 holdings in these 
sustainable com

panies, and 
they w

ill be from
 around 

the w
orld and w

ith the 
highest sustainability scores. 
These w

ill be determ
ined 

by the Liontrust Sustainable 
Investm

ent Team
’s established 

investm
ent process, the team

 
is 13 people strong w

ith a 20-
year track record.

Aquila Energy 
Efficiency Trust PLC

This is another investm
ent 

trust. It w
ent through the IPO

 
process in M

ay and shares 
started traded on 2nd June 
this year. That m

eans you 
can no longer take part in 
the offer, but shares are now

 
being bought and sold on the 
stock exchange just like any 
other com

pany. The trust is 
aim

ing to generate ‘attractive 
returns’, m

ainly in the form
 

of incom
e, by investing in a 

diversified portfolio of energy 
efficiency investm

ents. 

Beyond ESG

O
ne other w

ay to get 
involved is w

hen an existing 
fund looks to grow

 in a 
big block – this only really 
applies to investm

ent trusts as 
open-ended funds grow

 and 
shrink every day according 
to dem

and.  This is typically 
done through a C

-share 
(C

onversion share) issue.

H
ow

 does a C
 

share issue w
ork?

The closed-ended nature of 
an investm

ent trust doesn’t 
actually stop them

 from
 

getting additional m
oney to 

invest. They sim
ply need to get 

perm
ission from

 shareholders 
to issue new

 stock, som
etim

es 
done via C

 shares.

The proceeds from
 issuing 

C
 shares are typically held 

in a separate pool on a 
tem

porary basis, w
ith the 

m
oney invested in w

hatever 
assets the investm

ent 
m

anager is targeting.

They allow
 trusts to raise 

m
oney and allow

 investors 
to subscribe for new

 shares 
w

ithout negatively affecting 
existing shareholders. The 
C

 shares w
ill convert to 

ordinary shares w
hen either 

a predeterm
ined level of 

investm
ent is achieved or on a 

predeterm
ined date.

Polar C
apital G

lobal 
Financials Trust 
PLC

 Share O
ffer

H
ere’s one exam

ple of a 
C

-Share in action. Polar 
C

apital G
lobal Financials 

aim
s to generate a grow

ing 
dividend incom

e together 
w

ith capital appreciation by 
investing in a global portfolio 
of financial stocks prim

arily 
issued by banking, insurance, 
and property com

panies.

Aquilla 
Energy 
Efficiency 
Trust

Investm
ent 

O
bjective

Incom
e 

Sector
AIC

 
Renew

able 
Energy 
Infrastructure

Size
100m
M

anager
N

ot D
isclosed

N
um

ber 
H

oldings
N

/A
Risk &

 
Rew

ard (1-7)

Type
Investm

ent 
Trust

Low
 risk

1
H

igh risk

7
2

3
4

5
6

27
26



The C
om

pany is issuing 
C

-class shares w
hich are 

expected to convert to 
ordinary shares follow

ing the 
announcem

ent of the sem
i-

annual dividend in August 
2021. It’s aim

ing to raise £100 
m

illion to add to the £310 
m

illion it already m
anages.

H
ow

 do you get 
involved?

• 
M

ost platform
s 

prom
ote them

 to their 
existing custom

ers. For 
IPO

s this is know
n as an 

‘interm
ediaries offer’.

• 
Platform

s often 
have a w

eb page 
w

here you can register 
interest and/or apply. 

• 
They w

ill m
ake the 

prospectus available 
– and usually som

e 

m
arketing m

aterials 
from

 the fund m
anager. 

A prospectus is a 
hard to read, legal 
docum

ent, but it gives 
all the info and outlines 
the risks involved in 
detail.

• 
 This w

ill also 
outline the m

inim
um

 
am

ount you have to 
apply for - £1000 is not 
uncom

m
on.

W
ant to find out m

ore?
C

lick the button to sign-up to our free,
7 day quick-course: a hop, skip, and a 
jum

p through everything you need to know
 to 

get started w
ith investing.

Sign-up for our free 
7-day course

In sum
m

ary:

• 
N

ew
 launches very 

buoyant, especially in 
ESG

 space.

• 
There are risks attached 
to getting in on the 
ground floor, but also 
benefits.

• 
Register for alerts w

ith 
your platform

 and they 
w

ill em
ail you w

hen new
 

launches com
e up.

• 
M

ake sure a new
 launch 

fits your plan – don’t go 
for it just because it’s 
new

 and shiny.

A
drian Low

cock thinks the unusual nature of the C
ovid-

induced recession and m
assive governm

ent spending 
could see years of unbridled econom

ic grow
th, but 

inflation could be a risk to investors. Look to the U
K, value, and 

sm
aller com

panies if you w
ant to join the party. 

In his new
 book, D

r N
icholas C

hristakis – Yale professor and 
social epidem

iologist – predicts a second ‘Roaring 20s’ 
once C

ovid-w
rought m

isery is fully behind us. H
e points to 

rem
arkable sim

ilarities w
ith the Spanish Flu of 1918, w

hich - 
alongside Flapper girls and bootleg m

oonshine - follow
ed 

w
ith a new

-fangled sense of freedom
 and indulgent 

consum
erism

, boom
ing grow

th, m
assive infrastructure spending, 

and w
idespread prosperity for around a decade.

a strong recovery and higher 
econom

ic grow
th

further out.

Firstly, shutdow
ns m

ean the 
econom

ic w
ounds w

ere self-
inflicted, so the recovery is 
likely to be sw

ift: “This w
asn’t 

a recession in a traditional 
sense – this w

as a conscious 
decision by
governm

ents and global 
econom

ies to shut dow
n. It 

m
eans the recovery is likely to 

be m
aterially different…

w
hich 

gives you a stronger rebound.”
Secondly, stim

ulus has put 
m

oney in our pockets. In 
the U

K, savings rates have 
ballooned, grow

ing from
 

6.8%
 in 2019 to 16.3%

 at the 
end of last year. It leads to 
the idea of spendthrift once 

Adrian Low
cock

G
lobal m

arkets &
 

econom
ics: w

hy 
w

e could be in for 
‘Roaring 20s’ 2.0

By M
arcus de Silva, C

o-Founder 
at stepstoinvesting.com

Adrian Low
cock, m

arkets 
expert and independent 
com

m
entator, thinks there 

are three encouraging 
elem

ents to the prospect of 

Polar 
C

apital 
G

lobal 
Financials

Investm
ent 

O
bjective

Incom
e and 

G
row

th
Sector
AIC

 Financials
Size
£312m
M

anager
N

ick Brind, 
John Yakas, 

G
eorge 

Barrow
N

um
ber 

H
oldings

84Risk &
 Rew

ard 
(1-7)

Type
Investm

ent 
Trust

Low
 risk

1
H

igh risk

7
2

3
4

5
6

29
28



Sharp increase in governm
ent 

net borrow
ings 

Source: IM
F projections, as at April 21

the pandem
ic abates and 

life goes back to norm
al. W

e 
are hum

an, after all, as D
r 

C
hristakis points out. D

uring 
pandem

ics, “people becom
e 

m
ore abstentious, they save

m
oney, they get risk averse”. 

But once behind us, these 
traits reverse. “A revenge 
spend”, as Low

cock puts it, as 
w

e shake off the gloom
 of the 

crisis, and “go out to pubs, to
restaurants and live life a little 
bit m

ore”.

Thirdly, and m
ost 

im
portantly to the 

potential 
for 
roaring 
grow

th, 
big 

governm
ent spending 

should pow
er econom

ies 
going forw

ard. In contrast to 
austerity of the past decade, 
governm

ents 
seem

 m
uch m

ore 
w

illing to borrow
 

and have done 
so (see chart). 

If Biden gets all 
of his proposed 
policies 
through, U

S governm
ent 

spending could total $6trn 
in an econom

y w
orth around 

$
21trn. Adrian agrees it’s 
significant: “W

hatever the 
num

bers, Biden’s stim
ulus 

packages w
ill be in the 

trillions. It is huge. That 
stim

ulus could pow
er 

econom
ic grow

th at 
levels w

e haven’t seen for 
m

any years.”

H
igh inflation 

could be a risk
There’s been m

uch ado about 
the spectre of inflation, the 

potential crim
p in the 

plan. The right am
ount 

keeps the econom
y 

ticking over, but too 
m

uch and it starts to 
seriously erode w

ealth 
and confidence. 
Recent m

onthly year-

on-year inflation data has 
been steadily rising and 
leading som

e investors to 
w

orry if rises are transitory or 
a sign of higher inflation that’s
m

ore perm
anent.

Adrian reckons you need 
to assess inflation from

 tw
o 

perspectives: “You do need to 
look at it on a 12-m

onth basis 
and look at w

hat’s dropping 
out of the inflationary figures 
and w

hat’s com
ing in. At the 

m
om

ent this is very low
 oil 

prices. As they com
e out, you 

get a little spike in inflation.”

“Then, you need to look 
beyond that, and ask w

hat 
w

ill happen w
ith inflation 

going into 2022 and 2023. 
That becom

es a lot less clear. 
Supply chains have been 
hugely disrupted [by
C

ovid]. C
om

panies have 
m

issed seasons. They m
ay 

have to change their m
argins 

and pass on som
e of that pain 

to the consum
er. I personally 

think inflation is a risk longer 
term

.” That said, Adrian also 
thinks that “technology could 
help bring costs dow

n, so I 
don’t think it’s all inflationary.”

There could be m
oney to 

be m
ade in the U

K, value, 
and sm

aller com
panies

Adrian has som
e investm

ent 
ideas for the high grow

th, 
higher inflation environm

ent 
w

e potentially face.
“H

igher inflation is generally 
not great for bond funds and 
bond assets. For equities
(com

pany shares) 4 – 6%
 is 

generally seen as an area 
they can tolerate and accept 
and do O

K in.”

As such, w
ithin shares, he 

reckons there’s three good 
places to go rooting around 
in, based around the idea 
of econom

ic sensitivity - 
know

n as cyclicality - and 
share price recovery as the 
pandem

ic fades.
“The U

K is w
ell positioned 

for a recovery in econom
ic 

activity. It is a m
ore cyclical 

m
arket than the U

S, for 
exam

ple, w
hich m

eans it 
can benefit from

 global 
econom

ic recovery and a 
dom

estic rebound. The record 
stim

ulus being considered and 
announced by central banks
should also support cyclical 

Year-on-year 
C

onsum
er 

Prices Index 
(C

PI)

Year

0.0

0.5 1.0 1.5

2.0

2.5

2021 M
ay

2021 Apr
2021 M

ar
2021 Feb

Year-on-year C
onsum

er Prices 
Index (C

PI) steadily rising 
Source: O

ffice of N
ational Statistics, as of June 21
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A
drian’s 

top picks 
U

K
 Franklin U

K 
M

id C
ap Fund 

– run by Richard Bullas, M
ark 

H
all &

 Paul Spencer. They 
have a social and econom

ic overlay 
and then drill dow

n into the m
arket 

w
ith a deep analysis of individual 

com
panies. Their exposure is very 

m
uch m

id-sized firm
s, w

ith recovery 
and grow

th potential.

Lindsell Train U
K Equity - M

anager 
N

ick Train has a long-term
 grow

th 
style, looking for businesses able to 

com
pound their profits year-in, year-

out. The fund is very concentrated 
w

ith around 30 stocks, and tilts 
tow

ards consum
er discretionary 

stocks and strong brands such as 
U

nilever and drinks giant D
iageo.

Value
M

an G
LG

 U
ndervalued 

Assets Fund – run by H
enry 

D
ixon and Jack Barrett. They 
aim

 for long term
 capital 

grow
th, and are looking at 

the assets of the business to 
try to understand w

hat their value is 

in relation to its liabilities on 
the balance sheet.

Schroder G
lobal Recovery - 

The Schroders value team
 have 

a disciplined and thorough process 
of identifying com

panies w
hich 

they believe trade at a significant 
discount to their m

arket value. 

Sm
aller C

om
panies

Jupiter U
K Sm

aller 
C

om
panies - M

anaged 
by the experienced D

an 
N

ickols, this fund takes 
a flexible approach 

to investing in sm
aller com

panies 
and w

ill include grow
th, value and 

recovery stocks, although it has 
a tilt tow

ards grow
th stocks. The 

team
 have a deep know

ledge of 
the com

panies they invest in and 
conduct detailed research before 

investing.

ASI G
lobal Sm

aller C
om

panies – 
run by H

arry N
im

m
o. H

is philosophy 
is to focus on change, seeking out 

com
panies w

ith strong profits grow
th, 

prices that look attractive, and high- 
quality m

anagem
ent.

Sm
aller

C
om

panies

U
K

Value

W
hat it’s trying to 

do
Sector

Size
M

anager(s)
N

um
ber 

H
oldings

Risk &
 

Rew
ard 

(1-7)
Type

Franklin U
K

 M
id 

C
ap Fund

C
apital G

row
th

IA
 U

K
 A

ll 
C

om
panies

£1,140m
Paul Spencer; 

M
ark H

all; 
Richard Bullas

39
Fund

Lindsell Train U
K

 
Equity

C
apital G

row
th

IA
 U

K
 A

ll 
C

om
panies

£6,447m
N

ick Train
27

Fund

M
an G

LG
 

U
ndervalued A

ssets 
Fund

C
apital G

row
th

IA
 U

K
 A

ll 
C

om
panies

£1,484m
H

enry D
ixon; 

Jack Barrett
69

Fund

Schroder G
lobal 

Recovery
C

apital G
row

th
IA

 G
lobal 

£754m
N

ick K
irrage; 

A
ndrew

 Lyddon
56

Fund

Jupiter U
K

 Sm
aller 

C
om

panies
C

apital G
row

th
IA

 U
K

 Sm
aller 

C
om

panies
£1,327m

D
an N

ickols
83

Fund

A
SI G

lobal Sm
aller 

C
om

panies
C

apital G
row

th
IA

 G
lobal

£1,489m
H

arry N
im

m
o; 

K
irsty D

esson
48

Fund

Low
 risk

1
H

igh risk

7
2

3
4
5

6

Low
 risk

1
H

igh risk

7
2

3
4
5

6

Low
 risk

1
H

igh risk

7
2

3
4
5

6

Low
 risk

1
H

igh risk

7
2

3
4
5

6

Low
 risk

1
H

igh risk

7
2

3
4
5

6

Low
 risk

1
H

igh risk

7
2

3
4

5
6

stocks, for in the m
ining and 

industrials sectors, as that 
m

oney is put to w
ork.”

N
ext up is value investing – 

finding shares an investor 
thinks look cheap relative to 
their assets. This approach 
requires skill – as it involves 
going against m

arket 
sentim

ent, w
hich in the 

long-run if no one ends-up 
agreeing w

ith you, the share 
price w

ill go now
here and 

you’ll end-up stuck in a ‘value 
trap’.

“The value 
elem

ent, 
w

hich the U
K 

also has a 
bias tow

ards, 
should 
benefit both 
from

 the
econom

ic 
recovery, as 
m

any value 
sectors w

ere 
hit hardest 
during the 
peak of the 
pandem

ic 
and are 
reliant on reopening m

arkets, 
as w

ell as recovery in 
[investor] sentim

ent.”

Finally, sm
aller com

panies, 
w

hich encom
passes sm

all and 
m

id-sized firm
s. “As w

ith value
stocks, sm

aller com
panies 

sold off in the heat of the 
crisis and w

hile there has 
been som

e recovery, the asset 
class has largely lagged 
the global m

ega-sized 
firm

s that have been the 

focus during the pandem
ic. 

Sm
aller com

panies are likely 
to benefit from

 renew
ed 

econom
ic grow

th, disruption 
caused by the pandem

ic, as 
w

ell as the stim
ulus w

hich can 
benefit sm

aller com
panies 

disproportionately, as w
ell as 

a w
illingness from

 investors 
to accept m

ore risk as 
confidence returns.”
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Incom
e investing is an 

appealing investm
ent strategy 

for m
any people and there 

are plenty of incom
e funds out 

there to choose from
. M

any 
of them

 have decent track 
records too. 

But there is a problem
. If 

you’re investing prim
arily for 

incom
e, high annual charges 

can seem
 punitive. If a fund’s 

yield is, say, 4%
, you m

ight 
baulk at paying a 0.8%

 
annual fee. 

That’s w
here incom

e ETFs 
com

e in. They offer a cheaper 
w

ay of investing in incom
e 

stocks. 

So how
 do they w

ork? W
ell, 

they’re sim
ilar to the best-

know
n ETFs that track flagship 

stock m
arket indices such as 

the FTSE 100. But instead of 
buying all the stocks in the 
FTSE 100, a U

K incom
e ETF 

invests in the best dividend-
payers in the London m

arket.
This is done by creating a set 
of rules for picking incom

e 
stocks, and then all the 
stocks that com

ply w
ith those 

rules go into a particular 
incom

e index. An incom
e ETF 

then tracks that index.

Let’s look at an exam
ple: 

the iShares U
K D

ividend 
ETF. This is a U

K Incom
e 

ETF and it tracks an index 
called the FTSE U

K D
ividend+

 
Index. This index com

prises 
the 50 best dividend payers 
in the FTSE 350 index. The 

Investm
ents: using ETFs as 

a cheaper w
ay to invest for 

incom
e?

By Edw
ard Bow

sher, 
Financial journalist

index is rebalanced 
every six m

onths, 
and stocks are 
added or rem

oved 
based on their yield 
over the last year 
and their forecast 
yield for the year 
to com

e. D
ifferent ETFs follow

 
different indices, but the basic 
concept is the sam

e.

Pros and cons 
of the passive 
incom

e approach

The biggest plus point 
for Incom

e ETFs is that 
they are relatively cheap. 

The iShares U
K D

ividend ETF 
has an annual charge of 
0.4%

 w
hile som

e rival incom
e 

ETFs have low
er charges at 

Video: W
hat are passive funds?

around 0.3%
. That com

pares 
favourably w

ith m
any 

conventional incom
e funds 

w
here charges can be 0.8%

 
or higher. 

There’s also no risk of a fund 
m

anager m
aking dum

b 
decisions. The best exam

ple 
here is the disgraced fund 
m

anager, N
eil W

oodford. 
H

is biggest fund w
as the 

W
oodford Equity Incom

e 
Fund, and given its nam

e, 
you’d im

agine it only invested 
in dividend-paying stocks. But 
that w

asn’t w
hat happened; 

W
oodford started investing 

som
e of the fund in ultra-risky 

unlisted stocks. This is know
n 

as ‘style drift’ and it w
on’t 

happen w
ith an ETF. 

In fairness, m
ost incom

e 
fund m

anagers do stick w
ith 

incom
e stocks but there’s 

still a fair chance they’ll 
pick the w

rong stocks and 
the fund’s perform

ance 
w

ill be disappointing. The 
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w
hen the iShares U

K D
ividend 

ETF (under a different nam
e) 

becam
e over-exposed to 

banks and then suffered as 
bank share prices collapsed. 

W
here to invest for 

passive incom
e

Let’s now
 take a look at a few

 
of the leading incom

e ETFs:

iShares U
K 

D
ividend ETF 

(IU
KD

)
W

e’ve already 
seen that this ETF tracks the 
50 best dividend payers in 
the FTSE 350. Its top holdings 
include Im

perial Brands, 
G

laxoSm
ithKline and British 

Am
erican Tobacco. It’s heavily 

exposed to tw
o sectors – 

22%
 of the fund is invested 

in financial services and 19%
 

in C
onsum

er D
efensives. In 

its favour the ETF is relatively 
sim

ple and has been around 
since 2005. That m

eans 
there’s very little danger of it 
being w

ound up.

L&
G

 Q
uality 

Equity 
D

ividends ESG
 

Exclusions U
K 

ETF (LD
U

K)
This is a m

uch new
er ETF - it 

w
as launched in April 2021. 

It’s also pretty cheap w
ith an 

annual charge of just 
0.25%

. It com
prises 

som
e of the best 

dividend payers in 

the FTSE All-Share index w
hich 

m
eans the fund m

ay contain 
som

e stocks that are too sm
all 

for the iShares U
K D

ividend 
ETF. The underlying index 
com

prises com
panies w

ith a 
long track record of consistent 
and rising dividends and w

hich 
have the potential to sustain 
those increases. There’s also 
a filter to exclude com

panies 
that have low

 ESG
 ratings. 

That explains w
hy the top ten 

holdings don’t include any 
tobacco stocks. The largest 
holding is BT and there’s a 
strong tilt tow

ards financial 
stocks – 28%

 of the ETF is 
invested in that sector.

Vanguard FTSE 
All-W

orld H
igh 

D
ividend Y

ield 
ETF (VH

YD
) 

At 0.29%
 the charge 

is attractive, and this ETF gives 
you exposure to incom

e stocks 
around the w

orld. M
any global 

funds are heavily exposed 
to the U

S but that’s not the 
case here. O

nly 40%
 of the 

ETF is invested in U
S stocks. 

Tw
o of the largest holdings 

are em
erging m

arket grow
th 

stocks – Taiw
an Sem

iconductor 
and Sam

sung – but there are 
plenty of less surprising nam

es 
elsew

here in the top ten. These 
include JPM

organ C
hase and 

Procter &
 G

am
ble. As w

ith the 
U

K ETFs, this fund is also heavily 
exposed to financial stocks – 
they com

prise 25%
 of the fund.

1

3

rules-based approach of 
incom

e ETFs should be m
ore 

predictable.

W
hat’s m

ore, incom
e ETFs pay 

decent dividends. The iShares 
U

K D
ividend fund currently 

has a yield just below
 4%

 and 
it w

as higher before C
ovid hit 

com
pany pay-outs. 

O
n the dow

nside, incom
e 

ETFs tend to be m
ore 

expensive than the ETFs w
hich 

track a broad index like 
the Footsie. Som

e of these 
broader ETFs have annual 
charges below

 0.1%
. It’s also 

w
orth noting that there’s 

plenty of history supporting an 
investm

ent in broad m
arkets. 

H
istory show

s that a long-
term

 investm
ent in a m

arket 
like the FTSE 100 tends to do 
w

ell. These flagship indices 
have been around a long 
tim

e and although there are 
no guarantees for the future, 
the historical case is strong. 

W
ith incom

e ETFs, the indices 
are often very new

 and they 
m

ay have been designed to 
look good retrospectively. 

There’s also a risk that an 
incom

e ETF m
ay becom

e 
over-invested in one or tw

o 
sectors. This happened in the 
run-up to the financial crisis 

2
A

bout the author
Ed Bow

sher is a freelance financial journalist w
ho has been investing 

since 1997. H
is previous jobs include D

eputy Editor of M
oneyW

eek 
m

agazine and Editor of The M
otley Fool U

K. H
e also used to present 

several program
m

es on Share Radio. As a freelancer, he’s w
ritten for the 

Financial Tim
es, M

oneyW
eek, ETFStream

 and others.

W
hat it’s trying to 

do
Sector

Size
M

anager(s)
N

um
ber 

H
oldings

Risk &
 

Rew
ard 

(1-7)
Type

iShares U
K

 D
ividend 

ETF (IU
K

D
)

Track top 50 dividend 
paying com

panies from
 

FTSE-350

IA
 U

K
 Equity 

Incom
e

£786m
N

o m
anager

51
ETF

L&
G

 Q
uality Equity 

D
ividends ESG

 
Exclusions U

K
 ETF 

(LD
U

K
) 

Track high quality 
dividend paying 
com

panies from
 

FTSE-A
LL Share 

w
ith favourable ESG

 
characteristics

M
orningstar 

Europe ex-U
K

 
equity

£26.1m
N

o m
anager

41
ETF

Vanguard FTSE 
A

ll-W
orld H

igh 
D

ividend Y
ield ETF 
(VH

YD
) 

Track high dividend 
paying large and 

m
edium

 sized com
panies 

from
 around the w

orld

IA
 G

lobal 
$1,853m

N
o m

anager
1,574

ETF

iShares M
SC

I 
Europe Q

uality 
D

ividend ETF 
(EQ

D
V)

Track higher-than-
average dividend paying 
large and m

edium
 sized 

com
panies from

 Europe

Europe ex U
K

¢75m
N

o m
anager

55
ETF

Low
 risk

1
H

igh risk

7
2

3
4
5

6

Low
 risk

1
H

igh risk

7
2

3
4
5

6

Low
 risk

1
H

igh risk

7
2

3
4
5

6

Low
 risk

1
H

igh risk

7
2

3
4

5
6

iShares M
SC

I 
Europe Q

uality 
D

ividend ETF 
(EQ

D
V) 

This ETF gives you exposure to 
54 European incom

e stocks, 
including som

e in the U
K. 

The largest stocks include 
consum

er stocks such as 
D

anone and U
nilever, along 

w
ith pharm

a stocks like Sanofi 
and N

ovartis. O
nce again, 

exposure to financial stocks 
is quite heavy at 23%

. The 
annual charge is just 0.28%

.

4
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w
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Janus H
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EN
D
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N

Every farm
er know

s one of the keys to a good crop is ! nding 
the right soil.

A
t Janus H

enderson w
e believe in the sam

e principle; that to
reap the bene! ts of a successful investm

ent, you m
ust carefully 

consider w
here you invest.

O
ur history dates back to 1934, but today w

e m
anage 12 

investm
ent trusts across a w

ide range of sectors, geographies, 
regions and m

arkets.

Your capital is at risk.

Investm
ents: inflation-

beating incom
e strategies 

for your portfolio
By C

herry Reynard
Financial journalist

W
hy your incom

e 
portfolio needs 
to change 

The w
orld is full of 

risky com
binations: 

sm
all children and scissors, 

alcohol and m
obile 

phones, but for your 
financial portfolio one of 
the m

ost toxic com
binations 

is low
 interest rates and 

high inflation. Investors face 
the unw

elcom
e prospect of 

low
 returns and dw

indling 
purchasing pow

er for their 
savings. This is the situation 

that m
ay be loom

ing for 
investors today.

Interest rates dropped 
in response to the 
financial crisis 
and haven’t risen 
m

eaningfully since. 
W

hat w
as once 

designed as a 
tem

porary fix to encourage 
people to borrow

 and invest 
has now

 becom
e em

bedded. 
Today, interest rates sit at 0.1%

 
and there is little expectation 
that they w

ill rise any tim
e 

soon.

These low
 rates w

ere already 
creating problem

s for incom
e 

investors, w
ho could no longer 

rely on a savings account 
or a portfolio of low

er risk 
bonds to deliver a reasonable 
incom

e. Savings accounts
pay nothing or nearly 
nothing, w

hile a 10-year U
K 

governm
ent bond pays just 

0.8%
.

This is tough enough at a 
tim

e w
hen inflation has been 

generally low
. In recent years, 

U
K inflation has hovered 
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around the Bank of England’s 
target rate of 2%

. It averaged 
2.68%

 in 2017, 2.48%
 in 2018 

and 1.79%
 in 2019. Investors 

in a zero-interest savings 
account w

ere losing around 
2%

 of the purchasing pow
er 

of their savings each year. 
U

ncom
fortable, certainly, but 

not a disaster.

The inflation 
bogeym

an

H
ow

ever, there are signs that 
inflation is m

oving higher. 
G

overnm
ents across the 

w
orld have spent freely in an 

attem
pt to 

stave off 
econom

ic 
disaster 
during the 

pandem
ic. That m

oney 
is still circulating even 
though w

e now
 appear to 

be experiencing a strong 
econom

ic recovery. The 
O

EC
D

 forecasts that the U
K 

econom
y w

ill grow
 7.2%

 in 
2021, its fastest rate since 
1941. It is a sim

ilar picture in 
the U

S (6.9%
), the Euro area 

(4.3%
) and C

hina (8.5%
).

 This could m
ean too m

uch 
m

oney chasing too few
 

goods. H
ere too, the 

pandem
ic has created 

difficulties. It has created 
supply problem

s in areas 
such as com

m
odities and 

sem
iconductors, as

production plants have been 
forced to shut. Too little supply 
and too m

uch dem
and pushes 

prices higher.

Against this backdrop, 
inflation m

easures are rising 
across the w

orld. The U
S 

recorded a 4.2%
 jum

p
in consum

er price inflation in 

April, its highest since 2008. 
The U

K inflation rate doubled 
from

 M
arch to April – 0.7%

 
to 1.5%

 - and is expected to 
continue to rise as lockdow

n 
eases.

In norm
al circum

stances, 
central banks w

ould step in 
and raise interest rates. This 
w

ould calm
 the econom

y and 
should push inflation low

er. 
H

ow
ever, they have m

ade it 
clear that they are unlikely to 
do that. The Federal Reserve 
has said that it w

ill w
ait until 

recovery is clearly established 
before raising rates, even if 
that m

eans tolerating higher 
inflation. W

here it leads, other 
m

ajor central banks
are likely to follow

.

The investm
ent bit

This is a precarious situation 
for investors, particularly for 
those that have relied on 

2% 4% 6%0%2000
2002

2004
2006

2008
2010

2012
2014

2016
2018

2020

Inflation has been low
 for som

e years
Source: m

acrotrends.net; as of June 2021

should also be looking for 
com

panies w
ith ‘pricing 

pow
er’ – i.e. that can pass 

inflation onto their custom
ers. 

This m
ay be

because they have a strong 
brand, or because their 
industry has high barriers to 
entry.

Laith Khalaf, financial analyst 
at AJ Bell, suggests funds w

ith 
m

ore of a ‘value’ tilt such as 
Jupiter U

K Special Situations. 
H

e says com
m

odities 
producers can also offer 
sanctuary in an inflationary 
environm

ent. Investors could 
try a m

anaged portfolio of 
m

ining com
panies such as 

BlackRock W
orld M

ining 
investm

ent trust. G
old 

has also been a strong 
hedge against 
inflation 
historically 
– G

old 
ETFs are a 
potential option or an active 
fund such as N

inetyO
ne 

G
lobal G

old.

fixed incom
e for a portion 

of their incom
e. The gap 

betw
een the incom

e they 
are receiving and inflation 
w

ill w
iden and destroy the 

purchasing pow
er of their 

savings m
ore quickly. If a 

£10,000 savings pot loses 3%
 

of its purchasing pow
er each 

year through inflation, after 
10 years, it w

ill be w
orth just 

£7,374 in real term
s.

If fixed incom
e investm

ents 
are likely to struggle, stock 
m

arket investm
ents are 

generally a better
idea. In an inflationary 
environm

ent, com
panies m

ay 
be able to put up their prices 
in line w

ith inflation and, as 
such, they can keep grow

ing 
their dividend payouts. Stock 
m

arket dividends have a solid 
history of outpacing inflation. 
Investors are m

ore likely to 
see their savings keep pace 
w

ith real tim
e prices.

H
ow

ever, dividend paying 
com

panies are not a 
panacea. N

ot all com
panies 

are able to put up their
prices and not all com

panies 
are in a position to grow

 their 
dividends over tim

e. Also,
counter-intuitively , m

any 
higher grow

th com
panies w

ill 
also perform

 poorly during 
periods of inflation as their 
long-term

 cash flow
s becom

e 
less valuable. Investors 

It m
ay also be w

orth 
considering one of the 
‘D

ividend hero’ investm
ent 

trusts. The Association of
Investm

ent C
om

panies 
recently show

ed that am
ong 

the 18 dividend heroes it 
has identified, 17 of have 
delivered com

pound annual 
dividend grow

th ahead of 
the U

K C
onsum

er Prices Index 
(C

PI) over five years.

This select group of trusts is 
listed here

For fixed incom
e holdings, 

it m
ay be w

orth considering 
alternatives w

here the incom
e 

is reliable, but adjusts w
ith 

inflation. This m
ight 

include som
e (but not 

all) infrastructure 
or property 
investm

ents 
– M

&
G

 
G

lobal Listed 
Infrastructure, for exam

ple, 
or Tritax Big Box Reit, w

hich 

W
hat is value 
investing?

A ‘value’ investor aim
s to buy shares that 

are trading at a significant discount to their 
real value. This m

ay be because the shares are in a 
boring utility com

pany w
hen investors love technology, or 

because the com
pany has had a specific problem

 that 
has turned investors off. The biggest challenge as a value 
investor is m

aking sure that a com
pany is unfashionable 

– w
here the share price can revive - rather than just a 

bad com
pany – w

here it could continue to fall. It requires 
investors to be contrarian in their thinking, going against 
the m

arket consensus and also needs a long-term
 

approach. It has a lengthy pedigree as an investm
ent 

style. 

Laith Khalaf Value
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specialises in distribution 
centres for ecom

m
erce. If 

you are w
edded to a fixed 

incom
e investm

ent, it m
ay 

be w
orth trying a strategic 

bond fund, such as those from
 

Fidelity or Schroders.

It is clear for investors that 
they cannot rely on the 
solutions that have served 
them

 w
ell in the past;

inflation changes the gam
e. 

It is im
portant to ensure your 

portfolio keeps pace w
ith 

rising prices over the long 
term

.

W
hat it’s trying 

to do
Sector

Size
M

anager(s)
N

um
ber 

H
oldings

Risk &
 

Rew
ard 

(1-7)
Type

Jupiter U
K

 Special 
Situations

C
apital G

row
th

IA
 U

K
 A

ll 
C

om
panies

£2,130m
Ben W

hitm
ore

41
Fund

BlackRock W
orld 

M
ining Investm

ent 
Trust

Incom
e and G

row
th

IA
 U

K
 A

ll 
C

om
panies

£1,160m
Evi H

am
bro; 

O
livia 

M
arkham

41
Investm

ent 
Trust

N
inetyO

ne G
lobal 
G

old
C

apital G
row

th
IA

 Specialist
£280m

G
eorge 

C
heveley

40
Fund

C
ity of London 

Investm
ent Trust 

Incom
e and G

row
th

A
IC

 U
K

 Equity 
Incom

e
£1,877m

Job C
urtis

84
Investm

ent 
Trust

A
berdeen Standard 

Equity Incom
e Trust

Incom
e and G

row
th

A
IC

 U
K

 Equity 
Incom

e
£204m

Thom
as M

oore
50 -70

Investm
ent 

Trust

M
&

G
 G

lobal Listed 
Infrastructure

Incom
e and G

row
th

Europe ex U
K

£349m
A

lex A
raujo; 

John W
eavers

55
Fund

Tritax Big Box Reit
Incom

e and G
row

th
A

IC
 Property - U

K
 

Logistics
£3,464m

Tritax 
M

anagem
ent

59
-

Real Estate 
Invstm

ent Trust

Low
 risk

1
H

igh risk

7
2

3
4
5

6

Low
 risk

1
H

igh risk

7
2

3
4

5
6

Low
 risk

1
H

igh risk

7
2

3
4

5
6

Low
 risk

1
H

igh risk

7
2

3
4
5
6

Low
 risk

1
H

igh risk

7
2

3
4
5
6

Low
 risk

1
H

igh risk

7
2

3
4
5

6

Tw
o of m

y 
favourite D

ividend 
H

eroes

C
ity of London 

investm
ent trust 

The C
ity of London investm

ent 
trust can boast not only the 
longest-running dividend 
track records, but also one of 
the longest serving m

anagers. 
Job C

urtis has run the trust 
since 1991, a tribute to his 
skill and consistency. The 
trust invests in the bluest of 
blue-chip U

K shares: its top 
10 holdings include D

iageo, 
Rio Tinto, U

nilever and BAE 
System

s. Its dividend yield is 
currently 4.8%

, w
ell ahead of 

inflation, and w
ith an ongoing 

charge of just 0.36%
, it costs 

little m
ore than a tracker. 

The trust also has chunky 

reserves, ready to support the 
dividend payout should it be 
necessary.

Aberdeen Standard 
Equity Incom

e trust 
The Aberdeen Standard 
Equity Incom

e trust has a 
strong long-term

 track record 
under the capable
stew

ardship of Thom
as M

oore. 
H

ow
ever, its ‘value’ style has 

m
eant a tough few

 years 
as m

arkets have focused on 
technology. Perform

ance has 
pow

ered ahead over the past 
six m

onths and it could
be a good turnaround story 
for investors. The trust has an 
im

pressive dividend yield of 
5.7%

 and M
oore believes this 

is secure. It also rem
ains on a 

discount to net asset value of 
around 5%

.

Aged 18-39 and hoping to get on to the property ladder or invest 
for later life?
W

ith a Lifetim
e ISA, you can invest up to £4,000 each tax year and the 

governm
ent w

ill give you a 25%
 bonus up to £1,000 to help purchase your 

first hom
e or for retirem

ent. 

You can invest from
 as little as £25, w

ith no dealing charges on investm
ents 

m
ade by a m

onthly direct debit. You can also m
anage your account on the 

go, using the BM
O app. 

Capital is at risk and investors m
ay not get back the original am

ount invested.

Find out m
ore at bm

oinvestm
ents.co.uk/LISA 

The BM
O 

Lifetim
e ISA 
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