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W e are 
regularly 
reminded 

that we are not saving 
enough for our old 
age, but have you 
ever wondered what 
retirement would 
actually look like if you 
haven’t paid enough 
into your pension? 
In this month’s cover 
story, Hannah Smith 

looks at the example 
of Sarah, a 58-year-
old mother of three 
who always had good 
intentions when it 
came to saving for 
retirement, but who 
found life always got in 
the way. Unfortunately, 
her story is an all-too 
familiar one. It is not 
all doom and gloom 
though, as Laura Miller 

Editor’s letter
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The grim 
reality

Hannah Smith reveals what 
retirement for the average NEST 
saver actually looks like – and it 
isn’t a pretty sight 

A uto-enrolment has been 
hailed as a success since 
launch in 2012, bringing 
10 million people into 

a workplace pension scheme. But 
has it really provided a solution to 
the pensions timebomb? Below is 
the profile of an average member of 
NEST [National Employment Savings 
Trust], which is by far the largest 
scheme, to see what lifestyle they will 
be able to afford in retirement.  

Sarah, aged 26
Sarah, aged 26, is a typical saver into 
the government’s NEST pension 
scheme. She makes £18,000 a year in 
a retail job and also works in a pub at 
the weekend to earn extra cash. Part 
of Generation Rent, she is flatsharing 
and struggling to save much money 
as her rent eats up one-third of her 
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A single person needs an 
income of at least £10,200 a 
year in retirement to be able 
to meet all their basic needs 
and still enjoy life

http://trustnet.com


SCOTTISH MORTGAGE INVESTMENT TRUST

A NEW ROUTE 
INTO EUROPE. 
The Baillie Gifford European Growth Trust brings our wealth of 
experience in European investing to the investment trust sector. 

Our European managers look for exceptional growth companies. They want 
to identify the big winners across the continent. Investments will be high 
quality businesses, possibly founder-managed, with strong competitive 
positions and credible prospects for long-term earnings growth.

Please remember that changing stock market conditions will affect the value 
of the investment in the trust and any income from it. Investors may not get 
back the amount invested.

Are you looking for growth potential across Europe? 
call 0800 917 2112 or visit us at www.bgeuropeangrowth.com

A Key Information Document is available by contacting us.

THE BAILLIE GIFFORD
EUROPEAN GROWTH TRUST
WAS FORMERLY THE EUROPEAN 
INVESTMENT TRUST 

BAILLIE GIFFORD EUROPEAN GROWTH TRUST 

Long-term investment partners

Your call may be recorded for training or monitoring purposes. Issued and approved by Baillie Gifford & Co Limited, whose registered address is at Calton 
Square, 1 Greenside Row, Edinburgh, EH1 3AN, United Kingdom. Baillie Gifford & Co Limited is the authorised Alternative Investment Fund Manager and 
Company Secretary of the Company. Baillie Gifford & Co Limited is authorised and regulated by the Financial Conduct Authority (FCA). The investment 
trusts managed by Baillie Gifford & Co Limited are listed UK companies and are not authorised and regulated by the Financial Conduct Authority.
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With no liquid savings, Sarah is vulnerable to income 
and expenditure shocks and, in the face of an unexpected 
expense, her choices are either to borrow more or stop 
saving into her pension

MAKING IT WORK

income. Sarah is interested in climate 
change and social issues and worries 
about what sort of world her future 
children will inherit. She is in debt, 
with a student loan to service plus 
a loan she took out to pay for the 

Sabrina
Age: 18

Earns: £16,822

Sabrina is just starting her first job 
and has no previous pension savings

It is not all bad news for low-income workers, as the example of 18-year-old retail 
employee Sabrina shows. In her first job, 8 per cent of her salary goes into her DC pension 
each month, which is likely to get Sabrina beyond the minimum standard of living in 
retirement. She would have the security of knowing all her bills were covered and could 
afford some leisure or social activities. Sabrina could also enjoy some of the benefits of a 
moderate standard, such as more money to spend on gifts or a TV subscription package.

Sabrina’s annual contribution     Tax relief  Employer contribution

                   £673         £168               £505

Saving 8%, and a full state pension, would give Sabrina an annual 
retirement income of  £13,526*

*This assumes Sabrina’s salary rises in line with general earnings increases. If she changes jobs, gets promoted, or 
finds a job with a better salary, and continues to save for her retirement, she can expect a better standard of living. 
Figures are for a single person living outside of London, with no rent or mortgage to pay

deposit on her flat. With no liquid 
savings, Sarah is vulnerable to income 
and expenditure shocks and, in the 
face of an unexpected expense, her 
choices are either to borrow more or 
stop saving into her pension. NEST’s 

https://www.bailliegifford.com/en/uk/individual-investors/funds/baillie-gifford-european-growth-trust/
http://www.bgeuropeangrowth.com
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Portfolios
To minimise risk,
we leave no
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The new Mosaic Portfolio range from FE Investments
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across asset classes, they are designed to maximise diversification
and protect your clients’ wealth.
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chief executive Helen Dean calls Sarah 
“an inertia saver”. She is not engaged 
with her pension, so auto-enrolment 
is something she likes because she 
doesn’t have to think about it. The 
problem is she is only auto-enrolled in 
one of her jobs because of the £10,000 
eligibility threshold and so, “like many 
other low earners, particularly women, 
she’s losing out on the opportunity to 
save and on employer contributions,” 
says Dean. 

Sarah, aged 58
If we fast-forward to Sarah at the age of 
58, we can see what kind of retirement 
she could achieve with what she has 
saved over the years. Sarah got married 
and had three children, working in a 
total of seven jobs. There are several 
gaps in her history of pension 
contributions because she 
stopped saving while on 
maternity leave and 
when she became 
self-employed for 
a period of time. 
Over the course 
of her career, she 
accumulated 

“The amount of savings Sarah has accumulated is a lot 
less than her husband, partly because she earned less 
than him, partly because she never saved during that 
period of self-employment”

Women’s pension  
income was

lower than men’s in 
2017/2018

39.9%

several small pension pots of which 
she has lost track.

Sarah would now like to stop 
working and spend more time with 
her grandchildren. As a result, she has 
reconnected with her various pension 
pots, but was disappointed by what 
she found. “The amount of savings 
Sarah has accumulated is a lot less 
than her husband, partly because she 
earned less than him, partly because 
she never saved during that period of 
self-employment,” says Dean. 

“That’s making her feel vulnerable 
and dependent on her husband 
in a way she never has in the past. 
Sarah wants to turn her pension into 
a steady, dependable income. But 
she hasn’t a clue how to do that, and 
finds the prospect of financial advice 
unaffordable and a bit frightening. 

https://www.fefundinfo.com/en-gb/mosaic
http://fefundinfo.com/en-gb/mosaic
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Sarah is now considering taking it all 
out and sticking it in the bank so she 
can keep an eye on it.”

How much is she likely to have saved? 
NEST figures show the average balance 
for a scheme member in Sarah’s age 
group is £993. Even if her several small 
pension pots performed well, the 
chances are she would fall short of the 
minimum she needs to be comfortable. 
The Pensions and Lifetime Savings 
Association says a single person needs 
an income of at least £10,200 a year in 
retirement to be able to meet all their 
basic needs and still enjoy life.

Lessons from Sarah’s story
Sarah’s journey tells us a lot about 
how ordinary people behave when it 
comes to pensions. Dean notes Sarah 
is “not an edge case”: she is typical 
of NEST members, who are largely 
young workers on low-to-moderate 
incomes – nearly half are aged under 
35 and more than half earn less than 
£20,000. “This tells us automatic 
enrolment has been a great thing. It’s 
popular, it’s got people saving and it’s a 

“You can’t force people to 
be interested in pensions, 
but you can talk to them in a 
way they understand”

trustnet.com
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great foundation. But, having built the 
foundations, we now need to build the 
house and there is a lot to do.” 

Auto-enrolment has helped more 
than 10 million people get on the road 
to regular long-term saving since it 
launched, of which about eight million 
are members of NEST. However, 
median balances remain woefully low. 
A report from NEST and Vanguard 
called How the UK Saves shows the 
average balance in NEST is £760, or 
£1,104 for active members. It attributes 
this to the relatively recent introduction 
of auto-enrolment, the short scheme 
tenure of members, their lower-than-
average wages, and the fact minimum 
contributions under auto-enrolment 
only began rising from a low base in 
2018. Contributions increased in 2019 to 
a combined 8 per cent from workers and 
employers, but it is only 8 per cent of 
qualifying earnings in a certain band. 

Steps to boost engagement
So what can the industry do to 
improve engagement? 
Dean suggests one 
important way to 
avoid alienating 
people from 
retirement 
saving is to 
balance long-
term and 
short-term 

saving. Many people stop saving into a 
pension when money is tight, so Dean 
suggests encouraging them to build 
up an emergency fund first so pension 
contributions won’t be sacrificed 
later on. “Maybe it would be better for 
Sarah to put the next few pounds into 
a liquid savings vehicle and let that 
increase until she achieves a buffer – 
then and only then should the money 
go into a pension,” says Dean. “That 
way we bring together short-term and 
long-term goals.”

Another step providers can take is to 
pay attention to what people like Sarah 
care about. Her interest in the climate 
and responsible investing, for example, 

could be an ideal hook for pension 
providers to draw her in.

Then there is the language used, 
which is currently putting people off. 
Iona Bain of Young Money says she 
tries to avoid talking about retirement 
and pensions altogether: “You can’t 
force people to be interested in 
pensions, but you can talk to them in 
a way they understand. I talk about a 
pot of money you can access when you 
want to stop working one day and do 
something else with your life.” 

Self-employed workers left behind
Dean urges the pensions industry 
to come together, not only to give 
women in particular a better deal, 
but also to help nudge self-employed 
workers towards pension saving. 
Sarah’s story illustrates how easily the 
self-employed can get left behind. Of 
the five million self-employed workers 
in the UK, only a few thousand 
have signed up voluntarily to NEST, 
and there is no auto-enrolment 
mechanism to bring them in. 

Should the long-awaited Pensions 
Dashboard ever become reality, this 
could help engagement by giving 
people more control and visibility 
of their long-term savings and 
various pension pots in one place. 
If the industry can come together 
to improve engagement, a more 
financially secure retirement awaits 
the Sarahs of the future.  

“Automatic enrolment 
has been a great thing. It’s 
popular, it’s got people 
saving and it’s a great 
foundation”

TRUSTNET

Engaging 
low-earning 
women
The UK has a huge gender pension 
gap of as much as 40 per cent. The 
median account balance in NEST for 
women is just £327, compared with 
£415 for men. Those earning less than 
£10,000 who have voluntarily opted 
in to auto-enrolment are much more 
likely to be women than men, says 
Matthew Blakstad, assistant director of 
NEST Insight, but this does not reflect 
more positive savings behaviour among 
women – instead it is because women 
are over-represented in low-paying jobs. 
Women are three times more likely to be 
under the £10,000 threshold, while men 
are twice as likely to be in the highest 
income bracket. NEST’s research 
concluded that the gender pensions 
gap is not driven by gender difference 
in retirement saving and investment 
behaviour, but by gender differences 
in wages, careers and labour market 
participation – essentially, structural 
factors in the economy. To address the 
shortfall in women’s retirement wealth 
versus men’s, the pensions industry 
should focus on differences in average 
earnings and working patterns, NEST’s 
research suggests. Lowering the 
earnings threshold for auto-enrolment 
could also help narrow the gap. 

  [ NEST ]
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Continental blend – 
the case for European 
companies

I n December 2019, we became 
the portfolio managers of what 
was The European Investment 
Trust plc, following a decision 

by the board to appoint Baillie 
Gifford. In addition to renaming the 
trust as Baillie Gifford European 
Growth Trust plc, investors will 
notice a radical change in the 
portfolio, which has been reinvested 
in 40 or so companies which we 
believe are most likely to deliver 
outstanding growth over the next five 
to ten years.
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Stephen Paice and Moritz Sitte reveal what changes they have made 
to The European Investment Trust, which has been renamed the Baillie 
Gifford European Growth Trust plc, since taking charge late last year 

Please remember that the value of 
a stock market investment and any 
income from it can fall as well as rise 
and investors may not get back the 
amount invested.

Investing for growth 
Europe is home to many outstanding 
businesses, from ‘hidden champions’, 
industrial companies dominating 
attractive niches, to luxury brand 
businesses which benefit from 
heritage and provenance, and 
younger, disruptive, internet-enabled 
businesses. We believe that the best 
way to create sustainable and growing 
returns for shareholders is by investing 
in such innovative and adaptive 
businesses, regardless of geographical 
location or sector.  

Although the trust’s portfolio is 
similar to that of the Baillie Gifford 
European Fund, we will be investing in 
some smaller capitalisation companies 

http://trustnet.com
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often find it is easier to create long-term 
value without short-term shareholders. 
Baillie Gifford has been investing in 
unlisted companies since 2012. 

We believe that unlisted companies 
like these are better held within the 
structure of an investment trust than 
a fund. Our shareholders can trade in 
the trust’s shares at the market price 
whenever they wish, while the closed-
end structure of an investment trust 
means that there is never any need for 

of at least €500 million. This 
broadens the opportunity to invest 
to about 1,150 companies. 

Over the next two to three years, 
we also expect to invest in unlisted 
companies valued at a minimum of 
€500 million, enabling us to invest 
in Europe’s most exciting growth 
companies, listed or not. However, we 
will not invest more than 10 per cent 
of the trust’s portfolio in these private 
companies.  

We are not looking to invest in 
embryonic businesses or ideas, but 
in established businesses choosing to 
remain private for longer. Businesses 
like these tend to be asset-light and do 
not require much capital, while owners 

Advertorial feature   [ BAILLIE GIFFORD ]

We are not looking to invest 
in embryonic businesses 
or ideas, but in established 
businesses choosing to 
remain private for longer

us to sell any of our holdings to fund 
redemptions. 

So far, only around 10 per cent of the 
world’s unicorns – private companies 
valued at over $1 billion – have come 
from Europe, so it still has some 
catching up to do. Yet when we speak 
to companies in Berlin and Stockholm, 
we can see that the mindset is 
changing. 

The trouble with Europe 
Investors may be cautious about 
investing in Europe. Economic growth 
is uninspiring, its politicians even 
more so. Europe lacks a technology 
giant, and its lacklustre stock market 
is dominated by large, bureaucratic 
multinational companies in sectors 
such as financials, consumer staples 

and even healthcare. We are not 
buying those companies, however. 
We are investing in a small number of 
innovative, proactive companies that 
happen to be domiciled in Europe.

Looking at the European market 
over the past 30 years, it is niche 
industrial businesses that have 
delivered the best returns, companies 
such as ASML, whose lithography 
systems allow light to be projected 
through patterns to make blueprints 
for manufacturing semi-conductor 
chips, or Beijer Ref, whose 
environmentally-friendly fridges and 
freezers play a key role in reducing 
CO2 emissions in supermarkets and 
other commercial premises. 



Important Information
The Baillie Gifford European Growth Trust invests in overseas securities. Changes 
in the rates of exchange may also cause the value of your investment (and any 
income it may pay) to go down or up. The trust’s risk could be increased by its 
investment in unlisted investments. These assets may be more difficult to buy or 
sell, so changes in their prices may be greater.

The views expressed in this article should not be considered as advice or a 
recommendation to buy, sell or hold a particular investment. The article contains 
information and opinion on investments that does not constitute independent 
investment research, and is therefore not subject to the protections afforded to 
independent research.

Some of the views expressed are not necessarily those of Baillie Gifford. 
Investment markets and conditions can change rapidly, therefore the views 
expressed should not be taken as statements of fact nor should reliance be placed 
on them when making investment decisions. 

Baillie Gifford & Co Limited is authorised and regulated by the Financial Conduct 
Authority (FCA). The trust is listed on the London Stock Exchange and is not 
authorised or regulated by the FCA. A Key Information Document is available by 
visiting www.bailliegifford.com 

Small can be beautiful 
The internet has made it much easier 
for smaller companies. The old theory 
that economies of scale were the most 
important thing no longer holds. IMCD 
is a good example of a capital-light 
business, and has been run by the 
same chief executive officer and chief 
financial officer since it was set up in 
1995. A Dutch company, it markets and 
distributes speciality chemicals, which 
are used in cosmetics, food, drink, cars, 
detergents, paints and medication, 
a growing market as more chemical 
companies outsource distribution. 

Adapting to change 
We tend to like family-backed 
businesses, such as Atlas Copco, and 
NIBE, a leading manufacturer of 
heat pumps. NIBE has been run by 

the same owner for 30 years. These 
Swedish companies’ business models 
depend on buying other family firms, 
and that depends on those owners 
being prepared to sell. We have seen 
that family-run Swedish businesses 
with a long history of successful 
acquisitions tend to be welcome 
purchasers. 

Europe also has a rich provenance in 
leading brands such as Gucci, owned 
by Kering, and Cartier, owned by 
Richemont. We have been impressed 
by the way in which both companies 

TRUSTNET

have nurtured their brands. Although 
Adidas is a more mass-market brand, 
it has its own valuable heritage, while 
L’Oreal, another strong European 
cosmetics brand, has stayed ahead 
of the times, using digital sales and 
marketing effectively. 

As investors, we care most about the 
long-term. It is important for us to be 
able to trust the people running the 
businesses we invest in, and to know 
that they want to pass on the business 
to the next generation in even better 
shape than it is today. 
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As investors, we care most 
about the long-term. It is 
important for us to be able 
to trust the people running 
the businesses we invest in, 
and to know that they want 
to pass on the business to 
the next generation

trustnet.com
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Risk of default 

Laura Miller says switching out of the default fund in your 
pension and into a racier option could be the biggest step you 
take towards achieving your retirement goals 

S avers risk missing out on tens 
of thousands of pounds at 
retirement because they are 
stuck in the wrong pension 

fund. But a quick fix is available that 
can increase the value of your pot – 
and better still, it is usually free.

Most workers earning more than 
£10,000 are auto-enrolled into a 
company pension scheme. Employees 
pay in a minimum of 5 per cent and 
their employer must contribute 
another 3 per cent, at least. 

Yet industry commentators often 
point out this will only fund a very 
basic standard of living in retirement. 
They recommend paying in at least 12 
per cent and ideally a figure closer to 15 
per cent. Many employees, stretched 
after a decade of stagnant wages, say 
these figures are unrealistic.

One solution that won’t break the 
bank is dumping your workplace 
pension scheme’s default fund and 
picking a racier option that is likely to 
return more in the long run.
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Nathan Long, senior analyst at 
Hargreaves Lansdown, says: “The 
twin methods of boosting your 
income in retirement are shovelling 
more money in and boosting the 
returns from your investments. 

“Most people are sick to death of 
hearing about having to pay more 
money in. 

“In fact, it’s probably the best-kept 
secret in pensions that boosting your 
investment returns is even an option.”

According to analysis by Hargreaves 
Lansdown, someone with earnings 
of £30,000 from the age of 22 can 
expect a retirement fund of £209,000 
(adjusted for inflation) at the age of 68 

“The twin methods of 
boosting your income in 
retirement are shovelling 
more money in and 
boosting the returns from 
your investments”

http://trustnet.com


22 / 23Your portfolio

A little-understood fact 
is probably holding 
your pension back – the 
default workplace pension 
funds that millions of us 
are paying into are too 
conservatively managed

trustnet.com

if they contribute 10 per cent of pay and 
receive investment returns of 5 per cent 
every year.

Upping the contributions by 1 
per cent boosts the pension pot 
by £21,000 to around £230,000. 
Alternatively, boosting the investment 
returns from 5 per cent to 6 per 
cent would result in a pot of around 
£282,000 – a £73,000 increase.

To better the 1 per cent increase in 
investment returns, you’d need to hike 
contributions from 10 per cent to 14 
per cent.

Obtaining these higher returns 
could be easier than you think. A 
little-understood fact is probably 
holding your pension back – the 
default workplace pension funds that 
millions of us are paying into are too 
conservatively managed. 

Such funds typically invest just 
65 per cent of your money into 
equities. While this will protect your 
investments if the stock market takes 
a dive, it will also limit returns. 

“This is necessary for a one-size-fits-
all solution like a default fund,” says 
Long. “But you can hack this system 
and aim to boost returns by investing 
more adventurously.”

Source: Hargreaves Lansdown. Adjusted for inflation. Assuming salary of £30k

IMPACT ON PENSION POT OF INCREASING CONTRIBUTION AND RETURN

£300,000

10% contribution,  
5% return
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£250,000
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£150,000
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https://www.janushenderson.com/en-gb/investor/article/investment-trusts-who-we-are-15307/
http://trustnet.com
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of funds, one of which should be 
better suited to your need for higher 
returns. You just need to ask.

Fiona Tait, technical director 
at specialist retirement adviser 
Intelligent Pensions, says: “Start 
by asking your employer’s scheme 

what investment options are 
available. Some offer more 

than one default choice, 
for example between 

‘cautious’, ‘balanced’ and 
‘adventurous’ funds. 

“Adventurous funds 
tend to provide higher 

investment returns 
over time. However, 

the performance 
is usually more 

volatile. You 
may experience 

larger and 

“Adventurous funds tend to 
provide higher investment 
returns over time. However, 
the performance is usually 
more volatile. You may 
experience larger and more 
frequent negative returns in 
the short term”

more frequent negative returns in the 
short term. These tend to suit younger 
investors, who can afford to ride out 
the dips in fund value.”

Most workplace schemes will also 
offer a range of individual funds 
invested in specific asset classes and 
sectors. Choosing between these is 
more difficult. As a rule of thumb, any 
fund that invests more than 65 per 
cent in the stock market provides the 
opportunity for higher rewards (with 
higher risks) than your company’s 
basic default fund.”

Workplace schemes are unlikely 
to provide access to individual 
investments. “Should you have a 
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If you are under 40, you will have at 
least 25 years before you retire and can 
afford to invest your pension in a fund 
that is almost entirely invested in the 
stock market. It provides the greatest 
opportunity to increase the value of 
your money and you can weather the 
dips because you have time to make 
back losses.

In the five years to the start of 2018, 
the 19,000 members of the Hargreaves 
Lansdown workplace pension who 
switched out of their company’s 
default fund made 
annual returns that were 
4 percentage points higher 
than if they had stayed put. 

These savvy investors also 
beat the average returns of 
12 default funds from nine 
workplace schemes, including 
Hargreaves Lansdown’s own, over 
one and three years.

Exiting your employer’s default 
fund should be fairly easy, 
even for inexperienced 
investors. The scheme 
is likely to have 
a range 
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SCOTTISH MORTGAGE INVESTMENT TRUST

A NEW ROUTE 
INTO EUROPE. 
The Baillie Gifford European Growth Trust brings our wealth of 
experience in European investing to the investment trust sector. 
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to identify the big winners across the continent. Investments will be high 
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Please remember that changing stock market conditions will affect the value 
of the investment in the trust and any income from it. Investors may not get 
back the amount invested.

Are you looking for growth potential across Europe? 
call 0800 917 2112 or visit us at www.bgeuropeangrowth.com

A Key Information Document is available by contacting us.
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trusts managed by Baillie Gifford & Co Limited are listed UK companies and are not authorised and regulated by the Financial Conduct Authority.
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specific share or company that you 
want to invest in, you’ll probably have 
to set up your own personal pension 
arrangement to accommodate this,” 
Tait adds. “But this is a high-risk 
strategy. Take care to ensure the 
investment is legitimate.”

Long points out that savers don’t 
need to turn their back on the default 
option entirely. 

“Keeping some money invested in the 
default as a core fund, and using some 
more adventurous options around the 
edges, can tilt your pension towards 
what you’re after,” he says.

Investment in funds with a heavy 
majority exposed to the stock market 
typically changes from around the age 
of 55. However, with more pension 
savers becoming drawdown investors 
in retirement, and gains in longevity 
meaning we are living longer, you 
are likely to have another 30 years of 
your life left at this point in which to 
increase the value of your portfolio.

“As people get closer to retirement, 
they often want to protect the funds 
they have saved and have a tendency 
to move into more cautious options,” 
says Tait. “This strategy may deliver 
lower overall returns, but is less likely 
to fall significantly in value.”

MSCI AC World 
(177.50%)

NEST Higher Risk 
(147.07%)

NEST 2040 Retirement 
(114.32%)

PERFORMANCE OF PORTFOLIOS VS INDEX SINCE LAUNCH

Source: FE Analytics
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Is there a liquidity 
problem in UK  
small cap?

T he smaller company 
investor faces a new 
problem following the 
fallout over Woodford’s 

funds: this is the focus on liquidity. 
How long would it take to liquidate a 
position at the quoted price? 

This is the question portfolio 
managers are being asked by their risk 
departments and business managers. 
The usual answer is to say if you take 
20% of the average daily volume of a 
stock and divide that into the number 
of shares held, we get an idea of how 
many days it should take to sell.

The problem with this answer is it 
does not necessarily reflect how the 
market for smaller companies works. 
The daily volume number is taken 
direct from figures published by the 
London Stock Exchange (LSE). 
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  [ JANUS HENDERSON ]

James Henderson, co-fund manager of Henderson Opportunities 
Trust, explains why liquidity concerns around UK smaller companies 
may be exaggerated and why a rally could be around the corner

A trend in recent years has been for 
there to be more trades happening ‘off 
market’, in the so-called dark pools. 
It is estimated across the market 
as much as 40% of trades by value 
happen this way. Therefore, using just 
LSE volumes over-exaggerates the 
liquidity problem. Currently, small 
cap trading volumes have been low 
as investors sit and watch macro-
economic developments. Activity will 
pick up as confidence returns and 

A trend in recent years 
has been for there to be 
more trades happening ‘off 
market’, in the so-called 
dark pools

http://trustnet.com


In this snippet from the latest episode of Trust TV, Job Curtis discusses active 
vs passive investment strategies and the future of the UK equity market.

These are the views of the author at the time of publication and may differ 
from the views of other individuals/teams at Janus Henderson Investors. 

Any securities, funds, sectors and indices mentioned within this article do 
not constitute or form part of any offer or solicitation to buy or sell them.

Past performance is not a guide to future performance. The value of an 
investment and the income from it can fall as well as rise and you may not 

get back the amount originally invested.

The information in this article does not qualify as an investment 
recommendation.
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Can active fund managers  
beat the index?
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more closely to the fortunes of the 
UK economy. The UK has been 
subdued as a result of the consumer 
drawing back and corporates putting 
spending plans on hold. These plans 
cannot be deferred indefinitely and 
a replacement cycle will start up 
with capital investment injecting 
momentum into economic growth.

Many UK small domestic companies 
have been focusing on cost-savings, 
so when sales growth increases 
on this disciplined low cost-base, 
operating profit margins will expand. 
The drop-through of increased sales 
to profits usually surprises as an 
economy grows. The analyst upgrades 
will follow and this is the catalyst that 
will prompt investors to move money 
into UK shares in an unloved sector. 

the current problems with small cap 
investment will partially recede. 

Advantage investment trusts
Mid-cap companies are not suffering 
the same problem, so takeover 
activity by larger established 
companies is likely to be a feature of 
2020. However, the current concerns 
over liquidity are an opportunity for 
funds with a mandate to invest in 
genuine small companies. 

It is closed-ended funds that are best 
suited to these mandates because they 
do not have to meet redemptions in 
the same way that open-ended funds 
do, meaning a trust will not become 
a forced seller in times of stress. This 
is why the Henderson Opportunities 
Trust portfolio has more than 
60% invested in AIM (alternative 
investment market) stocks.

The premium investors are paying for 
liquidity has expanded significantly. 
However, the earnings and dividend 
growth of large companies in comparison 
to the small companies is unlikely to 
justify this premium valuation.

Smaller companies are often tied 

These are the views of the author at the time of publication and may differ from the views of other individuals/
teams at Janus Henderson Investors. Any securities, funds, sectors and indices mentioned within this article do not 
constitute or form part of any offer or solicitation to buy or sell them.

Past performance is not a guide to future performance. The value of an investment and the income from it can fall as 
well as rise and you may not get back the amount originally invested.

The information in this article does not qualify as an investment recommendation.

For promotional purposes.
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Many UK small domestic 
companies have been 
focusing on cost-savings, 
so when sales growth 
increases on this disciplined 
low cost-base, operating 
profit margins will expand

http://trustnet.com
https://www.joomag.com//mg/0008060001579270692/p30
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For your 
own good

The lack of choice and flexibility 
that are cited as the major 
weaknesses of pensions could 
actually be their greatest 
strengths, writes Pádraig Floyd

While the pension 
freedoms have been 
welcomed by savers, they 
have also highlighted why 
greater control over your 
investments is not always a 
good thing

M any experienced 
investors are suspicious 
of pensions as a vehicle 
for increasing their 

wealth due to the lack of choice and 
flexibility compared with other tax 
wrappers such as ISAs. 

Yet it is this lack of choice and 
flexibility that arguably makes pensions 
so effective, as it helps investors protect 
their portfolio from what is often their 
worst enemy – themselves. 

Pensions are more flexible than they 
used to be, now allowing full access at 
the age of 55 and the option to pass on 
the investments at your death, making 
them a useful estate planning tool.

However, while the pension 
freedoms have been welcomed by 
savers, they have also highlighted why 
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greater control over your investments 
is not always a good thing. 

Research from Canada Life shows 
more than two-thirds of savers who 
accessed their pensions after 2015 did 
not take any independent advice. This 
can in part be attributed to issues of 
trust and the fact many savers see no 
value in paying for financial advice. 

But what they save in terms of cost, 
they may be giving up in protection. 

Don’t believe the hype 
As humans, we are bad at coping with 
failure. Our brains allow us to avoid 
owning up to mistakes, which can be 
damaging to investment returns.

Knowing the market is going to 
move up or down is not an efficient 
determination for investment strategy. 
Annual research used to compile 
DALBAR’s Quantitative Analysis of 
Investor Behaviour shows a consistent 
trend of poor decision-making by 

http://trustnet.com
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decisions on. And everyone, including 
investment professionals, is prone to 
ignoring advice and using confirmation 
bias to endorse their actions. 

The timing is never right
Trying to time the market is “almost 
impossible” for professionals, let alone 
for an individual who self-invests, says 
Dr Iain Clacher, associate professor 
of accounting and finance at Leeds 
University Business School. Even a 
highly educated Nobel prize-winning 
economist can be subject to biases.

“If you’ve done well over a certain 
period, it seems feasible that you will 
be able to replicate that in the following 
period,” says Clacher. “The danger is 
that you believe it is a self-fulfilling 
prophecy and it is hard for even 
professionals to avoid that mindset.”

However, professionals have 
colleagues and processes in place to 
constantly challenge assumptions. 
Individuals cannot rely on such 
support.

30yrs 4.09 9.97

20yrs 3.88 5.62

10yrs 9.66 13.12

5yrs 3.96 8.49

3yrs 5.58 9.26

1yr -9.42 -4.38

ANNUALISED RETURNS OF  
AVERAGE EQUITY FUND  

INVESTOR VS INDEX
Average equity  

fund investor (%)
S&P  

500 (%)

Source: DALBAR’s Quantitative Analysis of Investor 
Behaviour

Even seasoned investors 
may benefit from the 
intellectual process of 
determining whether 
an investment strategy 
remains fit for purpose

investors who seek to determine when 
they should buy and sell. 

In 2017, the average equity mutual 
fund investor underperformed the S&P 
500 by a margin of 4.7 percentage points 
(7.26 per cent against the index’s 11.96 
per cent). In 2018, poor market timing 
meant they lost 9.42 per cent compared 
with 4.38 per cent from the index. The 
same pattern is apparent over longer 
periods, resulting in damaging losses. 

Even seasoned investors may benefit 
from the intellectual process of 
determining whether an investment 
strategy remains fit for purpose. 
After all, apart from your home, a 
pension fund is likely to be the biggest 
single asset you will ever take 

https://www.janushenderson.com/en-gb/investor/article/investment-trusts-who-we-are-15307/
http://trustnet.com
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Diversification, but not at all costs 
No one is suggesting pensions cannot 
be invested alongside the rest of 
your investment portfolio, but does 
the strategy remain suitable, is it 
targeted towards providing growth and 
income and can it satisfy cash-flow 
requirements in the future?

Diversification in and of itself is 
no guarantee of security. The self-
employed are often advised to use a 
pension to ensure their business is not 
their sole asset at retirement. 

“Selecting the investments without 
using an adviser dilutes that 
diversification,” says Rob Reid, a 
director at Syndaxi Financial Planning. 

“Self-investment means you must be 
able to spot a Woodford-style event,” 
he says. “If you can’t, hire an adviser. 
The tax relief of pensions needs to be 
captured, but self-investing can result 
in much of that being lost.”

When good managers go bad 
This last point is a timely one. The past 
decade has seen two seemingly copper-
bottomed asset managers lose their 
reputation along with their strategies. 

Anthony Bolton and Neil Woodford 
are object lessons not only in 
Newtonian physics – what goes up may 
come crashing down in flames – but of 
confirmation bias.

This bias was not necessarily what 
undid these powerful managers, but it 
was the force that led others to believe 
their track records would continue 
to deliver results, despite all the 
regulatory caveats plastered across the 
bottom of the marketing brochures.

If asset managers can get it so wrong, 
how much worse can private investors 
make it for themselves?

Whether you choose to use an 
adviser, place yourself at the mercy 
of a robo-algorithm or simply do your 
homework, it is essential to challenge 
assumptions and sense-test your 
strategies. Even if they have proved 
consistent, one day they may stop 
working. And that day may arrive 
sooner than you think. 

“The tax relief of pensions 
needs to be captured, but 
self-investing can result in 
much of that being lost”

https://www.fefundinfo.com/en-gb/mosaic
http://fefundinfo.com/en-gb/mosaic
http://trustnet.com
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Source: FE Analytics

MANAGER: Adrien Pichoud / LAUNCHED: 23/12/2014 / FUND SIZE: £137.9m / OCF: 0.74%

FACT BOX

CROWN RATING

SYZ Oyster  
Absolute Return

Low yields on bonds are forcing this low-risk absolute return 
fund to turn to equities for income

W ith around $13trn of debt 
now in negative-yielding 
territory, more and more 

investors are looking away from bonds 
to beef up their income. 

Adrien Pichoud, manager of the 
£137.9m SYZ Oyster Absolute Return 
fund, said he has had to make changes 
to his portfolio since becoming 
manager last July to ensure it can 
deliver the lower risk and steady 
performance it aims for.

The fund is designed to generate 
bond-like absolute returns, with a 
strong focus on capital preservation 
and liquidity, but this has become more 
difficult to achieve in recent years.

“I also manage similar strategies in 
euros and Swiss francs, but it’s a little 
bit easier to manage a sterling-based 
portfolio because even short-dated 
bonds or treasuries or gilts do provide 
quality returns,” he explained.

“That being said, the yields generated 
here are not very high and our 

PERFORMANCE OF FUND VS SECTOR 
 AND INDEX SINCE LAUNCH

structural view is that the low-yield 
environment is going to remain for a 
while. Therefore, we have to adapt the 
way we manage.”

While the portfolio traditionally 
used equities to provide some 
protection from interest-rate risk, it 
is now also using this asset class to 
deliver income.

“In the past, you had equities which 
were here for price appreciation and 
fixed income which was here for 
income generation,” Pichoud said. 
“Today, the fund has less [in fixed 
income] and the equity part also has 
to have some income generation to 
compensate for the lower income that 
is generated from the bond part.”

As such, the fund has 15.9 per cent in 
equities – well within its 25 per cent 
limit – while its bond exposure, which 
typically stood at 70 to 85 per cent of 
the portfolio, now stands at 52.1 per 
cent. The remainder is held in liquidity 
assets and special opportunities.

Another consequence of the low-
rate environment is that investors in 
fixed income funds now have a lower 
tolerance to losses.

“When you have higher returns, 
then you can tolerate some level of 
drawdown because your recovery 

[period] is relatively short,” the 
manager explained. “But the lower 
the return, the lower the magnitude 
of the acceptable drawdown and this 
is why the management of portfolio 
risk and volatility becomes even more 
important.”  

IA Targeted Absolute Return (8.50%)

LIBOR (2.57%)

Oyster Absolute Return (10.58%) 
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MANAGER: Mike Riddell / LAUNCHED: 16/05/2002 / FUND SIZE: £2.3bn / OCF: 0.54%

FACT BOX

CROWN RATING

Allianz Gilt Yield

While gilts no longer offer an attractive yield, they still provide 
protection in times of market stress

G ilts have looked like a 
relatively unattractive 
investment ever since the 

Bank of England cut interest rates to 
0.5 per cent in the wake of the financial 
crisis. Yet despite repeated warnings of 
a bond wipeout over the past 10 years, 
the FTSE Actuaries UK Conventional 
Gilts All Stocks index has still made 
gains of close to 70 per cent over this 
time and while gilts no longer offer 
an attractive yield, they still provide 
protection in times of market stress. 

This is why Andy Parsons, head of 
investments at The Share Centre, has 
recommended Allianz Gilt Yield as 
part of a cautious portfolio.

The fund’s manager Mike Riddell 
attempts to outperform his 
benchmark by managing interest 
rate risk and through allocations to 
different bond maturities. He can also 
expose the fund to off- benchmark 
positions such as inflation- linked 

PERFORMANCE OF FUND VS SECTOR AND INDEX OVER 10YRS

bonds if he believes these are 
undervalued relative to conventional 
government bonds.

Parsons described Riddell’s process 
as “prudent and stringent”, adding that 
this is “underpinned by his longer-
term analysis of the prospects for the 
UK economy and the gilt market”.

Square Mile Investment Consulting 
& Research is also a fan of the fund, 
awarding it an “A” rating. However, it 
warned that because the gilt market is 
relatively efficient, it can be difficult 
for active managers working in this 
area to outperform.

“That said, opportunities for 
small additional returns do present 
themselves both in the primary and 
secondary gilt market,” it added. 

“Once fees have been deducted, 
any outperformance is likely to be 
slim. However, we feel the considered 
approach the manager employs is 
likely to be of benefit to investors at 

certain times of the economic cycle, 
for example during prolonged periods 
of rising yields. 

“At such times an active manager 
should have an advantage over a passive 
investor through his ability to manage 
broad risks, such as interest rate risk, to 
the benefit of the end investor.”

Allianz Gilt Yield has made 58.30 per 
cent over the past decade compared 
with gains of 64.78 per cent from 
its IA UK Gilts sector and 68.69 per 
cent from its FTSE Actuaries UK 
Conventional Gilts All Stocks index 
benchmark. It has an ongoing charges 
figure of 0.54 per cent. 

Source: FE Analytics

Allianz Gilt Yield 
(58.30%)

IA UK Gilts 
(64.78%)

FTSE Actuaries UK 
Conventional Gilts (68.69%)
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Source: FE Analytics

MANAGER: Douglas Brodie / LAUNCHED: 09/07/1998 / PREMIUM/DISCOUNT: +2% /  
OCF: 0.75%

FACT BOX

CROWN RATING

Edinburgh Worldwide

This trust has been dubbed “Scottish Mortgage’s little brother” as it 
is also managed by Baillie Gifford and invests in smaller companies 
with the potential to become “winners of the future”

S cottish Mortgage is one of 
the best-known investment 
trusts in the business but 

long-term investors seeking the 
growth potential of small caps 
may also be tempted by one of its 
stablemates.

The Edinburgh Worldwide 
Investment Trust is part of the 
same Baillie Gifford global equity 
range as Scottish Mortgage, but it 
invests solely in small caps, which 
leads to higher levels of volatility 
with the potential for greater 
returns.

The trust has made 139.59 per cent 
since current manager Douglas 
Brodie took charge in January 2014, 
making it the best-performing 
member of the IT Global Smaller 
Companies sector over this time. This 
return is almost 30 percentage points 
ahead of the trust in second place.

PERFORMANCE OF TRUST VS SECTOR  
UNDER MANAGER TENURE

That said, its annualised volatility 
of 19.79 per cent is the highest in the 
sector, double that of the average 
trust, and its maximum drawdown 
stands at 27.66 per cent. However, 
investors with a lengthy time horizon 
may feel this is a price worth paying 
for the potential returns on offer. 

Edinburgh Worldwide invests 
in immature entrepreneurial 
companies with a market cap of less 
than $5bn. Like all of the trusts run 
by Baillie Gifford, it expects to hold 
on to companies for the long term, 
which results in low turnover.

Brodie specialises in global smaller 
companies and is the head of Baillie 
Gifford’s global discovery team. 
He focuses on the fundamental 
characteristics of businesses, 
favouring those with strong 
management teams, innovative 
products and the ability to generate 

sustainable profits to fund future 
growth opportunities.

Deputy manager Svetlana Viteva 
said this leads her to companies that 
fly under the radar of most investors: 
“When you go through the holdings 
in our portfolio, you hopefully 
won’t recognise most of the names. 

Because if you do, we’re probably not 
doing our job.”

The trust’s managers attempt to limit 
volatility through diversification. For 
example, the portfolio currently has 
around 115 holdings and will always 
have exposure to a minimum of six 
countries and 15 industries. 

Edinburgh Worldwide (139.59%) IT Global Smaller Companies (34.52%)
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The concentration of the FTSE’s dividends in a handful of sectors 
means income investors may be better off looking to the IA Global 
Equity Income sector for a core fund, writes Anthony Luzio

U K equity income 
investors are regularly 
reminded about 
the importance of 

diversifying their sources of earnings 
and it is not difficult to see why. It 
was just over a decade ago that the 
financial crisis led to banks slashing 
their dividends across the board, 
while only a few years later the Gulf 
of Mexico oil spill led BP to suspend 
its payment to shareholders.

However, it is important to 
remember that the FTSE All Share 
derives approximately two-thirds of 

TRUSTNET
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“When you buy the average 
share in the average UK 
company, you’re not buying 
an exposure to the UK 
economy. You’re buying 
businesses that have a very, 
very global orientation”

its earnings from overseas, which 
helps to explain why it is expected to 
yield 4.4 per cent this year – close to 
a historic high – despite the fact that 
the UK economy remains sluggish. 

In the words of FE fundinfo Alpha 
Manager Nick Train: “The real 
question to ask about the UK stock 
market is, is it right to be optimistic 
about the world? Because when you 
buy the average share in the average 
UK company, you’re not buying an 
exposure to the UK economy. You’re 
buying businesses that have a very, 
very global orientation.”

Yet according to Ryan Hughes, 
head of active portfolios at AJ Bell, 
it would be foolish for UK investors 
to rely solely on FTSE names for 
income. However, this is not because 
of a lack of diversification at the 
regional level, but at the sector level.

“The UK market has got a very well 
established and developed dividend 
culture, but it has also got very 
skewed areas where it derives the 
income from,” he says.

“The largest stocks in the FTSE 
generate most of the income and you 
end up with portfolios that probably 
have quite a lot in oil & gas and quite 
a lot in financials. You don’t get that 
diversity.”

Data put together by asset manager 
Liontrust highlights the extent of this 
problem, showing the oil & gas sector 

Leaving home
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accounts for more than 20 per cent 
of the FTSE All Share’s income. Most 
worrying of all is that this comes 
from just two companies – Royal 
Dutch Shell and BP.

Standing still
A lack of diversification is not 
the only problem with UK equity 
income. Aside from oil & gas, other 
major contributors to the dividend 
yield include banking and tobacco – 
all industries that can be described 
as mature at best, and certainly in 
the latter’s case, one that looks as 
though it has already started its long-
term decline. This is reflected in 
the dividend cover – the UK’s figure 
of 1.6x is the third-lowest of the 15 

The subject of dividend 
growth is becoming ever 
more important for income 
investors, with retirement 
set to account for a greater 
proportion of people’s lives

“Not only are we looking for good 
income characteristics, it is a lot about 
the resilience of the dividend,” he 
explains. “We are looking for equities 
that can grow as well, that is a really 
important part of our strategy. And the 
judgment of James [Anderson, head 
of global equities] and his colleagues 
is that those particular names are not 
names that can do that.”

Growing pains
The subject of dividend growth is 
becoming ever more important for 
income investors, with retirement 
set to account for a greater 
proportion of people’s lives. This 
requires an increase in underlying 
earnings to be sustainable, yet while 
tech has driven much of the growth 
in world markets over the past 
decade, this is a sector noticeable by 
its absence in the UK market.

The flipside to this is that most of the 
FAANG – Facebook, Apple, Amazon, 
Netflix and Alphabet (Google) – stocks 
don’t pay dividends anyway, yet 
Richard Saldanha of the Aviva Global 
Equity Income fund says this doesn’t 
stop his clients regularly bringing them 
up in conversation. His response is not 
to temper their expectations, however, 
but to find dividend-paying companies 
that can benefit from the same trends.

“We use the example of Amazon,” 
he says. “It’s a great company, but 
you can’t invest in it from an income 

major stock markets in the world, 
according to the latest Henderson 
International Income Trust (HINT) 
Global Dividend Cover report. 

Steven Hay, manager of the Baillie 
Gifford Multi Asset fund, believes 
this does not show the true scale of 
the problem, with industries such as 
tobacco and oil & gas later on in their 
life cycle than many professional 
investors think.
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FTSE ALL SHARE YIELD GENERATION

Source: Liontrust. As at 31.10.19

49.4% Rest of index

6.9% BP

2.0% Imperial Brands

8.7% HSBC

2.3% Vodafone

12.8% Royal
Dutch Shell

2.5% Lloyds

3.1% Rio Tinto

3.1% AstraZeneca

4.2% GlaxoSmithKline

5.0% British American Tobacco

perspective. We looked at the cloud 
business it has with AWS [Amazon 
Web Services] and invested instead in 
Microsoft, which does pay a dividend. 

“Similarly, if you are interested in 
electric vehicles, you can’t own Tesla, 
but you can own a company called 
Texas Instruments in the US which 
is a semiconductor manufacturer 
that supplies all the chip content that 
goes into electric cars. I guess for us, 
we don’t look at it as a disadvantage.”

The place to be
While the US is the go-to region for 
tech stocks and has an established 
dividend culture of its own, income 
investors may find it difficult to live 
off the S&P 500’s current yield of 
about 1.75 per cent.

In focus
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Tracy Zhao, investment research 
analyst at The Share Centre, says 
Japan looks attractive from an 
income perspective, pointing to high 
cash balances – median dividend 
cover is about twice the level of the 
UK – and corporate governance 
reforms brought in by prime minister 
Shinzo Abe, which have encouraged 
companies to return cash to 
investors. Again though, the market’s 
current yield of about 2 per cent is 
less than spectacular.

Jochen Breuer, manager of the 
Fidelity Asian Dividend fund, claims 
Asia ex Japan offers the best of both 
worlds: the region has a relatively 
high yield of about 3 per cent, while 
powerful tailwinds such as a young 
population and a growing middle 
class have helped deliver annual 
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Top dog:
BNY Mellon Global 
Income
Hughes says BNY Mellon 
Global Income is a useful 
option for income investors 
who want a significant 
exposure to technology, 
as this makes up about 18 
per cent of the portfolio. 
However, he says there 
is a lot else to like about 
Nick Clay’s fund: “It has a 

high quality and very clear 
approach in that it only 
buys stocks when they 
are yielding more than the 
market and sells them when 
this figure moves back in 
line with the average. We 
view this as a core global 
income fund.” BNY Mellon 
Global Income is the best 
performer in the sector over 
the past five and 10 years. It 
is yielding 2.96 per cent.

Safety first:
Fidelity Global 
Dividend
Teodor Dilov, investment 
analyst at interactive investor, 
has opted for the Fidelity 
Global Dividend fund, which 
he says “has proven to be a 
solid performer in the past, 
generating outperformance 
in more difficult markets while 
keeping up in strongly rising 
markets. Its current yield is 

reasonable, and dividends are 
paid annually.” The FE Invest 
team is also a fan, pointing out 
that manager Daniel Roberts 
has grown the dividend by 
at least 4 per cent every year 
since joining, and calling it “an 
obvious choice for cautious 
investors searching for a 
global source of income”. It is 
yielding 2.8 per cent and has 
made 75.2 per cent over the 
past five years.

The closed-ended 
option:
Murray International
Dilov also likes the Murray 
International trust, which 
he says provides a globally 
diversified portfolio of high-
quality stocks and offers 
an attractive yield relative 
to its peers. “In addition 
to generating long-term 
capital growth and income, 
the trust can offer investors 

the benefits of capital 
preservation during periods 
of market weakness,” he 
adds. The trust is also 
suitable for investors who 
want higher exposure to 
emerging markets, with 
manager Bruce Stout saying 
this is the only place to find 
“economic orthodoxy”. It is 
yielding 4.26 per cent and 
has made 53.8 per cent over 
the past five years.

PERFORMANCE OF FUNDS VS SECTOR AND INDEX

Source: FE Analytics

“It was really interesting for me 
because we spoke to a lot of global 
investors and it was clear many of them 
have been shunning the UK for a large 
period due to the perception of a ‘hard 
Brexit’ and the impact it would have.”

The manager says the valuation 
discount on the UK was being applied 
so indiscriminately that it had become 
impossible to ignore.

“It almost felt like election day 
was a bit of a light-bulb moment 
for investors: all of a sudden they 
switched on and went ‘oh wow, the 
UK is investable’,” he adds. 

“But we were making the case that 
investors needed to be looking at 
the UK for a large chunk of the year 
because the valuation discount was 
just too large.”

average dividend growth of 12.3 per 
cent over the past 15 years.

Full circle
Given his status as a global equity 
income manager, Saldanha’s most 
overweight region may raise some 
eyebrows: “We have a lot of exposure 
to the UK through some 
insurance names, so 
Prudential and Legal & 
General, and we have a 
bit of Rio Tinto on the 
mining side,” he says.

Name 1yr (%) 3yr (%) 5yr (%) 10yr (%)

BNY Mellon Global Income 21.8 30.45 85.89 199.86

Murray International Trust 16.45 20.53 53.8 150.35

Fidelity Global Dividend 20.52 31.28 75.2 N/A

IA Global Equity Income 18.63 23.29 54.24 143.42

MSCI World 22.74 33.06 78.95 201.24

In focus
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Make yourself comfortable: 
Costing your retirement expenditure

trustnet.com

Sources: PLSA. Figures for a single person living outside of London, with no rent or mortgage to pay

Minimum Moderate Comfortable

£10,200 a year £20,200 a year £33,000 a year

What standard of 
living could you 

have?

Covers all your 
needs, with some 

left over for fun

More financial 
security and 

flexibility

More financial 
freedom and 

some luxuries

HOUSE
DIY maintenance 
and decorating 
one room a year

Some help with 
maintenance and 
decorating each 

year

Replace kitchen 
and bathroom 

every 10/15 years

 FOOD & DRINK A £38 weekly  
food shop

A £46 weekly  
food shop

A £56 weekly  
food shop

TRANSPORT No car
Three-year-old car 
replaced every 10 

years

Two-year-old car 
replaced every 

five years

 HOLIDAYS 
& LEISURE

A week and a long 
weekend in the  
UK every year

Two weeks in 
Europe and a long 
weekend in the UK 

every year

Three weeks in 
Europe every year

 CLOTHING  
& PERSONAL

£460 for clothing 
and footwear each 

year

£750 for clothing 
and footwear each 

year

£1,000 - £1,500 
for clothing and 
footwear each 

year

 HELPING 
OTHERS

£10 for each 
birthday present

£30 for each 
birthday present

£50 for each 
birthday present
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SIPP 
by SIPP 

John Blowers runs through 
the key points to consider 
if you want to set up your 
own SIPP

I f your 2020 New 
Year’s resolutions 
include setting up a 
self-invested personal 

pension (SIPP), what’s the 
best way to go about it?

Launched in 1989, the SIPP 
market has matured over the last 
decade as the weapon of choice for 
the DIY retirement investor. If you’re 
going to run your own retirement 
portfolio, you’ll need a SIPP to do it.

Moreover, if you’ve collected a bunch 
of dormant company pensions over your 
career, with a few thousand pounds 
rattling around inside them, you can 
transfer these into your SIPP and take 
control of both what you choose to 
invest in and the charges you pay.

The purpose of this month’s article is 
to look at various options for different 
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types of pension saver, from novice 
through to experienced investor, as 
they often have different needs.

What we can’t do is look forensically 
into what to actually invest in, but we 
will look at asset classes more generally, 
especially in light of Vanguard’s up-
and-coming direct pension offering.

Also, on visiting a friend recently, 
I was impressed by the thorough 
research he conducted to create his 
investment trust-only SIPP on AJ 
Bell’s Youinvest platform.

He has created a spreadsheet on his 
portfolio away from his platform to 
analyse his asset allocation, charges 
and performance.

The most important point 
is to spend time looking at 
what you currently have 
invested, which means 
rooting out old pension 
statements of current and 
past employers

up to the more advanced strategies 
for more experienced investors, 
paying particular attention to costs, 
simplicity and capability.

Back to basics
So, is it really worth setting up a 
SIPP? That depends on your existing 
pension arrangements, but unless 
you have a generous company 
scheme, you should consider it.

The most important point is to 
spend time looking at what you 
currently have invested, which 
means rooting out old pension 
statements of current and past 
employers. If you are self-employed, 
the onus is on you to set up your 
own retirement fund. Too many 
people who are self-employed have 
confessed a pension was a low 
priority when running their business 
and are now suffering as a result. 
Learn from their mistakes!

You may feel confident already 
you will have enough saved for 
retirement, which is fine, but as a 

rule of thumb you should aim for 
£500,000 to £1m in your pension.

If you think your current employer 
scheme will bring you up short, then 
the best way to pump-prime a new 
SIPP is to hunt out any dormant 
pensions you have from past 
employers and transfer them in. It is 
relatively easy to open a new SIPP on 
most well-known platforms, but pick 
a provider with the right charging 
structure to suit your needs.

There are still a few platforms 
charging pretty hefty SIPP 
administration fees that you will 
need to factor in to the overall cost of 
managing your investments.

Once your SIPP account is open, 
there is a straightforward process 
to authorise the platform to move 
the holdings from your old pension 
providers into your account and 
under your control. Then you can 
see what you’ve got and decide if the 
investments are in the right funds 
or whether you want to sell those 
holdings and invest in other products 
to best-suit your needs.

Traditionally, this has been 
the way to go about obtaining 
a complete overview of your 
retirement investments, but there 
are new methods of achieving the 
same outcome that could be more 
appealing to the novice investor.

He almost lost me in the detail and 
it made me wonder about novices 
who are not making any retirement 
provision simply because they think 
investing is that complicated.

So, I thought we could look at 
“falling off a log” easy investment 
solutions now available for people 
who want to start their own pensions, 

TRUSTNET

TRADITIONAL INVESTMENT PLATFORM SIPP OFFERINGS

Most platforms have reduced charges for portfolios over £250,000
*Interactive Investor has a range of fixed-fee models – the lowest-cost one is used here
**Includes trading credits against monthly fee

Platform SIPP admin fee Dealing costs (funds) Platform fee

AJ Bell Youinvest FREE £1.50 0.25%

Barclays Smart Investor £150 £3 0.20%

Charles Stanley Direct £120 £0 0.35%

Fidelity Personal Investing FREE £0 0.35%

Hargreaves Lansdown FREE £0 0.45%

interactive investor* £120 £7.99 £9.99**

http://trustnet.com
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Novice investors
If you are nervous about managing 
your own investments, or simply 
don’t have the time or can’t be 
bothered, there are a range of 
alternative providers that can help.

Although most of the platforms 
mentioned above provide what are 
commonly called model portfolios 
– essentially their expert pick of a 
range of diversified funds – other 
providers have put these offerings 
front and centre and these warrant a 
closer look.

Pension offerings for 
savers who want to delegate
There are other firms entering the 
simple investing marketplace and 
typically they utilise low-cost ETF-
based portfolios to keep costs down.

Most firms are relatively recent 
start-ups, but Vanguard’s pending 
entrance into the direct pension 
market is significant, given its 
success in the US. It now manages 
more than $5.6trn worldwide.

Many people invest in Vanguard’s 
LifeStrategy funds within their 
SIPP through the usual investment 
platforms, such as Hargreaves 
Lansdown. Now that Vanguard is 
offering these directly in a pension 
wrapper at just 0.37 per cent, this 
could be a game changer – not only 

A platform that helps you analyse the performance of 
your holdings and highlights the investments that are 
doing well or poorly is extremely helpful

for investors looking to delegate, but 
also for those who want to keep costs 
to a minimum.

The other providers in this category 
also represent a good choice if you 
don’t want to take up too much time 
managing your own investments. 
They offer clear language, 
explanations and interfaces suitable 
for the less experienced investor.

Experienced investors 
If you’re a fan of Nick Train and 
Terry Smith among other superstar 
fund managers, you’ll have no 
doubt followed the demise of Neil 
Woodford and asked yourself 
whether they could go the same way.

With more than 3,600 funds to 
choose from, it is difficult to keep up 
with those that are performing well 
at any given point and fund selection 
errors are commonplace. I just have to 
look at my own portfolio to see that, 

trustnet.com

mostly because I pick funds when 
they’re doing well but never sell them 
when their performance tails off.

Therefore, a platform that helps 
you analyse the performance of 
your holdings and highlights the 
investments that are doing well 
or poorly is extremely helpful. In 
addition, because you’re saving for 
retirement, some kind of planner that 
shows potential future growth and 
allows you to set targets will help you 
get your investment strategy right.

The platforms that provide the 
best information tend to be more 
expensive. Hargreaves Lansdown 
offers a wealth of information 
and tools, but it is pricey. 
Sometimes, the information you 
can glean helps you make inspired 
investment decisions that dwarf 
the cost of the platform fee, so 
you’ll need to take a holistic view 
as to your needs.

PENSION OFFERINGS FOR SAVERS WHO WANT TO DELEGATE

Provider Offering Fees

eVestor Three risk-rated portfolios 0.52% p.a.

Nutmeg

Three risk-rated strategies 
– fixed allocation, fully 
managed and socially 

responsible

c. 0.95% p.a.

PensionBee
Seven portfolios, such as a 
tracker, ESG, Shariah and a 

tailored plan
0.50-0.95% p.a.

Vanguard
Own products, including 

LifeStrategy portfolios and 
Target Retirement funds

0.37% p.a. if invested in the 
LifeStrategy portfolios

http://trustnet.com
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More experienced investors tend 
to be interested in a wider range of 
asset classes, such as investment 
trusts, bonds, direct equities and 
specialist funds that are only 
likely to be available on the larger 
platforms. The SIPP account may 
also have restrictions on the types 
of assets you can hold, which could 
limit your investment strategy (for 
example, investing in unquoted 
companies or commercial 
property).

Finally, do your investments really 
need to shoot the lights out year in 
and year out? Some professional 
investors (Terry Smith and Warren 
Buffett to name but two) aim to 
select a solid core of investments 
that they can hold for the long term.

Is there not something that we 
can learn from this? Choose highly 
rated funds from highly rated fund 
managers working for highly rated 
asset management firms and hold 
them for the long term.

And if we’re doing this, then do we 
really need the in-depth research 
and advanced functionality that we 
pay for in some of the investment 
platforms we use?

Or is the answer to buy a small 
number of investments at as low 
a cost as possible and leave them 
alone?

TRUSTNET

The $64,000 question
Occasionally, one of my wealthier 
friends asks what they should do 
with their investments. Most are 
clients of wealth managers, who 
perform consistently but charge 
aggressively for their service. I 
don’t discourage them to switch but 
instead tell them to put a sum of 
money directly into a low-cost fund 
so they can see the effects of charges 
on performance.

Using the platform comparison tool 
on comparefundplatforms.com, we 
can see the impact charges can have 
on a long-term SIPP investment.

It shows the difference in charges 
between a tracker and an actively 

managed fund held on the most 
expensive platform can be as high 
as 0.98 percentage points a year. On 
an initial lump sum of £100,000 
with further investments of £1,000 
a month over 25 years and assuming 
growth of 6 per cent per annum, the 
tool shows you would end up paying 
£166,211 more in charges if you 

went for the more 
expensive option. 

You’d need to generate an extra 1 
per cent above a standard ETF-based 
portfolio every year for 25 years to 
eradicate the higher charges.

If you’ve got real talent as an 
investor, you may think you can shoot 
for 9 per cent per annum. Those tiny 
increases in performance make a 
massive difference to the final value 
of your pension, regardless of charges, 
which here are huge.

Only one thing’s for sure. Over the 
long term – in this case 25 years – you 
can control your charges and cost, but 
you would have to be extremely lucky 
to control your fund performance. 

Choose highly rated 
funds from highly rated 
fund managers working 
for highly rated asset 
management firms and hold 
them for the long term

http://comparefundplatforms.com/
http://comparefundplatforms.com
http://trustnet.com
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Higher-quality companies 
that aim to grow sustainably 
should outperform over 
the long term due to their 
robust cash flows, focus 
on improving shareholder 
returns and increasing 
franchise value

Keeping  
it up

BMO Responsible Global Equity’s 
Jamie Jenkins names three stocks 
set to benefit from the increased 
investment focus on contributing 
to a more sustainable global 
economy 

T here is a growing recognition 
that looking at the world 
through a sustainable lens 

can lead to better financial outcomes 
for investors. In our experience, 
companies that have a proactive 
approach to managing environmental, 
social and governance issues, in terms 
of risks and opportunities, tend to 
achieve their strategic targets more 

We live on a planet 
where we have too much 
water where we do not 
want it and not enough 
where it is required. Xy-
lem is a US-based global 
water technology group 
that provides products 
and services to help its 

customers reduce water 
losses, optimise water-
system assets, address 
scarcity issues and help to 
prevent and/or quickly re-
spond to sewer and storm 
water overflows. Recent 
acquisitions have focused 
on smart technologies that 
will be central to driving 
efficiency and reducing 
water leakage. 

HDFC Bank is India’s 
second-largest private 
bank. Demographics 
should continue to drive 
Indian GDP growth: more 
than 45 per cent of the 
population is younger 
than 25, a subset that 
should enter the banking 
system as they become 

workers and earners. 
HDFC is using its status 
as a relative newcomer to 
become the most tech-
nology-focused lender in 
India and, unlike many of 
its competitors, has lit-
tle balance-sheet stress. 
An estimated unbanked 
population of 200 million 
should allow HDFC to ac-
celerate access to finance. 

 
Kubota is one of the 
world’s largest agricul-
tural and small-scale con-
struction equipment man-
ufacturers. Based in Japan, 
it represents a play on the 
mechanisation of farming 
in emerging markets where 
economic expansion and 
ballooning urban popula-

tions necessitate higher 
yields. Kubota dominates 
Asian rice farming and has 
a strong franchise in small-
scale tractors, mini-con-
struction equipment and 
recreational vehicles in the 
US. It recently used weak-
ness in the arable cycle to 
broaden its developed mar-
ket offering to larger-scale 
tractors and equipment.  

regularly and deliver better risk-
adjusted returns. We believe that 
higher-quality companies that aim to 
grow sustainably should outperform 
over the long term due to their robust 
cash flows, focus on improving 
shareholder returns and increasing 
franchise value. These companies 
should also be more resilient in the 
face of persistent economic and 
geopolitical volatility, due to their 
long-term strategic horizons. 

http://trustnet.com
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Luke Hyde-Smith is 
a portfolio manager at 
Waverton Investment 
Management 

The asset class has proven its value 
over time by providing reliable 
long-term total returns, inflation 
protection and the ability to offset 
the volatility of equity and fixed 
income investments

given the current focus 
on sustainability, 
emissions management 
under the Paris 
Agreement and the 
growth in renewables 
as a percentage of the 
energy supply.

Off-grid
Importantly, this 
company seeks to 
mitigate the government 
and subsidy risk that 
underpins many existing 
infrastructure and 
renewable investment 
opportunities, thus 
providing useful 
diversification away 
from traditional “core” 
infrastructure names. 
Meanwhile, non-
reliance on power prices 
differentiates it from 
renewables. Taking a 

step back from the detail, 
such solutions provide 
a major challenge to 
the established utilities 
such as traditional grid 
operators and may 
also help facilitate the 
ongoing electrification of 
the economy.

Steady as she goes
The company is seeking 
to deliver a 7 to 8 per 
cent per annum total 
return with an initial 5 
per cent yield, growing 
to 5.5 per cent once fully 
invested from year two 
onwards. The contracts 
on the underlying 
investments offer 
predictable and steady 
cash-flow streams, often 
supported by regulated 
or contractual revenues, 
and attractive operating 

SDCL Energy Efficiency 
Income Trust

Waverton’s Luke Hyde-Smith says this trust offers diversification 
away from equity and bonds, with an attractive yield, too

H ow should 
investors 
approach 

the question of what 
to do with the 40 per 
cent of their portfolio 
not invested in the 
equity market? Our 
contention is that an 
allocation to real assets 
can help investors 
meet the challenge of 
the low interest rate 
environment while also 
offering diversification 
benefits. The asset class 
has proven its value 
over time by providing 
reliable long-term 
total returns, inflation 
protection and the ability 
to offset the volatility of 
equity and fixed income 
investments. 

Real assets cover 
a broad and diverse 

universe of investment 
opportunities, with a 
return sensitivity to 
either inflation and/or 
economic growth that 
differs from traditional 
financial instruments. 
We have split the real 
asset universe into 
five asset classes: 
property, infrastructure, 
commodity, asset 
finance and specialist 
lending.

Positive energy
Our most recent 
purchase, in December 
2019, was the SDCL 
Energy Efficiency 
Income Trust, where we 
took the opportunity 
to increase our holding 
in the capital raise 
undertaken by the 
company. The trust 

listed in December 2018 
with £100m and has 
grown to £342m through 
further capital raises. 
Its permanent capital, 
closed-ended structure 
is suited to the illiquid 
underlying assets and 
long-term nature of 
the cash flows, thus 
providing investors a 
good means to access the 
opportunity set.

SDCL Energy Efficiency 
Income Trust seeks to  
provide a greener 
and cheaper solution 
to energy provision 
and help provide 
the infrastructure 
required for smaller 
scale, and thus more 
energy-efficient, power 
production. We see this 
opportunity growing 
significantly, particularly 

margins. There is also 
the potential for capital 
appreciation and 
inflation protection, 
which taken together 
makes the trust an 
appealing prospect 
in today’s investment 
environment. 

http://trustnet.com



