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high, but Premier Miton’s Simon 
Evan-Cook says this doesn’t 
mean it is overvalued 
P. 64-65

W hile getting 
scooped by 
a rival is an 

occupational hazard for 
a journalist, if you are 
writing about why we 
may have reached peak 
fossil-fuel demand, the 
last person you would 
expect to get usurped 
by is the head of one 
of the oil & gas majors. 
Yet this is exactly what 

happened as I was 
finishing up this issue, 
as BP chief executive 
Bernard Looney 
admitted the glory days 
for his industry may 
already be behind it. 
Nevertheless, if you 
wish to understand 
what is behind the shift 
in sentiment, turn to 
this month’s cover story 
overleaf. 
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Stranded

Anthony Luzio finds out why we 
may have already reached peak 
fossil-fuel demand – and what 
this would mean for the oil & gas 
majors

K ingsmill Bond is keen 
to stress he does not 
have an environmental 
background. When asked 

to describe how he came to work 
at independent thinktank Carbon 
Tracker, the strategist says, “it is 
slightly embarrassing because I’m a 
fish out of water in this world”.

“For my sins, I’ve not been a 
particularly green person. And no 
doubt I will pay for that in purgatory 
one day. I’m just a finance guy.”

This should make his forecasts 
about the future of fossil fuels even 
more worrying for investors with 
exposure to this industry – his 
argument about why it is in trouble 
is not based on ethics or some sort of 
moral responsibility to keep carbon 
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emissions within a certain level, but 
on pure economics.

And the argument is a simple one: 
the world has already seen peak 
fossil-fuel demand. In a recent 
Trustnet article, Bond pointed to 
the plummeting cost of solar, wind 
and battery-storage technology; this 
is falling by around 20 per cent for 
every doubling in capacity, which 

“There has been no demand in oil & gas or liquid energy 
in the West for some years now, but there hasn’t been 
a drop in the developing world, which is where all the 
growth is coming from”

takes place every two to three years. 
Covid-19 has sent demand for fossil 
fuels tumbling by 9 per cent and 
this figure will not recover until the 
mid-20s – by which time the likes 
of oil, gas and coal will not be able 
to compete with renewable energy 
sources from a cost perspective.

So, when this compelling argument 
was put to some of the fund managers 
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“The western zeitgeist is on the one hand saying, ‘we 
need to reduce carbon’. But at the same time, this means 
they are saying ‘okay developing world, we don’t want 
you to develop anymore’”

who still have exposure to the fossil- 
fuel sector, was it enough to make 
them give up on hopes of a rebound?

In a word, no.

“I find that a bit troubling”
Alec Cutler of the Orbis Global 
Balanced fund accepts the notion we 
have reached peak fossil-fuel demand 
would appear to be the consensus 
from the lowly share prices of the oil 
& gas majors, but suspects that if you 
were to ask someone in Malaysia, 

Indonesia or India, “they might have a 
different answer”.

“There has been no demand in oil 
& gas or liquid energy in the West for 
some years now, but there hasn’t been 
a drop in the developing world, which 
is where all the growth is coming 
from,” he explains.

“This is hard for people in Europe, 
the UK or the US to conceive of, but 
basic human instinct is to develop.”

The manager says the problem is 
the huge amount of capital needed to 

Back in April, a report from 
BloombergNEF noted the 
global benchmark LCOE 
(levelised cost of electricity, 
which estimates the revenue 
required to build and 
operate a generator over 
a specified cost recovery 
period) for onshore wind 
and utility-scale solar fell 
9 and 4 per cent since the 
second half of 2019 to $44 
and $50MWh (megawatt-

hour), respectively. And the 
cost continues to plummet: 
best-in-class onshore wind 
projects can achieve an 
LCOE of between $24 and 
$29MWh, while some of 
the cheapest solar projects 
financed in the last six 
months will be able to 
achieve an LCOE of $23 to 
$29MWh. In the past month, 
a world record for the lowest 
price of future solar power 

output was set in Portugal, 
at €11.17MWh ($13.45).

This compares with an 
LCOE for coal of $60 to 
$143MWh. An existing plant 
is capable of delivering 
energy for about $40MWh, 
but it is now becoming 
cheaper to build and 
operate solar and wind 
farms than to continue 
running an operational coal 
power station.

The facts 

https://www.bailliegifford.com/en/uk/individual-investors/funds/positive-change-fund/
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switch from fossil fuels to renewable 
energy – and while this is easy to 
come by in the West, it is a different 
story in emerging markets.

“Scary”
“Unless Davos, London and 
Washington decide to fund 
alternative energy projects in the 
developing world, they have no 
choice but to use coal or gas for their 
electricity,” he continues. “And the 
number of new coal plants starting 
up each month is scary.

“You still need portable fuels to 
ride a motorbike or car. Electric 
cars have every investor scared of 
the major integrated oil companies, 
but the developing part of the world 
can’t even conceive of having an 
electric car or motorbike. They’re just 
focusing on getting their first form 
of transportation that can take them 
more than a couple of miles.”

He adds: “I find that a bit troubling, 
the western zeitgeist is on the one 
hand saying, ‘we need to reduce 
carbon’. But at the same time, 
this means they are saying ‘okay 

developing world, we don’t want you 
to develop anymore’.”

This certainly sounds a fair point, 
but Bond says it completely overlooks 
the developments that have already 
taken place in emerging markets.

Cheap and quick
“If you’re sitting in rural India or 
Africa and you don’t have electricity 
at all, you have three options,” he 
explains.

“Option one is you buy a solar panel, 
put it up on the roof and you get 
electricity, which is what companies 
like Solarcentury are helping people 
do. That’s extremely cheap and 
quick, and there are 200 million 
people already connected through 
systems like that. This is highly 
likely to be the answer for countries 
with relatively low population 
densities.

“Or you can get a grid connection, 
and then the question is, how do you 
supply the energy to that?

“Option two is importing gas or 
using domestic coal and option three 
is using domestic solar or wind.”

“What is of course happening with two- or three-wheelers 
is they are electrifying much faster than cars. Your Indian 
first-time buyer is increasingly buying electric mopeds, 
motorbikes and rickshaws”

  [ FOSSIL FUELS ]
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 And the strategist says emerging 
markets are already in a situation 
where the cost of solar is dramatically 
lower than the cost of coal or gas if 
you are building a new plant.

“Unfortunately and extremely 
unwisely, the Chinese are still forcing 
coal plants on various countries 
across the Belt and Road Initiative,” 
he admits.

“Although it has to be said, there’s a 
big pushback coming from countries 
that don’t want this stuff. Even within 
China, the government is building 
these coal plants but they’re running 
at 50 per cent capacity, so you can 

“A dumb argument”
“This is a dumb argument if 95 per 
cent of the world’s demand has an 
answer. Today, about 70 per cent of 
the world’s oil demand has alternative 
solutions. The point is, if you’ve got 
falling demand in lots of different 
areas, you can still have rising 
demand in one or two.”

And Bond says this also ignores the 
technological strides being made in 
aeronautical engineering.

“There are already electric planes 
flying and I was reading a report this 
morning about how hydrogen planes 
are going to be in the sky by 2023. 
I suspect this is going to be like the 
discussions from two or three years 

“By 2030, I am confident that it will 
be game over.”

Another argument made by fund 
managers relates to air travel – one 
estimated that 70 per cent of the 
world’s population has never travelled 
on an aeroplane. The growing middle 
class in emerging markets should see 
this number shrink, acting as a long-
term tailwind for the airline industry 
– and fossil-fuel consumption.

Yet Bond says this is nothing more 
than a distraction.

“It is always amazing to hear this 
argument because what these guys do 
is take the toughest part of the system, 
which is about 5 per cent of global oil 
demand, and say ‘this doesn’t have an 
answer today and therefore demand is 
going to carry on rising’.

  [ FOSSIL FUELS ]
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close these things down and both 
improve the quality of air and make 
more money.

“You’ve got to realise the stuff still 
being built is the inertia from the end 
of the last system and it is not going to 
determine the amount of coal getting 
burned, because it is not being used.”

Electrifying
However, it is the subject of electric 
vehicles in the developing world 
where Bond thinks progress is most 
overlooked. Many analysts fall 
into the trap of comparing take-up 
with that in the West, where there 
is a slow disruption of a transport 
infrastructure built around the 
internal combustion engine. Yet Bond 
points out that in emerging markets, 
there is often little, if anything, that 
electric vehicles need to disrupt.

“What is of course happening 
with two- or three-wheelers is they 
are electrifying much faster than 
cars,” he says. “Your Indian first-

time buyer is increasingly buying 
electric mopeds, motorbikes and 
rickshaws. My principal mode 
of transport is electric bicycle, 
because it’s easy, it’s really cheap 

and you don’t need much power. 
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ago, when people were saying you 
could never have electric trucks.

The easy stuff
“Then lo and behold, you started 
getting electric vans, electric light 
trucks and now you have electric 
medium and heavy trucks. It will 
probably be the same thing in flying: 
you’ve got to chip away at the easy 
stuff first; the other stuff comes later.”

In fact, Bond was so dismissive of 
these arguments for growth in fossil-
fuel demand, he says he can come up 
with better ones of his own.

One would be in the event of an 
escalation of tensions between the 
US and China into a full-blown 
conflict, which would see everyone do 
“whatever they could to survive”.

“Then you would have the separation 
– at least temporarily – of Chinese and 
western expertise,” he adds.

“And the other real risk is that the 
incumbents seize control of the 
political process in enough countries 
and use it to prop up the fossil-fuel 
sector and resist change.

“I’m relaxed about that because 80 
per cent of the world imports fossil 
fuels, so why would you prop up that 
system if you’re living in Europe, 
China or India? That said, these 
people have tentacles everywhere and 
their capacity to hold back and resist 
change is quite impressive.”

Poacher turned gamekeeper
What may come as a surprise is that 
some of the fund managers that 
hold the oil majors are sympathetic 
to Bond’s view on peak fossil-fuel 
demand, but believe these stocks 
have a vital role to play in the shift to 
renewable energy.

While Richard Buxton, manager of 
the Merian UK Alpha fund, doesn’t 
believe we have reached peak fossil-
fuel demand just yet, he says he can 
see it coming – as can Shell.

“Which is why it embarked on this 
radical overhaul, with this massive 
shift away from further investment 
in hydrocarbons,” he says. 

“It recognises the world will be oil & 
gas dependent for many years, so it 

What may come as a surprise is that some of the fund 
managers that hold the oil majors are sympathetic to 
Bond’s view on peak fossil-fuel demand, but believe these 
stocks have a vital role to play in the shift to renewable 
energy

https://www.trustnet.com/factsheets/o/s694/merian-uk-alpha
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will harvest those cash flows, with all 
the capex going into renewables.

“BP showed a slide of an EV [electric 
vehicle] charging station in China and 
even though it was midnight, every 
port was full. This will lead to an 80 
per cent increase in electricity demand 
and there’s room for everyone.”

This is a view echoed by James 
Henderson, who holds BP and Shell 
in his Janus Henderson UK Equity 
Income & Growth fund.

“It is a juggling act by the likes of 
Shell to run down the legacy business 
and replace it with renewable fuel,” 
he says.

“But people forget these companies 
know how to operate big plant, 
they have the infrastructure and 
the balance sheet. We own some 
hydrogen stocks, but these need the 
big boy: to commission and run big 
plant requires huge capital spend. For 
me, Shell is part of the answer.”

Right on cue, on 4 August, BP 
announced its transition from 
“international oil company to 
integrated energy company”, 
including commitments to increase 
low-carbon investment by 10-fold and 
decrease emissions by 30 to 35 per 
cent before 2030.

While Bond appreciates the gesture, 
he does not think it will be enough.

“Good luck to them, if they succeed 
in their transition, that’s great,” 
he says. “But the rule of thumb 
from every technology transition 
in history is incumbents always 
struggle because they are completely 
tooled up for the old system and they 
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face competition which is completely 
tooled up for the new one.

“Just look at our own experience: 
why is it that we are using Zoom 
and not the BT equivalent? Why do 
we use Google and not the postal 
service equivalent? It’s quite normal 
in every sphere of life for incumbent 
companies to get wiped out by 
technology transitions.”

Another reason why he fears for the 
oil majors’ ability to tap into the green 
revolution relates to simple maths.

For example, a typical starting point 
would be a balance sheet that is 100 
per cent committed to fossil fuels, 
with 10 per cent of this figure spent 
on capex each year, of which 1 per 
cent is renewable projects. Even if the 
company increased this figure 10-fold, 

it would still only represent 1 per cent 
of the balance sheet.

“If you really want to transition, 
you’ve got to do what Ørsted did and 
totally reposition the company and 
get rid of your old assets,” Bond adds.

“We never said we can get to net 0 
or 1 degrees. It is not the debate for 
us. The debate is, we have a massive 
global industry tooled up for growth 
in fossil-fuel production and that 
is extremely vulnerable. If demand 
starts falling, you’re going to see a lot 
of stranded assets.

“I’m really impressed with what 
BP has done. But to be clear, we 
consistently say to them and all the 
other oil companies, the reason to 
change is not to save the planet, but to 
save yourselves.” 

“The rule of thumb from every technology transition in 
history is incumbents always struggle, because they are 
completely tooled up for the old system and they face 
competition which is completely tooled up for the new 
one”

SOLAR AND WIND GENERATION (TWh)

Wind Solar

Source: BP Statistical Review of World Energy
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Investing for  
a positive impact

How do you find a company 
that generates decent 
investment returns while 
also benefiting society? 

The secret may lie in the dual objective 
of Baillie Gifford’s Positive Change 
Fund, which aims to make an annual 
return two per cent higher than your 
average global investment*, while 
also contributing to an inclusive and 
sustainable world. Both objectives are 
given equal importance. 

“With our positive change 
objective, it’s all about the analysing 
and reporting of impact, while 
acknowledging that there’s no such 
thing as a perfect company,” explains 
the fund’s joint manager Kate Fox.

Take the fast-fashion companies 
which have transformed retail and 
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What do we mean by impact investing and can it really deliver? 
Kate Fox, joint manager of Baillie Gifford’s Positive Change Fund, 
talks to Iona Bain

The value of an investment in the 
fund, and any income from it, can 
fall as well as rise and investors may 
not get back the amount invested.

opened up numerous investment 
opportunities. But Fox says making 
that white T-shirt you will throw away 
next week uses 2,700 litres of water, and 
the global textile industry pumps out 
more harmful emissions than aviation 
and shipping combined. “We need to 
change our relationship with clothes, 
keep them for longer, think about how 
we recycle and educate the consumer,” 
Fox says, adding that the fund has no 
investments in the industry.

This fund thinks deeply about 
four themes that impact our lives: 
social inclusion and education; the 
environment and natural resources; 
healthcare and quality of life; and 
what it calls the ‘base of the pyramid’ 
(people on the bottom rung of the 
global wealth ladder). 

“We need a process that can be 
applied consistently across lots of 
different companies,” explains Fox. 
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The chosen few are judged on their products, their 
ambition for positive change and their business practices

“Not all progress is easy to quantify – 
how do you put a figure on improving 
access to information, for example? 
But it’s important we do this well.” 
That’s because anyone buying into 
such a fund is committed to creating 
real change and proving it works is key 
to attracting more people into impact 
investing.

Baillie Gifford investment analysts 
have been bang on the money in 
predicting some of today’s superstars 
such as Amazon and Tesla. It’s their 
job to identify tomorrow’s successful 
companies. The shortlisted progressive 

companies then go to the Positive 
Change Team for more scrutiny that 
can take months, or even years. 

This thoroughness leads to some 
unexpected omissions, such as solar 
power. “Yes, it has benefits from 
the environmental perspective, but 
we haven’t been able to identify a 
company that we think has a sufficient 
competitive edge and can deliver 
sustainable returns.

“We are looking for businesses that 
have the potential to double over 
the next five years, with significant 
opportunities thereafter,” says Fox. 
The chosen few are judged on their 
products, their ambition for positive 
change and their business practices. 
To measure their impact annually, 
there is a five-point analysis of the 
resources they use, activities and 
outputs, and the short-term and 
longer-term impacts they have on 
society. That last assessment is 
made a little easier by using the UN’s 
Sustainable Development Goals as a 
common framework.

In the healthcare arena, Fox 
highlights DexCom, which has 

revolutionised life for diabetics by 
offering continuous monitoring in 
place of fingerstick tests. “Diabetes 
is a huge and growing problem: 460 
million people in the world suffer 
from it.” For a firm to pass the test, 
it needs to be serious about creating 
positive change. “It’s not just about 
a mission statement, but about 
actions and structures that back it up 
– for instance DexCom’s continuing 
research and development and its 
commitment to making its products 
more widely accessible.”

Other examples of investing for 
impact include Tesla, which earns its 
place in the fund, not just by making 
greener cars, but investing to make 
them cheaper, tackling the challenge 
of storing electricity and opening up its 

patents to help the industry to widen. 
Google and YouTube owner Alphabet 
is judged not only to be a “powerful 
equalising force”, but to be “committed 
to improving the lives of millions of 
people,” Fox says. But she admits that 
its record on tax meant that it “scored 
zero on business practices”.

Investing ought to give us a sense of 
making a difference, Fox says. “When I 
think about my career as an investor, I 
have never enjoyed it more than since 
I’ve been managing Positive Change. 
We are not just helping people 
invest, but channelling capital in a 
responsible way towards companies 
that are going to innovate and address 
global challenges to create a more 
sustainable world. This is what impact 
investing is all about.” 

This article does not constitute, and is not subject to the protections afforded 
to, independent research. Baillie Gifford and its staff may have dealt in the 
investments concerned. The views expressed are not statements of fact and 
should not be considered as advice or a recommendation to buy, sell or hold a 
particular investment. 

The Fund’s share price can be volatile due to movements in the prices of the 
underlying holdings and the basis on which the Fund is priced. Investments 
with exposure to overseas securities can be affected by changing stock market 
conditions and currency exchange rates. 

Baillie Gifford & Co Limited is authorised and regulated by the Financial 
Conduct Authority. Baillie Gifford & Co Limited is an Authorised Corporate 
Director of OEICs. All data is sourced from Baillie Gifford & Co unless 
otherwise stated.

* We consider the MSCI AC World Index +2% per annum over rolling five-year periods to be 
an appropriate target given the investment policy and the approach taken by the manager. There 
is no guarantee that this objective will be achieved over any time period and actual investment 
returns may differ from this objective, particularly over shorter time periods.
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Sin city

While fund managers fall over themselves in a bid 
to prove their ESG credentials, Cherry Reynard 
asks if this has created a buying opportunity in 
morally questionable areas of the market

A s the dust settles, 
investors have begun 
to focus on the brave 
new world likely to 

emerge from the pandemic: a world 
of agile working, technological 
advancement and clean energy. In 
the excitement over the potential 
for change, they have largely 
forgotten there is an older and 
murkier world that still exists: from 
airlines to tobacco to armaments. 
These unloved areas already trade 
on a discount, but in a world 
focused on ESG (environmental, 
social and governance) issues, can 
they bounce back?

Two tribes
The pandemic has polarised markets 
into the haves and have-nots. On the 
one hand, there are those companies 
that tick the boxes for sustainability, 
from future-proof technology stocks 
such as Zoom and Amazon to green 
energy providers. In contrast, areas 
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such as oil and tobacco have grown 
unfashionable and investors have 
deserted them in droves.    

This is reflected in performance. 
Tom Becket, chief investment officer 
at Psigma Investment Management, 
says the performance of the Nasdaq 
versus the FTSE 100 is a crude 
proxy for this gap in valuations. 
The UK market is dominated 
by unloved sectors, which 
explains its recent relative 
weakness. While the 
Nasdaq is up 102.14 per 
cent over the past three 
years, the FTSE 100 is 
down 9.58 per cent.

Areas such as oil 
and tobacco have grown 
unfashionable and investors 
have deserted them in 
droves
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Apples and oranges
This has opened up some significant 
valuation differences: at $2trn, Apple is 
now worth more than the entire FTSE 
100, for example. Even within the UK 
market, the valuation differential is 
stark. British American Tobacco trades 
at around 9x earnings; Unilever at 22x. 

On the face of it, these differences may 
seem rational. After all, many of these 
businesses appear to be in long-term 
decline. Is a business reliant on fossil 

fuels sustainable in a low-carbon world? 
Can investors support a company selling 
something as harmful and addictive 
as tobacco? With this argument, cheap 
valuations are illusory: these companies 
are simply value traps. 

But there is an alternative view. After 
all, oil and coal are still responsible for 
just under 60 per cent of the world’s 
energy mix; the tobacco industry is 
worth around $700bn a year, with 
the e-cigarette market growing fast. 

Can investors support a company selling something as 
harmful and addictive as tobacco? With this argument, 
cheap valuations are illusory: these companies are 
simply value traps

PERFORMANCE OF INDICES OVER 3YRS

Source: FE Analytics
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Humans don’t yet seem to have lost 
their taste for war, alcohol or smut. 
There would appear to be value 
in “sin”, even if the market tide is 
currently against it. 

Becket believes there may be a “self-
fulfilling, positive feedback loop” 
with ESG: “Investors want to buy 
companies that make them feel good, 

“If they continue to trade at a significant discount and 
public money can’t invest in them, these companies may 
get taken private. We are already starting to see these 
areas attract private equity interest”

money floods in, these outperform 
and become a bigger part of the index. 
The outperformance gathers the 
interest of investors and more money 
is directed towards these companies.” 

Sin stocks, which pollute or endanger 
health, have the opposite problem. 
The difficulty is not they don’t have 
value; it’s that there aren’t any buyers. 

PERFORMANCE OF INDICES OVER 10YRS

Source: FE Analytics
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A grey area
That said, an increased focus on ESG 
doesn’t necessarily rule out sin stocks. 
They may scrape into a portfolio on 
the engagement side – fund managers 
often seek to take a best-of-breed 
approach and engage with company 
directors to improve their scores. 
However, Gavin Haynes, consultant at 
Fairview Investing, points out this too 
has its limitations: “It’s possible to see 
an oil company that is transitioning 
its business to renewables as part 
of an ESG portfolio. There are fund 

managers that believe Total or BP can 
adapt to a low-carbon world, but it 
is hard to see tobacco or armament 
companies passing these screens.”
It may fall to value managers to 
be buyers of last resort. However, 
the higher-profile value managers 
don’t appear to be returning 
to these areas on a significant 
scale. They barely feature in the 
top-10 holdings of Schroder 
Recovery, for example, which 
instead prioritises unloved 
supermarkets and banks.
Only BP makes the grade. Ben 

Whitmore, manager of Jupiter 
UK Special Situations, has delved 

into miners and has a holding in 
tobacco company Imperial Brands, 
but oil & gas makes up just 3.3 per cent 
of the portfolio.

Private buy
If there are fewer buyers in public 
markets, Becket believes private 
investors may step in: “If they continue 
to trade at a significant discount and 
public money can’t invest in them, 
these companies may get taken private. 
We are already starting to see these 
areas attract private equity interest.” 

Another wild card, he suggests, 
could be Chinese investors. With a 
weakening dollar and low yields, US 
treasuries don’t look appealing and 
any surplus cash may be funnelled 
towards real assets.

He says that if there is any sign that 
the world is turning, share prices 
could move a long way very quickly: 
investors are underweight these  
stocks and will move quickly to cover 
their backs. 

While there are no immediate 
catalysts for a change in sentiment 
towards sin stocks, there is a price for 
everything and they are cheaper now 
than they have ever been. 

“There are fund managers 
that believe Total or BP 
can adapt to a low-carbon 
world, but it is hard to 
see tobacco or armament 
companies passing these 
screens”

https://www.trustnet.com/factsheets/o/05ao/schroder-recovery
https://www.trustnet.com/factsheets/o/05ao/schroder-recovery
https://www.trustnet.com/factsheets/o/fer9/jupiter-uk-special-situations
https://www.trustnet.com/factsheets/o/fer9/jupiter-uk-special-situations
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Desperately seeking 
sustainable income

Sustainable equity funds have excelled from a total return point of 
view recently, but what are the options for fixed income investors? 
Rebecca Jones finds out

I ncome, as most investors 
are painfully aware, is hard 
to come by these days. This is 
particularly true for anyone 

interested in sustainable investment: 
a sector where most companies 
are focused on growth, rather than 
income, making equity income a 
rarity. The sustainable and green bond 
sectors, however, are growing apace, 
with the Covid-19 pandemic helping to 
spur issuance of these securities to an 
all-time high of £75.5bn in the second 
quarter of 2020, according to the latest 
report from Moody’s.

The sustainable bond sector has 
been one of the biggest surprise 
beneficiaries of the current crisis, 
with corporates, government bodies 
and NGOs alike all scrambling to 
raise debt to finance social-support 
packages. 
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Simon Bond, manager of the 
Threadneedle UK Social Bond fund, 
says: “In March, we saw a flurry of 
issuance from organisations like the 
Nordic Investment Bank, the Austrian 
government, the French employment 
agency and others supporting areas 
like SME lending. The speed of the 
Covid response was surprising.” 

What’s in a name?
During this period, Bond says yield 
spreads widened significantly as issuers 
flooded the market, a fact reflected in 
his own fund’s average yield, which 
spiked 100bps to 2.5 per cent in March. 

Aitken Ross, manager of the Liontrust 
Sustainable Future Corporate Bond 
fund, concurs: “The market has 
been quite challenging over the past 

https://www.trustnet.com/factsheets/o/jtyr/threadneedle-uk-social-bond-z-acc-gbp
https://www.trustnet.com/factsheets/o/cu97/liontrust-sustainable-future-corporate-bond-2-inc
https://www.trustnet.com/factsheets/o/cu97/liontrust-sustainable-future-corporate-bond-2-inc
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few months. People have almost 
been shutting their eyes and buying 
anything, and as a manager that 
focuses on quality, you don’t want to 
get caught up in the madness. But you 
don’t want to get left behind, either.”

The good-bond boom isn’t all about 
the coronavirus, though. In Europe 
especially, a firm and growing focus on 
carbon-reduction targets has seen huge 
demand for green bonds since 2016. 

“There is a real bull market in 
investment grade green bonds right 
now, with assistance from the EU 
on carbon reduction supporting 

issuance,” says Julien Bras, manager 
of the Allianz Green Bond fund. 

And it’s not all oil & gas giants trying 
to greenwash their supply, either. Bras 
says Repsol has been the only supplier 
of note in his universe to issue a green 

“There is a real bull market 
in investment grade 
green bonds right now, 
with assistance from the 
EU on carbon reduction 
supporting issuance”

Baillie Gifford & Co Limited is the Authorised Corporate Director of the Baillie Gifford ICVCs. Baillie Gifford & Co Limited is wholly owned by Baillie Gifford & Co. 
Both companies are authorised and regulated by the Financial Conduct Authority.
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exchange rates will affect the value of the investment in the fund and  
any income from it. Investors may not get back the amount invested.

Find out more by watching our film at bailliegifford.com/positivechange

PERFORMANCE OF FUNDS VS SECTOR OVER 5YRS

Source: FE Analytics
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bond, with financials, real estate, 
transportation and industrial sectors all 
presenting far superior opportunities. 

Chasing good yields 
Yields are, however, relatively low 
in the green bond space. Allianz 
Green Bond, for example, is currently 
yielding just 0.85 per cent a year 
and even that is 10bps above the 
benchmark. Anyone seeking a higher 
income would do better to look at 
areas where Ross and Bond operate. 
Ross has the meatier offering, with the 
current total yield on the Liontrust 
Sustainable Future Corporate Bond 

Yields are, however, relatively low in the green bond 
space. Allianz Green Bond, for example, is currently 
yielding just 0.85 per cent a year and even that is 10bps 
above the benchmark

fund sitting at around 2.5 per cent, 
while the Threadneedle UK Social 
Bond fund pays about 1.3 per cent. 
For purists, these portfolios also 
offer less ambiguity when it comes to 
sustainable and social credentials.

Ross says one problem with green 
bonds is that often, they are not 
ringfenced from the company, whose 
activities may not be sustainable. 

“Or they are, but the bond isn’t 
immune from a scandal,” he adds. 

“We wouldn’t buy a bond from a 
company that we weren’t totally 
happy with.” 

According to Bond, this is 

One option for investors 
who want an income 
from ethical sources but 
who are put off by low 
yields in ethical bonds 
is an investment trust in 
the Renewable Energy 
Infrastructure sector, which 
is currently paying out 5.3 

per cent. Trusts in this sector 
operate assets such as wind 
and solar farms, or even 
the batteries for storing 
sustainably generated 
energy.

A significant proportion of 
revenues are derived from 
feed-in tariffs and renewable 

obligation certificates, 
meaning that in the event of 
a collapse in power prices, 
much of their income would 
be protected. However, you 
will need to pay up for these 
attributes, with the average 
trust in the sector trading at 
a premium of 16.5 per cent.

Follow the sun

https://www.fefundinfo.com/en-gb/mosaic
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steadily changing, with watchdog 
the International Capital Market 
Association (ICMA) starting to apply 
company-wide criteria on green 
bond issuers. Nonetheless, both 
yields and causes are arguably more 
interesting in the social space, with 
Bond celebrating the first ever issue of 
an education-focused bond this year, 
from Pearson. 

It’s the environment, dummy 
Interest in the social side of ESG has 
grown so much as a result of Covid-19 
that Bond says he has seen more 
issuance related to areas such as 
employment, housing, education and 
health in 2020 than all the issues in 
every other year combined.  

However, this is giving him some 
cause for concern: “It’s great to see 
people thinking more about these 
issues – I no longer feel like a lone 
voice crying in the wilderness. 
But we do need to get back to the 
environment. If we get that wrong, as 

trustnet.com

One problem with green 
bonds is that often, they 
are not ringfenced from 
the company, whose 
activities may not be 
sustainable

terrible as things are now, that really 
will be the worst event for society.”

Ross agrees that the single biggest 
threat to financial markets lies in 
underestimating the risk posed 
by climate change: “If you fully 
understand carbon-reduction targets 
and what that means for carbon-
intensive businesses, you will want a 
strategy like this. We have plenty of 
people who look at us and say, ‘yeah, 
that makes sense. This is just a bloody 
good fund’, and put us in their main 
portfolios.” 

Bras also sees fear over climate 
change as the long-term driver for 
the European market, underlined by 
Germany’s plans to raise £5.3bn in its 
first ever green bond sale this year. 
This support is, ultimately, making 
green bonds one of the hottest fixed 
income games in town.  

Whichever sector you look at – 
whether it be sustainable, social, 
green bonds or all of the above – 
the trend is clear: much more of it, 
and much more is coming. Yields 
may not be spectacular, but they 
are plentiful and appear to be well 
supported by central banks pumping 
in liquidity and a regulatory regime 
that is aiming to halt climate change. 
On the other hand, income investors 
sitting around waiting for their oil & 
gas dividends to flow again may be 
waiting a long time. 

[ SUSTAINABLE BONDS ]
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Source: FE Analytics

MANAGERS: Peter Michaelis, Simon Clements & Chris Foster / LAUNCHED: 19/02/2001 / 
FUND SIZE: £877m / OCF: 0.9%
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CROWN RATING

Liontrust Sustainable 
Future Global Growth

This fund’s managers believe the companies that will thrive in the 
current fast-changing environment are those that improve people’s 
quality of life

T his year proved once and 
for all the fallacy that you 
have to sacrifice returns 

in order to invest in an ethical 
manner. As markets tumbled in 
March’s coronavirus-related sell-off, 
sustainable funds were among the 
best performers: a recent Trustnet 
study showed the MSCI ACWI ESG 
Universal index – which is made up 
of global stocks that have a “robust” 
and improving ESG profile – made a 
total return of 5.31 per cent between 
the start of 2020 and the end of 
August. The wider MSCI AC World 
index, on the other hand, was up just 
3.64 per cent. 

For investors who are thinking of 
buying a fund in this area, one option 
is Liontrust Sustainable Future 
Global Growth, headed up by Peter 
Michaelis, Simon Clements and Chris 
Foster. 

PERFORMANCE OF FUND VS SECTOR AND INDEX OVER 10YRS

The philosophy behind all of the 
funds in the Liontrust Sustainable 
Future range is that in a fast-changing 
world, the companies that will survive 
and thrive are those that improve 
people’s quality of life, be it through 
medical, technological or educational 
advances; drive improvements in 
the efficiency with which we use 
increasingly scarce resources; and 
help to build a more stable, resilient 
and prosperous economy. 

These funds seek to generate strong 
returns while benefiting society 
through identifying long-term 
transformative developments and 
investing in companies exposed to 
these powerful trends that have a 
positive impact and can make for 
attractive and sustainable investments.

In their most recent note to 
investors, the managers of Liontrust 
Sustainable Future Global Growth 

said this year’s situation is unique, 
so attempting to predict the nature 
of the economic recovery would be 
pointless. 

“Rather than trying to work out when 
the market will recover, our process 
focuses on the structural shifts to 
a more sustainable economy and 
companies making the world cleaner, 
healthier and safer,” they said. 

“The impact of Covid-19 does not 

change our view that companies 
exposed to these themes will see 
strong growth in the coming years 
and we expect many of these areas to 
accelerate.”

Liontrust Sustainable Future Global 
Growth has made 278.26 per cent 
over the past 10 years, compared with 
218.44 per cent from its MSCI World 
benchmark and 166.15 per cent from 
its IA Global sector. 

Liontrust Sustainable Future 
Global Growth (278.26%)

MSCI World 
(218.44%) 

IA Global 
(166.15%) 
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MANAGER: (Seven named managers) / LAUNCHED: 30/10/2015 / FUND SIZE: $8.7bn / 
OCF: 0.87% 

FACT BOX

Capital Group New 
Perspective

While this fund was launched in the UK in 2015, its US version has a 
track record going back to 1973

I t can be difficult for a 
20-something employee to put 
their faith in a single fund to 

consistently deliver growth in the 
accumulation stage of their pension 
for the 50 or so years until their 
eventual retirement date.

They would probably feel more 
comfortable if they could see a 50-
year track record of performance from 
every potential fund. However, while 
vehicles with such a history are few 
and far between, a couple of options 
are available. One of these is Capital 
Group New Perspective.

Launched in 1973, this quality 
growth fund takes a bottom-up 
approach to identifying companies 
that have driven and benefited from 
changing global trade patterns. 

“In practice, that means we invest in 
multinational companies that have 
at least a quarter of their business 
outside of their home country,” 
said one of the fund’s seven named 
managers, Jody Jonsson.

PERFORMANCE OF FUND 
VS SECTOR AND INDEX SINCE LAUNCH

“But more importantly, companies 
that truly act multinational, that 
have a global customer base, a global 
supply chain and are flexible in where 
they operate and where they locate 
their manufacturing, distribution or 
whatever their business is.

“It doesn’t mean that the fund always 
has to buy high-quality companies. 
There’s obviously a time to buy 
deeply cyclical companies that are 
transitioning from lower quality to 
higher quality when the cycle is right.”

The fund’s performance over the 
past decade has been boosted by its 
exposure to the FAANGs and it is also 
one of the few mainstream global 
funds with a high exposure to Tesla.  

Yet Jonsson said this doesn't mean it 
should be regarded as a tech vehicle. 

“The companies that meet our screen 
have tended to cope with adversity 
in whatever form, whether it is 
regulation, political changes, inflation 
or deflation,” she added. “The 
companies we invest in have tended 

to be robust and that has helped us 
outperform in up and down markets.

“We think that this test of 
companies that are adaptable and 
flexible is something that is a clue to 
quality and the ability of businesses 
to cope with change.”

A $10,000 investment in Capital 
Group New Perspective in March 1973 
would now be worth $2.2m, compared 

with $432,000 had you invested the 
same amount of money in the MSCI 
AC World index. 

Since the UK version of the fund was 
launched in October 2015, it has made 
111.69 per cent, compared with 80.43 
per cent from its benchmark and 71.23 
per cent from the IA Global sector. 

The $8.7bn fund has ongoing charges 
of 0.87 per cent.   

Source: FE Analytics
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Source: FE Analytics

MANAGER: Jamie Ross / LAUNCHED: 01/01/1992 / DISCOUNT/PREMIUM: -10.39% / OCF: 0.81%

FACT BOX

CROWN RATING

Henderson EuroTrust

The European market has not been able to rely on mega-cap 
tech stocks in the pandemic, but Jamie Ross says it could lead an 
equally impressive long-term growth theme 

D espite the coronavirus 
pandemic and resulting 
market crash, it has not 

been difficult for global and US 
managers to deliver positive returns 
this year – a high exposure to the 
tech mega caps that have benefited 
from the economic lockdown has 
proved to be sufficient in most cases. 

Yet while going overweight the 
FAANGs has not been an option for 
managers focused on Europe, Jamie 
Ross of the Henderson EuroTrust 
has still managed to deliver 9.26 per 
cent in 2020 so far.

The manager attributed this 
performance to staying focused 
on the underlying quality in his 
portfolio during March’s crash while 
everyone else was losing their head.

“We have been taking the view that 
the economic impact of Covid-19 
will be largely a 2020/2021 issue 
and that, especially for the high-
quality companies that we favour, 

PERFORMANCE OF TRUST VS SECTOR AND INDEX OVER 10YRS

longer term earnings have not been 
structurally impaired,” he told 
investors back in May.

“If we are right, then the recent 
market weakness should prove 
to have been a significant buying 
opportunity for longer-term investors. 
With the global, coordinated effort to 
slow the coronavirus pandemic, we 
can take the threat very seriously and 
be optimistic about the future.” 

The fund also found some support 
through its exposure to capital-light, 
online business models, such as 
Delivery Hero, German classifieds 
business Scout24, and Prosus, a 
Dutch company with a large stake in 
Chinese internet giant Tencent.

Yet while Europe’s tech sector is 
dwarfed by its US counterpart, Ross 
said it is likely to be the global leader 
in another long-term growth theme.

“We’ve had the decade of tech,” he 
said. “Now we’re into the decade of 
sustainability, which can drive a far 

better outlook for Europe over the 
next 10 years.”

Under the European Green Deal, 
€1trn will be invested in transforming 
the continent into a low-carbon 
economy, with more than half of this 
to come from the EU budget. Another 
€279bn would come from the private 
sector, with companies encouraged 
to make risky green investments by 

loan guarantees from the European 
Investment Bank.

Henderson EuroTrust has made 
251.42 per cent over the past 10 years, 
compared with gains of 201.1 per cent 
from its IT Europe sector and 130.63 
per cent from its FTSE World Europe 
ex UK benchmark, although much 
of this outperformance came under 
former manager Tim Stevenson.   

Henderson EuroTrust  
(251.42%)

FTSE World Europe 
ex UK (130.63%)

IT Europe 
(201.10%)
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After many years in the wilderness, 
Europe has become flavour of the 
month. But, asks Adam Lewis, 
does the region have anything 
to offer aside from a short-term 
rebound?

E uropean equities appear 
to have become 
something of a no-go 
area for retail investors 

over the last year. According 
to the latest figures from the 
Investment Association, over the 
12 months to June the IA Europe ex 
UK sector saw net outflows totaling 
some £2.3bn as the region was beset 
with negative sentiment.

A heady mix of continued political 
uncertainty, economic weakness 
and the recent Wirecard corporate 
scandal, all topped off by the fallout 
from Covid-19, resulted in outflows 
across the board in Europe ex UK, 
pan-Europe and European smaller 
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The fit man 
of Europe
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companies funds in 2020. Between 
January and May, IA Europe ex UK – 
the sixth-biggest IA sector with total 
assets under management of £56.8bn 
– witnessed outflows every calendar 
month.

Looking up
However, there are signs investors 
may be starting to rethink their 
negativity. In June, for only the 
second time in 12 months, IA Europe 
ex UK registered net inflows of 
£40.6m. 

This reflects the findings of the most 
recent Bank of America Merrill Lynch 
survey, which indicate global fund 
managers are becoming more positive 
on Europe. In July, a net 16 per cent of 
managers said they were overweight 
the region, a figure that soared to 
33 per cent in August. Not only was 
this the highest recorded overweight 
since May 2018, it meant eurozone 
equities had become the number-one 
overweight among global managers.

So, what’s behind this rise in optimism 
and what are the prospects for 

European companies going forward?
“Given our close proximity to the 

region here in the UK, it is easy to 
get caught up in all the politics and 
domestic issues that occur in the key 
European countries and forget that 
there are some exceptional companies 
in the region,” says Ryan Hughes, 
head of active portfolios at AJ Bell 
Investments.

“However, structural headwinds 
do still persist, such as high labour 
costs and taxes, a relatively inflexible 
labour force and high levels of 
unemployment in countries such as 
France, Spain and Italy.”

Bottom of the pile
Unsurprisingly, Hughes says this 
has made Europe a “major laggard” 
in recent years, with far better 
opportunities available in Asia, which 
boasts a younger, more flexible and 
ultimately cheaper workforce that is 
unburdened by the high social costs 
that come with Europe.

Adrian Lowcock, head of personal 
investing at Willis Owen, says another 
cross in the box for Europe is how, like 
most markets, it has lagged the US 

in terms of its recovery. This is partly 
down to the US’s bias to technology 
and tech-enabled businesses, which 
have benefited from the lockdown.

“Europe, on the other hand, is more 
cyclical and value-focused, with 
greater exposure to financials and 
industrials,” he says. “This could be a 
reason for Europe to begin to perform 
as the recovery goes through various 
phases. If the European and global 
economies continue to recover, then 
investors are likely to shift from more 
expensive areas of the market to those 
value areas which remain cheap.”

Stephen Paice, manager of the Baillie 
Gifford European Growth Trust, 
admits the current environment 
remains uncertain. However, he notes 

that equity markets by their nature 
are volatile and this is something 
investors must learn to live with.

“Over the last couple of months, 
we have had no reason to panic, nor 
any reason to switch our investment 
style, nor switch into stocks that are 
perceived to be safe or cheap,” he says.

Whatever it takes 
“We believe governments will try 
to do everything possible to speed 
up the inevitable recovery, and the 
entrepreneurial and financially 
strong companies that are exposed 
to structural, long-term trends will 
tend to outperform. This is what has 

PERFORMANCE OF INDICES OVER 10YRS“If the European and global economies continue to 
recover, then investors are likely to shift from more 
expensive areas of the market to those value areas 
which remain cheap”

MSCI World (189.88%) MSCI Europe ex UK (94.09%)

Source: FE Analytics
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worked for us in the past and what we 
will stick to.”

Paice’s portfolio was tilted to 
structural growth before the 
Covid crisis, from trends such 
as digitalisation and the shift in 
consumer behaviour from offline to 
online, which have accelerated in the 
past six months. 

”A wake-up call”
“The current environment will 
provide something of a wake-up call 
for many companies and industries 
in Europe,” he adds. “We think that 
the market will continue to bifurcate 
the winners and losers, with the 
winners being able to benefit from 
this new digital world and the new 
tools available, while the losers – 
many of them in the more traditional 
industries – will be unable to cope.”

With growth as a strategy 
outperforming value for a sustained 
period of a time, it has become all too 
easy to dismiss the latter. However, 
Rob Burnett, manager of the LF 
Lightman European fund – which 

“We think that the market will continue to bifurcate 
the winners and losers, with the winners being able to 
benefit from this new digital world and the new tools 
available, while the losers will be unable to cope”

launched in March last 
year following Burnett’s 
arrival from Neptune – 
argues that value investing 
still has its place. 

“Given the length of the recent 
bear market for value, many 
investors are now saying the concept 
of value, or of price, is broken,”  
he says. 

“Growth investors argue that many 
value sectors are set to disappear 
completely, for example oil.”

What is reassuring for value, 
says Burnett, is the operational 
performance of so-called value 
sectors is not to blame for their 
investment returns. “Value has 
underperformed primarily because 
value stocks have become cheaper,” 
he says.

The value of nothing
“The market has decided to pay 
less per unit of earnings for value 
sectors and pay more per unit of 
earnings for growth sectors,” he adds. 
“This may be down to a number of 



TRUSTNET

50 / 51

trustnet.com

In focus   [ SECTOR PROFILE ]

The closed-ended 
choice: 
Fidelity European 
Values
Winterflood Investment 
Trusts made a raft of 
changes to its model 
portfolio in July, but 
kept Sam Morse’s 
Fidelity European 
Values offering. Head of 
research Simon Elliott 
says the trust offers “core 
defensive exposure to 
European equities” and 

has developed a strong 
record under Morse’s 
stewardship. He also 
believes it benefits from 
Fidelity’s “considerable” 
research resources. 
In March, Fidelity 
announced its intention 
to drop the “Values” part 
of the trust’s name, as it 
is no longer relevant to 
the way Morse runs the 
portfolio. However, this 
move has been delayed 
by Covid-19.

The growth option: 
Comgest Growth 
Europe ex UK
One of Square Mile’s 
European fund picks is 
Comgest Growth Europe 
ex UK, co-managed 
by Arnaud Cosserat, 
Alistair Wittet and Franz 
Weis. Amaya Assan, 
research manager at 
Square Mile, rates the 
team’s consistent, long 
term, quality growth 
approach. “The team’s 

edge is its company 
analysis and we would 
expect returns over the 
long term to be primarily 
driven by stock 
selection,” says Assan. 
“This fund may not 
be on many UK-based 
investors’ radars, but it is 
a solid offering for long-
term investors seeking 
exposure to Europe’s 
leading companies, run 
by a well-resourced and 
experienced team.”

A small-cap approach: 
Barings Europe Select 
Trust
For those who want 
a different option to 
Europe’s household 
names, there is always 
the small-cap route. 
AJ Bell’s Ryan Hughes 
picks out the £1.4bn 
Barings Europe Select 
Trust, managed by 
Nick Williams, as his 
fund of choice in this 
sector. “Given the risks 

involved in smaller 
companies, the fund 
avoids those stocks 
with the worst liquidity 
and also keeps position 
sizes small,” he says. “At 
the same time, deeply 
cyclical companies 
and commodity-based 
companies are avoided, 
keeping the quality of 
the portfolio high, which 
in turn makes the fund a 
useful way of accessing 
small caps.”

factors. Interest rates and growth 
expectations are important, as is 
fashion. The concept of disruption is 
part of the zeitgeist today and so those 
companies perceived to be disruptive 
capture investor imagination, 
propelling multiple expansion.”

As a result, Burnett says those 
perceived to be the losers in the 
disruptive phase are cast aside, 
leading to a situation where Tesla is 32 
times more expensive than BMW per 
unit of revenue.

Market excess
“What is most likely is this extremely 
polarised set of valuations is wrong,” 
he says. “A middle ground is more 

likely. Markets have a habit of 
becoming excessively exuberant 
in some areas and excessively 
despondent in others. 

“A value discipline can provide 
investors with protection from being 
swept up in these sentiment extremes. 
Over the long run, price matters, 
cashflow matters. A sharp snap-back 
is coming and value exposure can 
hedge clients from this risk.”

For the time being, both Hughes and 
Lowcock are staying on the sidelines 
when it comes to Europe, adopting 
either low or neutral exposure. 

“It is important to tread carefully 
and be selective in your holdings, 
not least because the region still 
feels like it is in the grip of major 
political challenges,” says Hughes. 

PERFORMANCE OF FUNDS VS SECTOR AND INDEX

Source: FE Analytics

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

Barings Europe Select Trust  3.12 11.79 79.49 251.35

Fidelity European Values 10.28 28.11 74.85 249.26

Comgest Growth Europe ex UK  11.49 35.23 N/A N/A

IA Europe ex UK 3.23 6.12 50.76 136.16

MSCI Europe ex UK -0.08 5.26 49.51 115.02

“Identifying parts of the market that 
are less affected by this has been a key 
part of how we have chosen to gain 
our exposure to the region.”

Lowcock adds: “Valuations in 
Europe are more attractive than in 

the US, but when you strip out tech, 
that isn’t the case. And, once there is a 
rebound in value, Europe will not look 
as attractive. As a result, while we are 
neutral in the short term, we are more 
negative in the long term.”  

https://www.trustnet.com/factsheets/t/fp21/fidelity-european-values-plc
https://www.trustnet.com/factsheets/t/fp21/fidelity-european-values-plc
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Fossilised: 
The beginning of the end for fossil fuels
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 – the year the world saw 
peak coal demand

– the year Europe saw 
peak fossil-fuel demand 

 – global benchmark 
LCOE* of utility-scale 

solar
 – global benchmark 

LCOE* of coal

Sources: Carbon Tracker, BloombergNEF, IEA Global Energy Review 2020

*Levelised cost of electricity, which measures the all-in expense of producing one MWh of electricity from a new 
project, taking into account costs of development, construction and equipment, financing, feedstock, operation 
and maintenance

MOST COMPETITIVE SOURCE OF NEW BULK GENERATION

$50MWh
$60 to $143MWh

2014

2019

Coal Combined cycle gas turbines Solar PV (fixed axis) Solar PV (tracking)

Onshore wind Not defined
2013 2005

 – global benchmark 
LCOE* of onshore 

wind

Solar PV and onshore 
wind are now the 

cheapest sources of 
new-build generation 

for 2/3rds of the 
global population

$44MWh



At breaking 
point

John Blowers anticipates a surge 
in demand for financial advice 
relating to pensions, but warns 
the industry may already be 
operating at capacity 

T his most 
unlikely of 
summers has 
seen us cowering in our 

homes to escape the virus and heat, 
while thousands of Brits descend on 
the beaches.

As I write, Storm Francis is doing 
its best to clear said beaches of 
the people who have decided 
social distancing isn’t applicable to 
them and those in search of summer 
daren’t board a plane in case they 
can’t come back as planned.

Being housebound prompted me 
to look at some statistics showing 
a surge in the number of people 
investing online, while financial 
advisers have become so inundated 

54 / 55In the back   [ PLATFORMS & PENSIONS ]

TRUSTNET trustnet.com



56 / 57In the back

trustnet.comTRUSTNET

with enquiries that they have been 
turning away potential clients in 
record numbers. 

And I guess the thing that connects 
the two events is time. 

Waiting for no one
Time has always been at a premium 
for people with money – they’re so 
busy earning it, they don’t have time 
to look after it.

People with money, now locked 
down because of coronavirus, have 
used their summer holidays to 
get on top of their finances, set up 
platform accounts, pick up bargains 
on the stock market or approach a 
professional to help them get started. 

The question is, are people investing 
more online – DIY-style – because 
they were given the cold shoulder by a 
financial adviser, even if they thought 
they couldn’t do it themselves?

And if that’s the case, do we really 
need financial advisers at all?

Let’s start at the beginning. 
Financial advisers have had a pretty 
poor reputation in the past, with 
various scandals, commission-
driven mis-selling and other sundry 
misdemeanours creating the 
impression that the profession just 
wasn’t that professional.    

It’s good to see there are now few 
instances of misconduct in the 
adviser space and a highly motivated, 
professional bunch of people now 
reign supreme. It’s just that there 
aren’t many of them left. Plus, given 
the huge regulatory burden placed 
upon advisers, they just don’t have 
time to service many clients anymore.

Forecasts predict that adviser 
numbers will continue to fall. It seems 
the industry just isn’t sexy enough 
to get on the same “when I grow 
up” list as astronaut, pilot, doctor or 
investment banker.

Against the tide
Although St James’s Place and newly 
formed Schroders Personal Wealth 
promise epic levels of recruitment, it 
still seems like advisers are retiring 
faster than they are being hired.

I’m certain that in the longer term, 
adviser numbers will rise to meet the 
burgeoning demand for their services, 
but at the moment, there just aren’t 
enough of them to cope.

Which begs the question, why do we 
all suddenly need financial advice?

I would hypothesise that people with 
complex situations aside, it’s because 
the subject of personal finance has 
become too complicated for mere 
mortals to understand.

Take retirement for example. We 
used to pay into a pension, often 
without even realising it, and then, 
with our gold watch in hand, left work 
for good with two-thirds of our salary. 
Even better, it lasted until we died.

Nowadays, pensions are so complex 
and the outcomes so uncertain, you 
need to concentrate. Under the new 
regime, we’ve got to do all the hard 
work and assume the responsibility.

The industry has been wonderfully 
unhelpful in explaining the new 
choices we have to make and all in 
the context of having DC (or defined 
contribution) pensions, which have 
no guaranteed value and must last 
longer as life expectancy increases. 

The price of freedom
Of course, it isn’t all the industry’s 
fault. The government played a key 
part in confusing us by launching 
pension freedoms in 2014. 

Introduced with the best intentions 
of giving consumers more control 
over their pensions and the 
opportunity to generate more income 
than an annuity, the new rules caught 
everybody on the hop.

Nowadays, pensions are so 
complex and the outcomes 
so uncertain, you need to 
concentrate. Under the 
new regime, we’ve got to 
do all the hard work and 
assume the responsibility

  [ PLATFORMS & PENSIONS ]
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The unintended consequence of 
these freedoms is that although we 
have control over our own pension, 
rather like being put in charge of a 
helicopter mid-flight, we don’t really 
know what to do with it.

Take the money and run
The choices we currently face are 
pretty binary: learn what to do with 
your own pension or seek advice. 

There is a third option and that’s to 
take your pension money and run, 
usually into cash where most people 
feel a little more comfortable.

Cash has some amazing qualities – 
it gets frittered away, it gets ravaged 
by inflation and doesn’t grow when 
it’s not invested in this super-low 
interest-rate world. Yet us Brits trust 
cash more than the financial services 
industry.

Recently though, financial advisers 
have become sought after as guides to 
the Mordor-like world of pensions and 
investments, in the hope that they 
will be able to help avoid the pitfalls 
that can arise when managing your 
own retirement strategy.

For if you look, there isn’t any 
obvious help elsewhere. The Pensions 
Advisory Service and the Money 
Advice Service are useful to some 
extent, but they have merged and are 
harder to understand than they were.

Did you also know that there’s £500 
to be had in order to get financial 
advice when you retire? Well, that’s 
the story. When you Google this, you 
get bombarded with a whole bunch 
of mixed messages, but ultimately it’s 
£500 of your own pension fund that 
the government won’t tax you on. 
And some pension funds won’t even 
provide this.

The reason I make these points, dear 
reader, is that you know a little more 
about money than 99 per cent of the 
population, otherwise you wouldn’t 
be reading this magazine.

There is no chance that, as the 
industry is currently structured, 
anyone who really needs financial 
advice the most will be able to access it.

Even more telling is that there are 
no viable alternatives to advice in the 
form of easy-to-understand processes 
manufactured by the pensions 
industry that effectively show people 
what to do and the choices they have.

The choice is yours
What we’re best at as consumers is 
having someone who has our best 
interests at heart to default us into the 
best option, because then we have not 
had to do anything. 

The FCA is sufficiently worried that 
people who are retiring and making 
poor choices with their pensions need 
to be set on one of four investment 
pathways. As crude as this sounds, the 
industry is scrabbling to implement 
the FCA’s mandate by February 2021.

These four investment pathways are:

• I have no plans to touch my 
money in the next five years

• I plan to use my money to set up 

an annuity within the next five 
years

• I plan to start taking out my 
money as long-term income 
within the next five years

• I plan to take out all my money in 
the next five years

I can’t think anybody with a 
standard understanding of their 
pension options is going to be much 
the wiser for this initiative. Almost 
every consumer will misunderstand 
these pathways and assume the 
option that best suits them is a 
combination or none of the above.

Source: Whole Money

MAXIMUM DRAWDOWN OF AB LIFETIME FUND VS FTSE 100
AB Lifetime FTSE 100

There are no viable alternatives to advice in the form 
of easy-to-understand processes manufactured by the 
pensions industry that effectively show people what to 
do and the choices they have
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On the right path
In the absence of clear guidance from 
the people who provide pensions to 
consumers, it would make sense if 
everybody had the chance to see a 
professional adviser to at least get 
them on to the most suitable pathway.

There aren’t enough advisers at the 
moment, even for the people who can 
afford them, and in the longer term, 
the industry needs to come up with a 
guided solution that defaults retirees 
into a suitable programme.

Considering we now invest our own 

sexy for all-comers, there are solutions 
that can help automate the pre-
retirement, at-retirement and post-
retirement journeys for the masses. 
Technology is unlikely to completely 
replace good financial advice, but there 
are here-and-now solutions that will 
help explain to 50-somethings what’s 
going on, what the choices are and offer 
default pathways that are superior to 
those suggested by the FCA.

Nudge theory
I mean solutions that nudge people 
towards taking an interest in their 
choices at critical times, clearly 
showing each option rather than 
trying to educate, and guide people 
through key moments with well-
designed content (see box-out).

The pensions industry must accept 
it is hopeless at anything other than 
managing fund money. Luckily, one 
of the world’s best FinTech industries 
has sprung up next door and there 
are plenty of smart people with smart 
applications designed to help pension 
firms engage better with their long-
suffering customers. 

I hope the pension fund industry 
starts investing in these solutions so 
that the million or so retirees in the 
UK each year get better outcomes 
than the ones they are currently 
experiencing.

We don’t have any alternatives. 

A relatively new company called 
ABAKA is making strong progress 
with its AI-driven systems which 
prompt people at important points 
during their retirement journey with 
guidance around the decisions that 
need to be taken.

Its success will only be of value to 
consumers if firms within the pensions 
industry adopt its technology, however.

Whole Money is launching a solution 
called Pension Pathway which 
calculates a safe withdrawal rate from 
your pension pot, balancing the risk of 
running out of money by a pre-set date 
with the risk of leaving behind a surplus.

It also offers the Lifetime Portfolio, 
which mitigates sequence risk. The 
two solutions demonstrate that better 
retirement outcomes are available for 
non-advised consumers if the industry 
chooses to adopt them. 

What are the 
alternatives?

Retirement is a lifetime away.
The reality is, people only really 

engage with their pensions when 
they’re approaching their 50s. Like 
driving a car, the fuel warning light 
flashes and all you can focus on is the 
next petrol station. Of course there are 
none to be found at this point.

Rather than leaving it to the glacial 
pensions industry to make its products 

money into pensions from 
our first job onwards, it is 

amazing how little we engage with the 
largest amount of money we’re ever 
likely to have. 

My passion at present is generating 
interest in the working population as 
to what their pensions may be worth 
at retirement, what kind of lifestyle 
that could buy and the options of how 
to improve that lifestyle if they fancy 
something more luxurious.

The trouble is, we look at those 
pension savings and wish we could 
spend it now: on a deposit for a flat, 
a new car, a holiday or a wedding. 

Considering we now invest our own money into 
pensions from our first job onwards, it is amazing how 
little we engage with the largest amount of money we’re 
ever likely to have

https://abaka.me/
https://whole.money/
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Healthcare is often 
viewed as a homogenous 
industry, but the variety  
in the sector is second to 
none

Take the 
red pill 

As governments face up to 
the reality of an ageing global 
population, Ketan Patel of the 
Amity UK fund names three 
healthcare stocks that can benefit 
from this trend

T he race to develop a 
commercial vaccine for the 
coronavirus has brought the 

healthcare industry into sharp focus. 
A growing global population, which 

is both ageing and ailing, remains 
highly supportive for healthcare in 
the long term. The rise of the middle 
class in emerging markets is another 
tailwind, with more patients able 

The UK medical tech-
nology sector has well 
established compa-
nies such as Smith & 
Nephew, which have built 
high-quality businesses 
capable of delivering 
long-term compound-
ing earnings growth. 
The pandemic will have 

FTSE 100 in terms of 
market capitalisation. 
Glaxo in particular has a 
defensive business model 
with low leverage, high 
margins, strong cash-flow 
generation and sustain-
able income. As a result, it 
has maintained dividends 
while the global land-
scape has been fractured 
by cuts and cancellations.

At the more modest end 
of the market cap spec-
trum, Clinigen has estab-
lished itself as a leading 
pharmaceutical and ser-
vices company focused 
on providing access to 
medicines. It has two di-
visions: the first is clinical 
services, which supplies 

drugs for clinical trials 
for most of the world’s 25 
largest global pharma-
ceutical companies; the 
second focuses on licens-
ing drugs, which it mar-
kets directly to hospitals. 
Clinigen now operates in 
more than 100 countries, 
but has maintained its 
strong growth trajectory 
since listing in 2012. 

to afford healthcare, as are changes 
in dietary habits which will lead to 
an increase in conditions such as 
diabetes and cardiovascular diseases.

Healthcare is often viewed as a 
homogenous industry, but the variety 
in the sector is second to none. Its 
mix of quality, defensive and growth 
stocks should appeal to every type of 
investor. The three stocks below are 
global leaders in their sectors and 
have developed sustainable business 
models with high margins, translating 
into excellent free cash flow over an 
extended period. 

pushed out elected sur-
geries, but the backlog 
will have to be cleared 
in 2021 and beyond. The 
search for companies 
such as Smith & Nephew 
that can deliver year on 
year – so-called “com-
pounders” – is the Holy 
Grail for investors with 
a long-term investment 
horizon.

The UK’s two large-cap 
pharma research and 
development (R&D) gi-
ants, GlaxoSmithKline 
and AstraZeneca, have 
stood up well during the 
coronavirus pandemic, 
rising to the top of the 
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Simon Evan-Cook 
is senior investment 
manager of Premier 
Miton’s multi-asset 
funds

While we think many investments 
look dangerously expensive, there 
are still plenty of attractively valued 
assets out there, and it is these that 
populate our portfolios

We didn’t adopt it more 
widely then, because 
there were still plenty 
of decent alternatives. 
Now, however, we have 
growing concerns about 
valuations, particularly 
in bond markets. Once 
the post-pandemic 
bounce-back has run its 
course, we worry that 
too many bonds will 
combine unacceptably 
low returns with 
unacceptably high risks.

Golden retrieval
We need alternatives. 
Hence the new golden 
toehold in our higher-
growth mandates. 
Yes, gold is back in the 
news again, but less 

so than in 2011: it was 
far more popular with 
the herd back then. 
It is worth noting it 
is only a toehold, too. 
While we think many 
investments look 
dangerously expensive, 
there are still plenty 
of attractively valued 
assets out there, and it 
is these that populate 
our portfolios. However, 
should these rally to 
uncomfortable levels, 
we will trim back. Gold 
is one potential home 
for the profits.

Ultimately, we are 
holding gold as a form 
of insurance. Strange 
things are afoot in the 
world of fiat currencies, 
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Gold recently reached a record high, but Premier Miton’s Simon 
Evan-Cook says this doesn’t mean it is overvalued

A s a team, we 
are borderline 
allergic to 

following the herd. Over 
the years, this has proved 
more helpful than not, 
although there have been 
several uncomfortable 
periods when joining 
the crowd was all that 
worked (with 2020 being 
a prime example).

Getting physical
I mention this because 
one of our most recent 
additions is physical 
gold and, given its 
price has returned to 
its 2011 highs, this may 
not seem like a classic 
contrarian move. Have 
we changed our spots?

The last time gold hit 
these levels in 2011, 
investors were hoovering 
it up, but we stayed away. 
At that time, every other 
article in the financial 
press mentioned gold, 
fistfuls of gold-linked 
products were launching 
and the daily price 
gyrations of the precious 
metal were reported on 
drive-time radio. When 
an investment becomes 
that popular, it is usually 
a bad sign: almost 
everyone who will buy 
it has already done so, 
making it more likely 
that the next move will 
be a rush to sell, not buy. 

I remember making a 
promise to myself at the 

time: I wouldn’t consider 
buying gold until 
investment magazines 
went a whole issue 
without mentioning it.

How low can you go?
Sure enough, from that 
peak, the gold price 
dropped 44 per cent over 
the next four years. Gold 
still made the press, but 
now with commentators 
competing to predict how 
low it would go, not how 
high. It was a while before 
it became ignored, but 
it happened eventually. 
As a result, we began 
to consider gold again, 
leading to an allocation in 
our defensive funds back 
in 2018.

and we must hope those 
in charge know what 
they’re doing. But in 
case they don’t, gold 
could well prove to be a 
safer store of value than 
cash. 




