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THE GLOBAL
DIVIDEND CONTEXT

In the first full year of the pandemic, our UK Dividend Monitor, the sister publication to the Investment
Trust Monitor, has shown how severely the pandemic impacted the amount of capital UK plc distributed
to its shareholders by way of dividends. Two thirds of the UK’s listed companies cut payouts between
April 2020 and March 2021, bringing the total down 41.6%.

Of course, one of the real advantages of investment trusts is that they are not restricted only to buying
UK shares. Depending on the trust’s mandate, they might invest globally, in particular countries or
regions, look at large or small companies, or have a particular sector focus. UK dividends alone are
therefore only part of the picture. Around the world, dividends fell much less than those in the UK in the
first twelve months of the pandemic. Janus Henderson’s Global Dividend Index showed that payouts
dropped 14%', with the greatest resilience in North America, Japan and Asia, but the greatest weakness in
Europe, the UK and Australia.

In the second quarter, our most recent UK Dividend Monitor showed that the rebound has begun in
earnest, with payouts 43.8% higher on an underlying basis and set to rise 13.4% for the full year? By the
end of 2021, UK dividends will still be three tenths lower than their pre-crisis peak and are only likely
to catch up fully in 2025. Global dividend growth will be slower than the UK because there is less lost
ground to make up, but the global recovery is underway too.

It is important to remember that dividends are usually a lagging indicator of economic growth and
company performance, since they are paid retrospectively out of company profits. 2020 was unusual
because dividend cuts came pre-emptively, in many cases even before the pandemic hit profits. The
dividend recovery we are seeing now therefore reflects the low base created by this precautionary
action, meaning that the lag we might normally expect in a rebound is not present this time. It's all
happening simultaneously.

Over the course of the pandemic investment trusts have outperformed
the broader market, both in the UK and globally
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Investment trusts sailed through the pandemic with their
income-generating power almost undiminished, despite
their greater exposure to hard-hit UK dividends than to

the more modest decline in the wider world. This greater
exposure reflects the long pedigree of many funds focused
on UK equities, as well as the largely domestic shareholder
base which has historically had a greater appetite for UK
assets. Despite the large weighting of UK shares in the
collective portfolio of investment trusts, dividends rose 3.6%
in 2020 to a total of £1.85bn, hugely better than the showing
in the wider stock market either in the UK or elsewhere in the
world.

If we look from before the pandemic began to now, we

get a fair perspective of investment trusts versus the wider
markets. Between January 2020 and June 2021, Link Group’s
index of UK dividends fell by 34.6%* on an underlying basis.
Global dividends were down just 5.9%*. If this were replicated
across the investment trust sector, we calculate that
investment trust pay-outs would have fallen by almost a fifth
over the same period. But in fact, our index of investment
trust dividends rose 2%.

Investment trust dividends do lag a bit behind other listed
companies because they are mainly distributed from
dividends the trusts themselves receive on their underlying
investments. We can see this lag in the growth rates over
the last few half-year periods. The rate of increase slowed
steadily from 14% in the first half of 2019 to 1% in the second
half of 2020, before turning negative in the first six months
of 2021.

3 Source: Link Group UK Dividend Monitor, GBP

4 Source: Janus Henderson Global Dividend Index, USD

The first half of 2021 therefore reflects the much lower
income the trusts themselves were receiving from their
investments in the months before. Moreover, it is set

against a record six months for investment trust dividends
in the first half of 2020, so the year-on-year comparison is
very unfavourable. Between January 2021 and June 2021,
payouts fell 31% to £891.9m, £29m less than in the first

six months of 2020. A decline, certainly, but barely a blip
compared to 2020’s dividend wipeout in the wider stock
markets. Moreover, more than seven trusts in ten raised their
dividends or held them steady in H1 2021 compared to H1
2020. Among those that cut, the average reduction was 23%.

Investment trust dividends - first half
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More than seven trusts in ten raised
their dividends or held them steady (n
HI1 2021 compared to HI1 2020.

The biggest impact came from the UK Equity Income sector, but mainly because it is the largest
income-paying sector, contributing a quarter of dividends from equity investment trusts. Payouts
here fell by 9% year-on-year in the first half of 2021, a drop of £20.3m. A 10% decline in dividends from
the Global sector also made a significant impact. The largest percentage decline among the major
categories was from mainstream European funds. Regional sectors focused on Asia, Japan, and North
America almost all paid out more in dividends, reflecting the very limited effect of 2020s cuts among

companies in those parts of the world.

Top payers
Sector Company H12021 £m
UK Equity Income City of London Investment Trust £41.4
Global Equity Income Murray International Trust plc £39.2
Global Emerging Markets Templeton Emerging Markets Investment Trust plc £35.5
Global F&C Investment Trust plc £33.7
UK All Companies The Mercantile Investment Trust plc £31.7
Global Alliance Trust plc £231
Commodities & Natural Resources Blackrock World Mining Trust plc £23.0
Global Witan Investment Trust plc £219
UK Equity Income Edinburgh Investment Trust plc £20.7
UK Smaller Companies Aberforth Smaller Companies Trust plc £20.3
UK Equity Income Finsbury Growth & Income Trust plc £179
UK All Companies Fidelity Special Values plc £17.4
UK Equity Income Law Debenture Corp plc £17.3
Asia Pacific Income Henderson Far East Income Ltd. £169
UK Equity Income Merchants Trust plc £16.7
Europe Fidelity European Trust plc £16.0
European Smaller Companies European Assets Trust plc £14.4
UK Equity Income Murray Income Trust plc £14.3
Global Bankers Investment Trust plc £141
Asia Pacific Schroder Asia Pacific Fund £13.3

Link Group Investment Trust Dividend Snapshot



ITHE REVENUE
RESERVE

The Revenue reserve has protected investment trust payouts

Revenue reserves (lastest annual report)
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Pre-pandemic, investment trusts had accumulated reserves of £2.13bn from past
dividends they have received from companies but which they are permitted to tuck
away for a rainy day. The rules allow up to 15% of dividends received to be saved in this
way.

The pandemic has been the rainiest of days. By mid-July, the collective revenue reserve
had fallen by £360m to £1.77bn, meaning that £22 in every £100 of dividends distributed
by investment trusts over the last 12 months has been funded from reserves. More than
half of trusts (56%) have dipped into their back pocket in this way. Rainy-day funds are
likely to be depleted further in the next three to six months, but we are optimistic that
the total drawn down will come in below the £700m upper limit we considered possible
in our March annual report. Dividend cuts have reduced the burden on the revenue
reserve somewhat, but there is another reason. Given how high equity markets have
soared in the last twelve months, trusts have taken advantage of the rules that permit
them to distribute some of their capital gains as dividends and that this has enabled
them to protect their reserves more than would have otherwise been possible.



OUTLOOK

Investment trust dividends
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Dividends are recovering strongly across the wider stock
market both in the UK and abroad. We at Link Group expect
underlying growth of 13.4% for 2021, with the headline figure
growing significantly faster owing to generous special
dividends this year. The ‘run-rate’ of growth is actually better
than this, because dividends in Q1 2021 were still suppressed
by the pandemic, so we have only three rebound quarters
this year. The recovery is really encouraging, but we do

not expect to equal the 2019 high point again until 2025,
because the giant oil sector, once the biggest paying by a
long chalk, has permanently reset its dividends at a lower
level. More widely around the world, Janus Henderson’s
global dividend index suggests that payouts should reach
the 2019 level again some time in 2022.

For investment trusts, the global funds can continue
dividends without too much difficulty. Revenue reserves
comfortably exceed dividend payments and there is not
long to wait until cash distributed from the underlying
companies in funds tops pre-pandemic highs. For UK-
focused trusts, the picture is more difficult. Fund managers
with a clear income mandate have rejigged portfolios to
focus more on those companies that are today’s bigger
dividend payers and revenue reserves are certainly healthy.
But they are now 4% below the level of a single year’s
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payments from the sector, having gone into the pandemic
more than 10% bigger. Managers will use the discretion

they derive from the revenue reserve and to distribute
capital gains, but we should expect lower dividends to wash
through for another few months and caution that significant
growth is unlikely until the wider stock market has caught

up a bit on the ground lost in 2020. The same applies in
European funds, which have depleted their revenue reserves
more than other categories over the last year, but other
regionally focused funds should do fine.

Overall therefore, the next six months are likely to see a
further small drop in dividends from investment trusts even
as the wider market is funnelling significantly more cash

to shareholders. If this drop does not happen it is because
boards have relied more heavily on reserves than we expect.
We estimate 2021 will see £1.79bn in dividends from the
sector, a decline of 3.2% year-on-year. This is not something
to worry about. It is one of the most reassuring features of
investment trusts that they can smooth out the peaks and
troughs in dividend income caused by the economic cycle
or big one-off shocks. For investors, this regular, predictable
income is very welcome indeed.



EQUITY FUNDS - Dividends Paid £m

Group  AIC Sector 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 |H12020 23;1
UK Al
A £758  £707  £695  £708  £835  £881  £924  £939  £824  £924  £1013 €120 | £/08  £625
Companies
UKEquity & £7] £72 £74 £77 £83  £90  £102  £101  £37  fl54  £150  fl64 | £82  £82
v Bond Income
2 UKEquity
o £2372  £2442  £2578 £2693 £290] £3159  £3442 £3585 £3773  £4064 £4436  £4521 | £2299  £2096
UK Smaller £46  £359  £370  £427  £452  £503  £668  £731  £856  £132  £1207  £180 | £632  £62.8
Companies
Global £2525  £2637 £2687 £2910 £2853 £2910  £3013  £2922 £2850 £2979 £3044 £3302 | £1467  £1315
> Global Equity
g o £500  £592  £632  £765  £837  £890  £939  £1030  £178  £188  £1264 £1322 | £721  £747
=]
T "
w  ClobalHigh £05  £00  £00  £00 £07 £1 £1.4 £15 £23 £2.4 £12 £11 £00  £00
g Income
o
5 Global Smaller o155 ¢4 £59 £71 £79 £83 £9.6 M9 £139  £N6  £42  £44 | £33 £32
Companies
Growth Capital ~ £00  £00  £00  £00  £00  £00  £00 £13 £00  £00  £00  £00 | £00 €00
Japan £5.2 £82 €50  £60  £88 £7.4 £7.4 £94  £137  £180  £239  £264 | €22  £25
Japanese
Smaller £00  £00  £00 £01 £00  £00  £00  £00  £00  £53  £04  fl6] £78 £98
Companies
Latin America £35 £5] £70  £106  £30  £99  £106  £58  £68  £89  £25  £96 £52 £5]
North America  £87 £7.4 £77 EN5 €180  £198  £239  £262  £272  £298  £326  £347 | £203  £208
North American
Smaller £00  £00 €00  £00  £00  £40  £00  £00  £00 £1.4 £1.4 £15 £15 £16
Companies
Asia Pacific £179  £184  £234  £251  £226  £230  £240  £265  £288  £32.8  £426  £440 | £261  £275
g ﬁii:qaecmc £150  £269 €313  £403  £505  £543  £587  £6l6  £846  £821  £866  £913 | £4l6  £447
> Asia Pacific
©  Smaller £37 £53 £7] £78 £90 £93  £106  £104  £24  £132  £162  £157 | £34 £33
Companies
Country
Specialist: Asia £36 £2] £56  £104  £N8  £24 £33 £160  £375  £533  £503  £594 | £75  £224
Pacific ex Japan
Country
Specialist; £00  £00  £00  £00  £00 €80  £68  £120 £20 £330  £46  £55 | £46 £43
Europe ex UK
Europe £339  £37]1  £420  F409  £452  £299  £48]  £503  £661  £680  £85]1  £665 | £412 £330
European
smaller £4.8 £42 £47  £103  £106  £104  £N] £121  £125  £217  £450  £485 | £188  £208
Companies
ﬁg::'tfmergmg £242  £160  £248  £390  £505  £498  £581  £66]  £884  £1059 €187  £1334 | £661  £775
Biotechnology & =, £4.0 £92 £1M £13] €188  £184  £212  £406  £466  £595  £484 | £202  £238
Healthcare
Commodities
5 &Natural F159  £167  £187  £460  £466  £470  £476  £420  £403  £362  £454  £465 | £283  £270
° Resources
a
Envionmental  £00  £24 £25 £27 £26  £30 £32 £30  £38  £48  £65  £l08 | €74 £27
Financials £00  £00  £00  £00  £00  £43 £56  £58  £64  £82 £87 £70 £4] £27
EQUITY FUNDS - £813.4 £841.0 £898.4 £1,027.0 £11069 £1164.0 £1,2671 £13139 £14591 £1,607.4 £17867 £1,8515 | £920.5 £891.9

TOTAL




OTHER ASSET CLASSES - Dividends Paid £M

Group  AIC Sector 2009 2010 201 2012 2013 2014 2015 2016 2017 2018 2019 2020 |H12020 22121
Property £1.4 £45 £61 £139  £199  £346  £578  £530 4254 £4276  £4418  £3668 | £1947  £00
Property - Debt ~ £00  £00  £00  £00  £00 £5] £65  £65  £186  £235  £284  £343 | £168  £304
EL?SSSV - £00  £00  £00  £00  £00  £00  £00  £00 £55 EN5  £182 €191 | £102  £248

> —
£ Popery-Rest onh r00  £00  £E0O €00 £00  £00  £00  £00  £00 €00  £00 | £00  £00
) of World
8 Property - UK
8 perty ~ £00  £00  £00  £00  £00  £00  £00 £1.4 Mo 5 EN5 £69 €41 £1046
o Commercial
Property - UK
£00  £00  £00  £00  £00  £00  £00  £00  £00  £00 f6]  £259 | 22 215
Healthcare
Property - UK
perty. £00  £00  £00  £00  £00  £00  £07  £0O0  £00  £00  £23 £16 £16  £423
Residential
Property £00  £89  £154  £169  £222  £237  £244  £265  £333  £387  £428  £444 | £165  £165
Securities
Liquidity Funds ~ £00  £00 £0] £0] £00  £00  £00  £00  £00  £00 £01 £00 | £00  £00
Debt - Direct £00  £00  £00  £00  £00 £12 F168  £495  £765  £1081  £1233  £1315 | £644  £462
3 Lending
w —
a Eg:;s Loans& o8 fus g4 £291  £356  £567  E758  £802  £804  £732  £947  £908 | £487  £399
Debt -
Structured £00  £00  £00  £00 £5]  £184  £189  £390  £508  £991  £929 €233 | £396  £523
Finance
Private Equity £168  £N4  £162  £299  £485 €527  E710  £l446  £1,8480 £3077  £1742  £1696 | €813  £2766
Renewable
Energy £00  £00  £00  £00  £39  £604 £1356 £I715  £1991  £2631  £3318  £3878 | £186.6  £2583
Infrastructure
Hedge Funds £00  £00  £00  £00  £00  £00  £00  £00  £00  £00  £327 €658 | £340  £302
Infrastructure £157  £942  £689  £2134  £252.8 £2868 £4609 £3643  £4541  £450]  £4612  £5295 | £2567  £2676
, Infrastructure £0.0 £07 £1.4 £16 £19 £223 £2.4 £3.4 £76 £8.0 £77 £8.0 £4.0 £4)
g Securities
6 Insurance &
Reinsurance £00  £00  £00 €00  £00 €00  £00  £00  £00  £00  £00  £00 | £00  £00
Strategies
Leasing £00  £00  £00  £00  £00  £06  FI09  £260  £259  £309  £367  £90 | £90  £00
Flexible
£564  £540  £547  £967  £1001  £1037  £1072  £165  £846  £909  £972  £1090 | £513  £533
Investment
Other £249  £276  £272  £207 €217 £230  £28]  £382  £326  £378  £340  £304 | f26  fo2
Rovalties £00  £00  £00  £00  £00  £00  £00  £00  £00 £10  f144  £307 | £26  £275
‘T);:':f ASSETCLASSES- g0 £2157 £2054 £4223 £51.6 £6691 £1,0169 £11206 £3,3543 £19919 £2,0521 £21845 |£1,0567 £1,296.3
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THE
BACKGROUND

What is an investment trust?

Quite simply, an investment trust is a ‘pot’ of assets in which you can buy shares on the
stock exchange. These assets may be listed or unlisted equity or may be alternative
assets such as unlisted real estate, infrastructure or commmodities. Legally they are
self-contained companies in their own right and some are among the oldest financial
institutions in the UK - the F&C Investment Trust is 152 years old.

Investment trusts have an independent board of directors that set out the investment
objective and are responsible for the governance of the trust, but they employ an
investment manager to make all the investment decisions. Crucially the trusts are
closed-ended, which means they have a defined number of shares in issue and do
not experience daily inflows and outflows of capital. This provides valuable stability,
especially in volatile markets as the trust need never be a forced seller or buyer.

This is especially important if the trust itself invests in illiquid assets. The share price will
typically track the value of the underlying assets in the trust, but, because the number of
shares issued by the trust is fixed, the share price can exceed the net asset value (NAV)
when demand for the trust is high and performance expectations are positive. Equally

it can trade below the net asset value when investors are less keen and performance
expectations are negative (the so-called “premium” or “discount” respectively).

Investment trusts are ideal vehicles for private investors as they offer an easily accessible
route for investing in a diversified but targeted pool of assets. Importantly, investment
trusts may be allowed limited borrowing or leverage, using borrowed funds to buy more
assets. At present, those that use this freedom have borrowings equal to 8% of their net
asset value. This brings the advantages of modest gearing of returns. Since interest rates
are below dividend yields in most major markets, borrowed capital should also finance
itself.

Most investment trusts pay regular dividends to their shareholders, although different
investment styles will focus on income (return in the form of dividends), capital (return in
the form of share price increases) or total returns (a combination of both).dividend per
share. Those that have bought back shares will see their total dividend paid grow more
slowly than their dividend per share.

We estimate 2021 will see

£1.79bn in dividends

from the investment trust sector, a decline of

3.2% year-on-year




Statistical Methodology

Link Group extracted investment trust data from its quarterly UK
Dividend Monitor database for each quarter between 2009 and
2021 (the regular UK Dividend Monitor excludes investment trusts).
All main-market UK listed trusts are included, though the analysis
focuses on equity funds unless otherwise stated. Revenue reserve
data was sourced from Factset. Dividends are included on the
pay date. Link Group has categorised the trusts according to AIC
investment trust sectors. VCTs are excluded. Link Group’s series
includes any investment trust in operation during each period, so it
captures a full market picture at any point in time, rather than only
those investment trusts that survive to this day.

The analysis looks at the total dividend paid. Trusts that have issued
shares will therefore have seen their total dividend paid expand faster
than their dividend per share. Those that have bought back shares will
see their total dividend paid grow more slowly than their dividend per
share.

Teamspirit PR
t: 07384 907528 / 07392 106925
e: Link@teamspirit.uk.com

Link Group: A global, digitally enabled business connecting millions of people with
their assets - safely, securely and responsibly.

From equities, pension and superannuation to investments, property and other
financial assets, we partner with thousands of financial market participants to deliver
services, solutions and technology platforms that enhance the user experience and
make scaled administration simple.

We help manage regulatory complexity, improve data management and provide
the tools to connect people with their assets, leveraging analysis, insight and
technology.

For further information, including the legal and regulatory status of this company,
visit https:/www.linkgroup.eu/legal-and-regulatory-status

Produced in association with 5i research and Teamspirit. The content of this article
does not constitute advice and should not be relied on as such. Specific advice
should be sought about your individual circumstances before any actioniis taken.
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