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EQUINOX | WELCOME

Made from 100%
recycled paper

Welcome

In my last Equinox introduction | spoke about my hope for
stability in markets, the government and the world in general.
Six months on and whilst stability might not have landed in
many parts of the world just yet, | am more hopeful about
markets. On 14 October 2022, our portfolios reached their
low points and, in my opinion, that was the day that the bear
market officially ended and a new bull market began.

The market fundamentals for almost all asset classes look very
promising, indicating that we should see strong returns and
hopefully outperform both cash and inflation going forwards.

You will no doubt notice that this issue is without a market
commentary and so the above is the only investment
reference that you will read! As part of our constant evolution
(which | also spoke about in the previous edition), you can
find a separate and improved investment report on our
website - if you've not already seen it, please take a look at
the back page of Equinox for more information.

| hope that you enjoy the new format and would love
to hear your feedback so feel free to drop me a line at
colin.lawson@equilibrium.co.uk.

Colin Lawson
FOUNDER

Contributors: Mark Barlow, Mike Deverell, Catherine Dooley, Paul Farrugia, Neal Foundly,

Rachel Griffiths, Tim Latham, Colin Lawson, Laura Stewart, Fiona Whitfield
Editor: Laura Stewart
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We have named this project “Dragonfly” -
an important symbol in many cultures, often
representing rebirth, change, happiness and
financial gain as well as insight”

When Rachel Griffiths joined our
Marketing team, like all great
marketeers do, she stood firmly
in the shoes of our clients and
began asking seemingly simple
and innocuous questions. That
was over two and a half years ago
now, but it started us on a journey
that has grown exponentially and
created something that | believe
will be transformative for our
clients and business.

Rachel’s initial work led to the most
eloquent definition of how we do
what we do:

“We help our clients to live the
life they want, to look after those
they love, and to leave a powerful
legacy.”

While this sums up our approach
perfectly, it doesn’t come close
to covering what we do to
achieve this.

To address this question, Rachel
started to look at EVERYTHING we
currently do, could potentially do
and have done for our clients. This
encompassed everything from the
important conversations that are
held, ensuring all legal documents
are in place, informing and
educating, to guiding clients into
making some powerful choices.

It became clear that there were 19
modules/topics that we wanted our
clients to experience with us before
we could honestly say that we have
done all that we could to make their
lives better.

| vividly recall my initial reaction
when [ first laid eyes on this list - a
mixture of amazement, trepidation
and excitement. In our 28 years of
business, we have never captured
the full scope of our services.

My initial amazement turned into
trepidation as | soon realised that
refining the list, creating a program
of experiences and then rolling

it out to every client would be a
monumental undertaking.

However, it wasn’t long before
excitement took hold because |
could clearly see that if we were
successful in doing so, it would
have a huge impact on our clients
and team, creating a ripple effect
that would ultimately enhance the
lives of many.

It clearly highlighted that - for now
at least - we don’t do everything
that we can do for every client,

we don’t have a methodology for
working out what clients need and
when, and the depth of delivery
was inconsistent.

So, | embarked on a mission to
refine these modules into client
experiences and create a formula
that would ensure that we do our
very best work for every client in
ALL ways.

We have named this project
“Dragonfly” - an important
symbol in many cultures, often
representing rebirth, change,
happiness and financial gain as
well as insight.

In the mystical world, dragonflies
point towards a deep energy and
expression of the soul, urging

one to be open to change and
transformation, breaking free of
old patterns, and paving the way
to freedom and new beginnings. A
perfect metaphor for what we are
looking to achieve here.

It is only right that we equip our
clients with the right level of
education, insight and knowledge

so that they have complete
confidence and clarity about
their money and what it can do
for them.

The original 19 experiences have
now been condensed into just 12
that make people’s lives better.
These have been split between
five core experiences that we
believe everybody will benefit
from to varying degrees, and
seven situational experiences

as life unfolds and situations
change. The full list is below:

This is your life

Volatility - victim or victor
Money in mind

Nearest and dearest

Lawinorder

Rapid responsibility

Relishing or resisting
retirement

Inheritance tax - the bottom line
The gift of giving

Care conundrum

Good grief

Setting sale

Unfortunately, there isn’t enough
space here to describe each one
in detail, so | will share the core
experiences and a couple of the
situational ones.

Rest assured, there will be plenty
of content to come. You may
also be interested in ‘Planning
for care’ on pages 16-17 which
refers to our ‘Care conundrum’
masterclass.
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This is your life

Every client in the future will
receive a robust financial plan. This
will be a living, breathing document
that doesn’t just sit on a shelf but
instead is used and updated to
empower all financial decisions.

It will encompass every aspect of
your life, serving as your roadmap.
It will focus on “living the life you
want to live, looking after those that
you love, and leaving a powerful
legacy”. See related article on
pages 12-13.

Your outcome: Gain the
confidence and clarity that your
financial plan aligns with your life’s
aspirations.

Volatility - victim
or victor

Markets are, by nature, volatile but
by understanding past behaviour,
we can ensure that our clients are
not surprised by the expected.
Clients will gain a heightened
awareness of the numbers under
prevailing market conditions. As
the saying goes, knowledge is
power, and our aim is to provide
an in-depth level of knowledge
about how one’s own personal mix
of investments may perform in
different cycles, good and bad.

Your outcome: We will share our
strategy on potential returns, giving
you confidence in the figures
underpinning your financial plan.
This will empower you to take
advantage of volatility rather than
being a victim of it.

Money in mind

Once you have your financial plan
in place and have a sufficient level
of knowledge about markets and
returns, then you need to move on
to think about how your hard-wired
emotional and mental biases can
kick in to negatively impact your
decisions and your overall feeling
of wellbeing.

Your outcome: You can experience
an overall sense of financial
wellbeing, comfort and
confidence.

By taking the time to understand
your own psychology, it will
ultimately help you to make better
decisions.

Nearest and dearest

Once you are happy that you are
living the life you want, who are
your nearest and dearest that you
would like to support?

We will explore all the different
options looking at the when, how
and why.

We can help facilitate some of
the courageous conversations
that might need to take place and
help co-ordinate the sharing of
information.

Your outcome: Gain peace of
mind knowing that you are best
supporting those you love, so that
the right people get the right help
at the right time, all delivered in the
right way.

Law in order

We will ensure that all the legal
documents are stored in one
place, along with the necessary
information and guidance needed.
This way, when these documents
are needed, the process is as
stress-free, efficient and as low-
cost as it can possibly be.

The key to this section is our unique
‘dress rehearsal,” during which we
review how everything will work

in the event of yours and/or your
partner’s death, so that all the
documents work in the real world.

Your outcome: You feel secure in
the knowledge that your financial

plan is supported with the correct
legal paperwork for the outcome

you want.

Rapid responsibility

At times, life events force us to
step into a new role that we are
unfamiliar and uncomfortable
with. For those taking on the
responsibility of managing
money for the first time, maybe
due to retirement, bereavement,
inheritance or divorce, we will start
from the beginning, providing
need-to-know basic knowledge in
an interesting and engaging way.

Your outcome: Following this
supportive introduction, you can
speak and understand the lingo,
armed with sufficient (and more for
those who want it!) information to
make sound financial decisions.

Relishing or resisting
retirement

Retirement is one of the biggest life
shifts anyone will ever make.

We will draw upon our extensive
experience of working with
hundreds of clients over the

last three decades to make the
transition as smooth as possible.
Your outcome: You can look forward
to your retirement, confident about
the transition ahead, knowing you

have enough to live on and live for.
Each experience will be

Q At times, life
events force us
to step into a new
role that we are
unfamiliar and
uncomfortable
with"”
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delivered in a range of formats
that best suit the subject. While
a masterclass event will form
the basis of many, others will be
delivered during your adviser
meetings, or perhaps through

a series of short videos and
written guides.

It is our aim to allow people to
engage in the way that works
best for them.

If each of the 12 modules is
approximately two hours of
content, then that’s 24 hours
of time, which could easily be

overwhelming for you as our client.
Our program will be based upon

the “diagnose and then prescribe”
methodology (explained more on
pages 8-9). We will assess what
we believe you need, when you
need it, and to what depth. For
instance, is it section two and four
of ‘Rapid responsibility’ or all of
it? What delivery method do we
recommend—written text, video,
masterclass, or one-to-one? What
takes precedence as the highest
priority?

| have had the privilege of
informally testing various
aspects of this program and the
feedback to date has been really
encouraging. Whilst it is still very
much a work in progress rather

@ Our program will be based upon
the “diagnose and then prescribe”
methodology. We will assess what
we believe you need, when you need
it and to what depth”

Find out more

than a work of art it is now
quickly starting to come
together.

No other financial planning
organisation has ever
attempted to provide such an
overarching, comprehensive,
and integrative program for
their clients. | firmly believe
this provides us with a unique
position in the market. For me,
this embodies how | always
thought financial planning
should be - closely connected
to the life of each client. It will
certainly make all our lives
better and as the saying goes:
“You can never do wrong by
doing the right thing.”

The trepidation has gone and
now | am simply excited to
see the positive impacts we
can make.

If you're new to Equilibrium, call us on 0161383 3335. If you're already a client, please
reach out to your usual Equilibrium contact.
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BY MARK BARLOW

Our experiences don't just
treat the symptoms; they
look for the cause as well.

The well-known saying “prevention is better than cure”
remains just as relevant today as it was when it was
coined by Dutch philosopher Desiderius Erasmus in the
1500s. With our suite of experiences, we aim to uphold
this principle and provide our new and long-standing
clients with immeasurable financial health benefits.

The importance of early diagnosis and its potential value
was evident in a recent meeting with two potential clients,
whom we will refer to as John (age 57) and Sally (age
55). John, who works at Astra Zeneca, earns a salary

of £250,000, along with a £50,000 bonus and share
options valued at £450,000. While he enjoys his job,

it can be quite stressful, and Sally believes he should
consider retiring soon. However, John is hesitant, as he
worries about losing his sense of purpose without work.

In addition to his job, John also owns 50% of a family
business with his brother. This business typically pays
an annual gross dividend of £350,000 and is currently
being sold for £12 million, with John expecting to
receive net proceeds of £5 million. John’s brother
manages the business on a day-to-day basis, and
John's relationship with his brother’s wife is strained.

In terms of legal documentation, the business lacks
any safeguards for its shareholders, leaving them
vulnerable. Additionally, both John and Sally have yet
to establish wills or powers of attorney, leaving their
personal affairs unprotected.

Throughout his career, John has accumulated a

final salary pension (also known as a defined benefit
pension that pays a guaranteed annual income for
life) which is estimated to pay him £50,000 from age
60, as well as a money purchase pot (also referred to
as a defined contribution pension to provide income
in retirement) valued at £375,000. However, he has
paid little attention to these assets over the years.
Together, John and Sally have amassed £1 million in
cash savings, with no specific plans for it. They have

Diagnose
and prescribe



EQUINOX | DIAGNOSE & PRESCRIBE

no mortgage and no immediate
plans to move from their home,
which serves as a thriving family
hub for their three married children
(aged 28, 30, and 33), who between
them have three children of their
own and another on the way.

While the traditional approach of

a financial planner would involve
proposing suitable investment
products and tax planning after the
initial meeting, we believe that is
merely a basic requirement. This is
where our Equilibrium experiences,
based on the concept of “diagnose
and prescribe” truly shine.

The life plan serves as the starting
point for our initial diagnosis (see
‘This is your life plan’ on pages 12-13).
Through further conversations, we

Patients name: John & Sally

nominations.

i Sort out basic legal needs such as the wil

: With potential cash to invest of £6 million and little

will then create an initial prescription
with a timeline for the treatment plan.

As the sale of John'’s business
progresses smoothly, there is no
immediate need for our “Setting
sale” experience. However, if the
sale falls through, it may be worth
revisiting, especially considering
John's strained relationship with

his brother’s wife and lack of
shareholder protection. It may also
be beneficial for John to bring his
mother, Carol (age 82), to our “Care
conundrum” masterclass, as she is
a widow living alone in her home of
50 years.

Given John and Sally’s current
hectic lifestyle, it will be crucial to
manage the pace at which they

take their medication for maximum
effectiveness. The initial prescription

land pension

investment experience, it will be important that John
: and Sally have the necessary guidance to help them

understand the fundament,

als. It will also be key for them

: tounderstand the DPsycholog: i
; : y and financial b i
1 : assoclated with investing. shaviours

: Revisit first year treatment plan and adjust dose where

| necessary.

It will be valuable for John and Sally to recognise
mportance of establishing powers of attorne

the

The need for clarity around what is important for the

family by having coura,
children. Furthermore
. can be effectively inte

tax planning.

geous conversations with the
, it is crucial to consider how this
grated into the realm of inheritance

can be tailored and adjusted
throughout, based on their
priorities and desired speed of
progress.

The case of John and Sally
exemplifies the importance of the
order in which the treatment plan
is implemented. While the content
may be similar for each experience,
the personalised dosage aims

to ensure a clean bill of financial
health for our clients.

The example used in this article is
for illustrative purposes only, but it
is based on a real-life scenario.

For your diagnosis and prescription,
please reach out to your usual
Equilibrium contact or alternatively
if you're new to Equilibrium, please
call us on 0161383 3335.

Volatility - victim or victor

Money and your mind

Law in order (Power of attorneys
: masterclass)

This is your life
(repeat Dbrescription)

Nearest and dearest

Inheritance tax - the bottom line
Gift of giving

Consider what retirement mi
by understanding their accu
: This will then bring financi

ght look like for John and Sally
mulated retirement provision.
al clarity to their Plans ensuring

they transition into retirement with a, purpose.

remain comfortable,

: Check the plan is still appropriate and that legals are

still suitable.

: Discuss their investment Jjourn

€Yy so far to ensure they

{ This ig yourlife (repest, Prescription)

Volatility - victim or victor

Money and your mind

Law in order

This is yourlife
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BY TIM LATHAM

in momentum

Our masterclasses have been a huge success
but for those who haven’t yet been to one, here's

what you can expect...

Keeping our clients informed has been a core part of The new masterclasses are an evolution of the old
what we do here at Equilibrium and since our inception  seminar format, one that would feel very different from
28 years ago, this has largely been achieved through what you may have experienced before. The topic of
seminars. In fact, the first seminar Colin hosted was in each masterclass is driven by the experiences one
1997. It was entitled ‘Live well and leave a legacy’ and may face in life (as spoken about on pages 4-7) and
we still run a developed version of it today - Live the demands a mix of learning, personal reflection, and
life you want, look after those you love, and leave a sometimes clear action. Aimed to be more informal
powerful legacy. The seminars ran on a grand scale in nature, with numbers capped at 16, we knew we
and would often accommodate over 50 attendees ata  already had the perfect space to host these events -
time, typically in a large hall. where else but our head office, Ascot House!

10
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This set up enabled us to respond
to questions and answers, offer a
wider picture of the subject matter,
including real-life case studies

that people can relate to, and
ultimately, explain the ‘why’ behind
the importance of each topic.

We believe our latest evolution
provides a richer opportunity to
make people’s lives better.

With current topics covering
essential planning around

Powers of Attorney and the Care
Conundrum, we felt it was vitally
important to encourage interaction
among attendees. A presentation
simply on the cost of care is useful
but a masterclass on funding care
and how a care plan can look,

with live discussion and sharing

of stories, is invaluable. We are
incredibly fortunate to look after
over 1,300 clients and each has
incredible stories and insights

that make these experiences even
more powerful.

To date, we have hosted 11
masterclasses, and it is no
exaggeration to say that every one
has been different as we tailor it

to the audience on the night or
more recently, the morning. The
feedback received after each event
has also highlighted attendees’
preferences for the masterclass
format and of being heard, rather
than simply being presented to.

What to expect on
the day...

You will be met at the door by one
of our friendly team members, who
will escort you to our common area
known as “The Mess” - obviously
we are not a military organisation,
but the name just fits our hub of
activity. Before the presentation
there’s time to help yourself to

a variety of food and drink and
mingle with other attendees.

The presentation itself lasts no
more than an hour where you will
be invited to share your thoughts
and discuss the topic along the
way. At the end, there will be a
question and answer session for
those who choose to stay.

@ We believe our
latest evolution
provides aricher
opportunity to
make people’s
lives better”

What to expectin
the future...

Equilibrium’s overarching plan,

at the time of writing, is to have
over 12 experiences in play by

the end of next year. With topics
ranging from ‘Relishing or resisting
retirement’, ‘Rapid responsibility’,
and ‘Law in order’, we strongly
encourage clients to attend topics
that matter to them. There are
some we view as core, which
everyone should attend, such as
‘Your life plan’, while ‘Setting sale’,
is targeted to business owners
and naturally more circumstance
driven. The evolution from the
traditional seminar format to

a smaller, more bespoke one

is intended to improve the
experience our clients have with
us and leave them feeling more
informed about subjects that are
important to them.

Our current masterclasses run monthly with morning and evening sessions available. You
can view availability and register your interest by either calling 0161486 2250, visiting
equilibrium.co.uk/events or scanning the QR code.

We look forward to welcoming you to our next masterclass!
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This is your
life plan

Financial planning can be boring

Living the life you want -
goals, hopes, and dreams

@ You may never know what
results come of your action,
but if you do nothing there
will be no result”

Mahatma Gandhi
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For example, we may ask a client
approaching retirement:

Q: Over thefirst three years of
retirement, what would you need
to happen for you to consider itas a
success?

“l want to complete my master’s
degreein...”

“l wantto visit my brother in
Australia.”

Q: How does your perfect week look?

“Pick the grandkids up from school,
couple of days out, work on my
university course and improve my
golf swing.”

Q: Is there anything you would be
disappointed not to achieve in your
lifetime?

“l have always wanted to learn to fly
anaeroplane.”

Fulfilling a lifelong dream has shown
to be beneficial for our wellbeing and
can help us focus on achieving our
dreams as opposed to thinking: “How
much do | have?”

Looking after those
you love

Having more than just a family tree
and a list of your assets will help us
build a clear picture of what you value
and what motivates you. We may also
uncover areas you haven't considered
before but now need building into
your plan. Questions we may ask:

Q: How would you like to support
your loved ones now and in the
future?

Q: What are your children’s biggest
financial concerns?

Q: Do you have any concerns about
helping them?

There may be some difficult decisions
you wish to place on the back burner
or conversely, ones you wish to tackle
head-on. See our related website
article on ‘Courageous conversation’
(equilibrium.co.uk).

Leaving a powerful
legacy
You may wish to leave a long-lasting

legacy that benefits the people and/
or causes closest to your heart.

Maybe you want to ensure that

your grandchildren’s and great-
grandchildren’s education needs are
catered for or perhaps you want to
leave your own philanthropic legacy,
in which case, we will arrange a
meeting with our philanthropic
expert, Andrew Evans.

By acting today, we can help to
minimise the amount of tax you're
currently paying and will pay in the
future, so your money can make an
even bigger impact.

Q: Who would you like to benefit
from your money when you're no
longer here?

Q: What impact do you hope
tomake?

Mind over money

In crafting a financial plan, we must
acknowledge that no investment
comes without risk. Every financial
plan will involve an assessment of
the level of risk you need to take to
achieve your goals. However, not all
plans include a discussion about how
you might feel in times of market
volatility. We know this can have a
huge impact on your emotions and
ultimately the decisions you make.
Pre-empting problems before they
arise is an integral part of getting the
life plan right.

Q: What worries you about your
finances and why?

Q: Have you ever made and later
regretted a decision regarding
your investments?

We can agree how to communicate
news about changes in markets
effectively, without causing undue
worry, and what level of information
you need to make decisions around
finances, i.e., some people prefer
lots of detail while others just want
the headline facts.

We can better understand how
much input you want or need to
stay on track. Do you prefer a light
touch approach, or more frequent
touchpoints at certain times, such
as when markets are volatile?

Adapt and compromise

A robust plan must be adaptable
to accommodate growth and
changes in circumstances,
whether that’s due to personal or
external factors.

Delaying these decisions and
conversations may lead to

making poor choices and create
unnecessary worry. Planning ahead
and recognising that you need

to expect the unexpected, while
accounting for these possibilities,
will allow you to have confidence in
your financial future, regardless of
what challenges arise. For example,
if things don’t go to plan:

Q: Are you willing to continue
working if needed or are you
prepared to downsize?

Q: What can you compromise on or
where can you reduce spending?

We will also agree what level of
emergency fund you need to handle
any unexpected expenses that life
throws at you.

The hard truths and
nothing but the hard
truths

For a plan to work we will explain the
limitations, ensuring we don’t over
promise or under deliver. We'll also
be clear about the consequences of
not sticking to the plan!

For example, if you continue to
spend at the same rate, your funds
will be depleted in xx number of
years or conversely, if you don't
spend the planned amount per year,
your IHT liability will increase to xx
amount over xx number of years.

Q: What's stopping you from
achieving your goals?

Q: What's getting in the way of doing
what you said you'd do?

In summary, your life plan will be a
guide for creating the life you want
to live. It will empower and inspire
you to take action. One thing’s for
certain: it won’t be dull or boring!

This article is intended as an
informative piece and should not be
construed as advice.

To start making your life plan
today, call us on 0161383 3335 or
reach out to your usual Equilibrium
contact.

(1) Action for Happiness -
www.actionforhappiness.org/take-action/set-
your-goals-and-make-them-happen
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BY MARK BARLOW

Bank of Mum
and Dad

Never has the Bank of Mum and Dad been in such demand.
Chartered team member, Mark Barlow, addresses some of
the parental decisions you may be faced with.

Trust forms the bedrock of any successful relationship, and this holds true for the bond between
banks and their customers. A recent survey conducted by GFT! revealed that almost half of British
bank customers lack faith in their banks’ ability to assist them in navigating their finances during a
recession. However, there is an exception to this trend, and it has garnered rave reviews.

This exceptional establishment is none other than the ‘Bank of Mum &
Dad’, which has long been known for its flexibility in extending credit
lines and repayment structures. The traditional model involved
gradually reducing withdrawals over time, culminating in a

potentially substantial financial withdrawal through inheritance.

Does this sound familiar? Is this truly the most advantageous
method of making withdrawals? Is it not an outdated approach
to running a ‘Bank’?

According to The Times, parents typically authorise
withdrawals amounting to £202,660 throughout
their child’s formative years until they turn 18.

In later years, parents may also assist with
university expenses and house deposits before
witnessing a reduction in withdrawals as their
investment begins to bear fruit and becomes
self-sufficient.

As the withdrawal rate from the Bank of
Mum and Dad dwindles, the financial
focus shifts towards retirement. At

Equilibrium, this phase assumes great
significance as the focus transitions from

@ The average cost

of raising a child to age
18 inthe UK is now a
staggering £202,660"

The Times
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The retirement smile

Income need

Income needs

Still working or needing to
fund an active retirement

Slowing down and thinking about

transferring assets or wealth

Surplusincome

May need to pay for help
around the home

Long-term
health care

55 65

Source: FT adviser

75
Age

85 95

accumulation to decumulation.
Regular meetings with your
financial planner to forecast

cash flow can breathe life into
your retirement plans and instil
confidence in your financial future.

Chartered Financial Planner, Ben
Harrison describes the journey

of spending in later life as the
‘retirement smile’. He explains:

“In the initial years of retirement,
individuals tend to spend more

as they check off items from their
bucket lists. After a few years, they
may choose to slow down, leading
to a decrease in expenses.”

It is during this phase of slowing

down that you may find yourself

accumulating wealth once again.
But could this surplus income be
put to better use?

The dilemma of
childcare

After fulfilling their role as the CEO
of the Bank of Mum and Dad and
settling into retirement, parents
witness their children flourish in
various aspects of life, be it their
careers, relationships, or becoming
parents themselves.

The joy of being a grandparent is
a magical experience as you bask
in the pleasures of retirement.
However, it is at this juncture that
your children may require your
assistance more than ever.

Every family is unique, but the
average UK family now consists of
1.7 children, 1.4 parents, and half a
dog?, all of whom require careful
budgeting.

According to data from the National
Vital Statistics System, the average
interval between the birth of

two children is between two and
two-and-a-half years, resulting in
significant financial outlays during
the early years. Let’s examine one
of the most substantial costs that
families face - childcare.

The cost of childcare

According to the Coram Childcare
Survey (2023), the annual childcare
cost of 50 hours a week in a
nursery setting for a child under
two is £14,836, with only a marginal
increase from the age of two.3

For a single parent with two children
earning the UK average net wage

of £26,735 4, the cost of childcare
would surpass their take-home salary.
Even covering childcare expenses for
a single child would be a challenge
after paying household bills.

A report by the charity ‘Pregnant
Then Screwed’ revealed that one

in three families relying on formal
childcare resort to some form of debt
to meet these costs. Additionally,
over three-quarters of mothers (76%)
paying for childcare believe that it
no longer makes financial sense for
them to work. However, for parents
who choose to give up work, this
decision comes at a cost both
professionally and personally.

Christine Morris, a long-standing
client of Equilibrium and a mother
of six and grandmother of twelve,
understands the financial burden
of childcare all too well. After a few
years of settling into retirement
Christine became aware of her
surplus income during a cashflow

planning meeting with her Financial
Planner, Tim Latham. It had never
occurred to her that this surplus could
have a profound impact on her family
until Tim presented the myriad of
opportunities this could provide for
Christine and her family.

After engaging in thought-provoking
conversations, Christine discovered
that her daughter Vanessa was
struggling with the cost of childcare
after giving birth to her daughter
Paige six months earlier.

“| spoke to all my children, and it
became evident that Vanessa was torn
between returning to work full-time
and covering childcare expenses.

We agreed to assist with the cost of
childcare for a few years, and the
difference it has made has been truly
remarkable.”

Vanessa initially returned to work
part-time at a large accountancy firm
but thanks to the additional financial
support for childcare, she was able
to establish her own company Morris
Accountancy Services Ltd and now
solely works for herself.

“Having this additional support
opened up a world of possibilities for
me. | now have a tremendous sense
of purpose in both my family and
professional roles, which has had a
profoundly positive impact on my
work-life balance.”

This article is intended as an informative
piece and should not be construed
as advice. To speak with one of our
experts, call us on 0161383 3335.

(1) GFT UK Banking Disruption Index

(2) Mr Men Research

(3) Coram Family and Childcare 2023: GB

(4) Office of National Statistics - average mean
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BY TIM LATHAM

Planning
for care
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BY PAUL FARRUGIA

Whether you decide to deal with probate yourself, appoint
a solicitor to do it for you or use an adviser on an ad hoc

basis, we can help you every step of the way. Chartered
Financial Planner, Paul Farrugia, explains how.

Simple. Secure. Stored.
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Scan the QR code or visit
equilibrium.co.uk/law-in-order

We're here to help

If you're unsure whether probate applies to you, please call us on 0161383 3335 and one
of our experts will assist you every step of the way or alternatively reach out to your usual
Equilibrium contact.
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BY MIKE DEVERELL

Investment
reporting
and poking
the Chimp

Investment Manager, Mike Deverell, introduces
the new changes to our investment reporting

and explains our reasons for doing so.

There’s a phrase we often use in the office: “don’t poke the Chimp!” At Equilibrium,
we are big fans of “The Chimp Paradox” by Professor Steve Peters. In his

book, Peters explains that we cannot always control how we react

to new information or events.

Whilst our “human brain” can analyse things in a rational,
detached fashion, often our initial reactions to stimuli
are more emotional and “animalistic.” Peters calls this
our “Chimp.”

Our Chimp brain works quickly as it is based on
instinct, which can sometimes be helpful (if you're
in the jungle and you see a tiger, for instance).
However, these emotional reactions can lead us to
make poor decisions in today’s modern world.

Peters says that to control our Chimp we need to
understand it rather than ignore it. It can even be helpful

to name it. For example, Equilibrium founder, Colin Lawson,
calls his “Igor” (coincidentally | call mine “Colin™!).

If I want Colin (our founder) to agree to something within the
business, it pays for me to appeal to his “human” brain and avoid
poking Igor!

Portfolio reporting

So, what does this have to do with investing?

Numerous studies have shown that humans tend to have strong, emotional
reactions to investment losses. These negative emotions are perhaps twice as
strong as the positive feelings we have when we make gains. 1

However, if we want to achieve returns above cash, we need to take some risks.
Investors will inevitably experience losses from time to time, but investing should be
for the long term.
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In fact, the more frequently you look
at your portfolio, the more likely you
are to experience losses.

Let’s look at the S&P 500 (the main
US stock market) where we have the
most data. Between 1951 and 2022,
53.6% of days were “up days” and
46.4% were “down days”.2

If you held an S&P tracker and
looked at your valuation daily,
you'd experience a loss almost half
of the time!

The less frequently you check your
portfolio, the less likely you are to
experience a loss.

Chart one shows how frequently the
S&P 500 was positive over various
time frames from 1926 to 2021.

Those investors who checked their
portfolios monthly would have
experienced losses more than a third
of the time.

However, leave 12 months between
portfolio reviews and 75.7% of
periods were positive. Leave it 20
years and 100% of periods saw gains!

Triggering your Chimp

Why do we send you a valuation each
quarter? In doing so, we may have
unnecessarily triggered your Chimp.

We originally reported in this way
because we needed to review
portfolios and make changes

to align with target positions.
However, this is now done daily for
most clients who are in the IFSL
Equilibrium funds.

We have also historically reported
your percentage returns net of all
financial planning and platform

fees, and investment management
charges. There are two problems this
can cause:

1) We are inadvertently asking you
to judge our financial planners
solely by investment returns. But
these return figures don’t consider
tax savings through tax planning,
cash flow forecasting to provide
confidence in the future and any
intergenerational planning.

2) It makes it difficult for you to
assess our investment performance.
If we report performance net of
financial planning and platform
fees, then we ought to adjust

any benchmark to consider such
fees as well. To put it another

way, if our financial planners

had recommended a different
investment manager or platform
then the financial planning and
platform fees would still be charged.

Further to this, we reported on
money-weighted performance
which adjusts returns for the
amounts you add and withdraw
from your portfolio.

This can be more accurate in many
ways, but it can also be misleading
when looking at relative performance
and cannot be compared to a
benchmark where returns are shown
as simple time weighted. Your return
is influenced by the exact timing of
contribution and withdrawals, which
can make a big difference especially
if the amounts are large relative to the
overall value of the portfolio.

100%

1Month 1Year 3Years

Source: awealthofcommonsense.com
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Chart one: Frequency of positive returns - S&P 500 (1926-2021)
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Separate reporting

Given the above factors, we have
decided to separate out the reporting
of Equilibrium Financial Planning
(EFP) and Equilibrium Investment
Management (EIM).

We are looking to phase out quarterly
valuations although you can still access
your valuations via our portal. EFP will
continue to provide an annual update
as part of your financial plan review.

EIM will enhance their quarterly
investment reporting to provide more
information about performance in
relative and absolute terms.

We already hold quarterly market
updates and we will enhance this by
providing more written and video
content. It is then your choice whether
you wish to look at this content.

Answering the key
questions

Our reporting will always aim to answer
three common concerns:

1. Am | ok and will my finances survive
the market ups and downs? EFP

2. Are you doing ok compared with
relative benchmarks and other
investment managers? EIM

3. What actions are you taking? EFP & EIM

There’s a big difference between
market returns, investment
performance and results. Markets are
beyond our control - they happen to
us. Performance is how we do relative
to benchmarks or other investment
managers. Results are what you

end up with - after the inflows and
outflows, timing of contributions and
withdrawals, changes made, and any
planning carried out together.

In future, EIM will report on markets
and performance and EFP will report
separately on your results. This shift
will hopefully keep your Chimp under
control and your human brain in check!

Past performance is for illustrative
purposes only and cannot be
guaranteed to apply in the future.

This article is intended as an information
piece and does not constitute a
solicitation of investment advice.

(1) Loss aversion (behavioraleconomics.com)
(2) Stock Market Yo-Yo (pcrestmontresearch.com)
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A response-able
investor?

You may have invested responsibly over the years,
but do you also possess the six attributes of a
response-able investor?

Of course, you are a responsible investor! You have
control over your finances and are careful about where
you place your money for growth. You are comfortable
in your level of risk and keep yourself abreast of market
news to maximise returns. In fact, if you do say so
yourself, you can be credited for the many benefits that
you and your loved ones have enjoyed from your ability
to manage money so responsibly to date.

What if we pose a different, perhaps a more helpful,
question?

A response-able investor is exceptionally well positioned
to ensure that their finances grow and thrive. How?
Because they can respond both quickly and positively
(the combination here is key) to an external stimulus.

When the world changes, and let’s face it, the
stimulus on the markets has been plentiful over the
past few years, then it is vital to respond in a way that
is informed, rational and dispassionate, rather than

reacting out of urgency.

Take a moment here to pause and reflect, honestly, on
how you may habitually react to market changes.

The response-able investor does not ‘react’
spontaneously to changes in the market. Instead,
they are equipped to ably ‘respond.” The former is an
action of speed and low consideration. The latter is an
informed place of choice and information, enabling a
balanced and healthy decision to be made.

At this point, it seems only logical to point out that we
are ‘Equilibrium’ both in name and by nature. Our very
existence is to ensure a balanced state where opposing
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@ Aresponse-able
investor is exceptionally
well positioned to
ensure their finances

grow and thrive”

forces are in play. It is our aim to
equip every single one of our clients
to become able to respond and

not to react when things change,
whichever direction the markets turn.

When opposing forces threaten to
become unbalanced, the response-
able investor can affect and
maintain the state of equilibrium.

Being a response-able investor
has one single, significant and
undeniable benefit - it helps you to
protect your investments by being
better able to maintain a balanced,
dispassionate response when the
market - or the world - changes.

Our investment team and our
financial advisers see clients every
day who gain (quite literally) from
being a response-able investor. They
tend to display the following six
attributes:

Investing successfully means
marrying and managing the
complexities of your life and
personal needs with the
complexities of the wider world and
chosen investment.

Like it or not, our money is linked
with our emotions. ‘Mind the gap’
between the two by creating an
action plan in advance for when
the challenging period hits so
that, when it does, you are making
decisions while clear-headed, not
once emotion takes hold.

Accepts that when reviewing
performance, emotion will affect
their perspective. They have
considered, in advance, how
changes in the market may trigger
changes in their emotion.

Being human, our psychology
determines and defines how we
behave. Becoming self-aware of
the behavioural biases associated
with investment, helps us to remain
balanced. Understanding our own
herd behaviour, our susceptibility
to anchoring or self-attribution for
example, will prepare you for not
being triggered by the market.
Taking the time to know your

own psychology can have a huge
payback. See our related article
‘Unlocking your financial DNA’ on
pages 26-27.

Not only acknowledges but
actively practices positive

behavioural investment. They are
aware of the biases and look to
form new, more helpful habits.

As Warren Buffet, the sage of Omaha
tells us: “The stock market is a device
for transferring money from the
impatient to the patient.”

You WILL experience market drops
and investments WILL fall in value.
They're not fun but they don’t last
forever and at some point, they WILL
eventually recover.

The facts are that the longer you
leave your investment, the better
your odds for a positive return.
Knowing the realities around bear
and bull markets is helpful.

A ‘bear market’ is defined by
Investopedia as a period when
markets fall from peak to trough
by 20% or more. The average bear
market fall lasts 289 days with a
37.3% dip.!

A ‘bull market’ is a period when
stock prices increase, usually by
20% or more over a minimum of two
months.2 Historically, bull markets
last on average over five years and
bring a 198% return.3

Grounds their investment in the
figures around the pattern of the
bull and bear market. They know
that checking their investments
daily will not support them.

There is a huge danger in making
comparisons, especially in defaulting
to oversimplified labels such as
‘returns’ or ‘against the FTSE.

The term ‘investment’ covers

a phenomenally wide range of
activities, all with the same objective
to generate profits. However, that is
the only commonality they share.
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While investing in a newly formed
company may triple your money
over one or two years, the risk levels
are high; 60% of new businesses fail
in the first three years.4 Compare
this to investment in a global
company and your expected levels
of both risk and returns are lower.

The FTSE 100 is often used as a
common yardstick for investment
performance. The reality is that
modern portfolios are not usually
invested solely in an index but
include an array of other investment
types, across multiple sectors
around the world.

The response-able investor:
Avoids comparing apples with
pears and is sure to select an
appropriate and equivalent
benchmark for measuring
performance.

5. Beyond the bottom line

Look through the bottom line to

the actual amount of return you will
receive. It is impossible to invest
without incurring costs, such as
stamp duty on shares, platform and/
or fund charges.

When comparing investment
performance returns with any
benchmark, competitor or
alternative, it’s worth being aware
that they will likely not reflect fees or
taxes that apply, thereby overstating
their return.

This is particularly relevant when
considering property investment
where taxes and costs of ownership
are high.

Investment performance can also
be skewed if you make additional
contributions or take withdrawals.

Q Asis the case of life, when
it comes to investing, timing

is everything”

For example, if you invest £10,000
at the start of the year and the
investment increases by 10% over 6
months, you will see an increase of
£1,000. When added to your initial
investment this makes your total
now worth £11,000.

You then invest a further £10,000,
bringing your total to £21,000. Over
the next 6 months the investment
drops by 5%. Remember, it went up
by 10% initially so after the 5% drop it
is still up 5% over a year.

However, you have £21,000 invested
at the 6-month point so when the
investment falls by 5% your £21,000
drops to £19,950.

This creates a strange situation where
the return is up by 5% over a year but
you haven’t made any money and, in

this example, have made a small loss!

The response-able investor:

Is mindful of taxes, charges and
flows of money when comparing
performance to an alternative.

6.Timing is everything

As is the case in life, when it comes
to investing, timing is everything.

When comparing investment
performance, it’s vital that you are
precise and consistent with dates.
The performance of one portfolio
will be very different to another if the
time period being assessed differs,
even slightly.

For example, had you invested in the
FTSE AllShare over the previous full
tax year ending 5 April 2023, you
would have seen a total return of
2.27%.

However, if you had invested in the
FTSE AllShare over the 12 month
period ending 1 August 2023,
you would have seen a return of
5.82%, despite the time periods
overlapping by eight months.5

The underlying investment wasn't
intrinsically any better or worse, it
was the same but just over a slightly
different period.

The response-able investor:

Ensures that performance
comparison periods match
precisely - to the day!

This article is intended as an
informative piece and should not
be construed as advice. If you have
any further questions, please don’t
hesitate to get in touch with us.

(1) Stock market outlook nasdaq bear market sell-
off yields recession (businessinsider.com)
(2) What is a Bull?Definition in investing, traits
and examples (investopedia.com)
(3) History suggests S&P 500 hits 3000, next
bull market takes it to 6000 (investing.com)
(4) How Many Businesses Fail in the First Year
in the UK? (businessinsolvencyhelpline.co.uk)
(5) FE Analytics
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Equilibrium Foundation
Grant Awards

The Equilibrium Foundation, committed to making
people’s lives better in the community, introduced its
grant awards program this year and the winners are...

With a staggering 34% of children in the North West
of England living in poverty (BBC), the decision to
centre our first grant awards on supporting charities
that alleviate child poverty in the region was both
compelling and imperative.! We take immense pride in
revealing who received a share of the £60,000 pot:

Bare Necessities, Wilmslow
www. bntoiletrybank.org

Bare Necessities is a toiletry bank addressing the
invisible crisis of hygiene poverty. Around nine children
in every average UK classroom of 30 live in poverty. The
collection and delivery of these essential products helps
bolster self-esteem and overall wellbeing for children and
their families. The grant will support their ‘Give a Smile’
and ‘Give a Wash Day’ projects, providing toothbrushes,
toothpaste and laundry detergents.

Children Today, Chester

www.childrentoday.org.uk

Children Today provides grants, advice and guidance
that allow children and young people (up to the age

of 25) living with disabilities to access specialised
equipment (including trikes, adapted buggies, powered
wheelchairs, lightweight wheelchairs, bubble tubes,
seating systems and tough beds).

Bolton Toy Library

www.boltontoylibrary.org

Dedicated to enriching disadvantaged children’s lives

up to the age of eight, Bolton Toy Library facilitates
interactive play, lending toys, books, and specialised
resources. It serves as a nurturing space for vulnerable
families, offering essential support services alongside
play opportunities. A Diversity Support Worker will be
appointed using the grant, focusing on aiding non-native
English-speaking families out of poverty.

The awards will have a different theme for each round of awards, enabling us to spotlight a
range of issues depending on what we believe to be most relevant at the time. The applications
are closed for 2023 but keep an eye out for our next theme in 2024.

For the latest information, visit

Norbrook Youth Club, Wythenshawe
www.norbrookyouthclub.co.uk

This youth club provides a safe and fun environment
where young people aged 6 - 18 can enjoy leisure and
community activities. Their grant will be channelled
towards enhancing kitchen facilities used for healthy
cooking classes. Notably, these improvements will focus
on ensuring accessibility for individuals with disabilities.

Home-Start Trafford, Salford & Wigan

www.hsts.org.uk

With a mission to provide support to families with young
children facing poverty and debt, Home-Start has built
a community network of trained volunteers and experts.
Their grant will provide targeted aid for local families
and will also sustain a part-time position dedicated to
organising and distributing essential items.

Prevent2Protect, Salford
www.prevent2protect.org

This organisation is dedicated to reduce the number

of children being recruited and exploited by criminal
gangs through educational workshops. The main focus
is providing their GANG for LIFE? Project to those aged
10-16. The grant will allow them to expand the reach and
frequency of these workshops.

Swinton Lions Community

Sports Foundation
www.swintonlionsrifc.co.uk/community/foundation

Promoting healthy lifestyles and sports engagement,
Swinton Lions Community Sports Foundation leverages
Rugby League as a medium for empowerment. The grant
will support the development of innovative programs
across four targeted community hubs in Manchester,
catering to those aged 7-18.

(1) bbe.co.uk
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Unlocking your
financial DNA
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1. Define

2. Align

Colin’s results

3. Understand

4. Leverage

5. Break free

If you're new to Equilibrium and would like to complete the Financial DNA questionnaire and
receive a full report and analysis, please call us on . If you're already a client,
please reach out to your usual Equilibrium contact who will be able to arrange this for you.
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BY LAURA STEWART

Serving Equilibrium veteran, Fellow of the
Association of Chartered Certified Accountants
and Personal Finance Society, Chartered
Financial Planner, and font of all knowledge...
meet Nilesh Patel.

“It doesn’t make sense to hire
smart people and then tell
them what to do; we
hire smart people
so they can tell
us what to do.”
-Steve Jobs

This is what
Equilibrium does
best; it hires smart
people and just
over fourteen
years ago, it made
one of the best
business decisions
to date, by hiring a
young man named
Nilesh.
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Clients value
Nilesh for his quick
responsiveness,
efficiency, and
ability to simplify the
complex, perfected by
an extremely warm and
down-to-earth manner.

Here we chat with

one of our longest-
serving members of the
Equilibrium team...
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It doesn’t make sense to hire
smart people and then tell them
what to do; we hire smart people
so they can tell us what to do”
Steve Jobs

“It’s an interesting story. Originally,

| came for an interview with Debbie
Jukes (Head of Client Care) and
Andrew Clarey (ex-adviser and former
partner) who were at the start of their
recruitment process so were unable
to offer me an immediate post.

“At the time, | was offered a job

with Cowgill Holloway in

Bolton which | took
but soon realised
it wasn't for me.

“In the meantime,

Debbie (via a recruitment
agent) offered me a three-month
contract to assist with the
migration of accounts to a new
platform provider, Nucleus. |
was then offered a permanent
position and the rest, as they
say, is history.”

“When | joined, the team
consisted of about 30
people, and | could tell from
very early on that everyone
knew each other well and
the culture was the best
| had ever experienced.
Colin Lawson (our founder)
was (and still is) inspiring

and took pride in building
strong relationships
with clients, giving
them confidence

to spend their money rather than
save it for “the future”.

“The role here was ideal for me
as | had both financial planning
and accountancy qualifications
and plenty of experience in new
business processing, internal
auditing, underwriting and
training to name but a few.”

“Feeling valued and appreciated
and making a difference in client’s
lives. Above all, | enjoy doing the
best job | can for my clients.

“| have particularly enjoyed training
people, joining our Academy,
which gave me the confidence to
present to a wide audience, and
dressing up as a penguin for our
Christmas ‘decorate your desk’
competition!

“It was my 14th anniversary in
August, and | can safely say that this
is more than likely going to be my
last role before retiring in the future.”

“l have thought about it, but my
current role provides the best of
both worlds - | am authorised to
give advice and look after several
clients (mainly on behalf of Colin
and Andrew Hirst) but | also work
alongside financial planners of
high-net-worth clients which

involves incredibly challenging
reports and huge sums of money,
where accuracy is key.”

“Experience helps but also
confidence in my ability. It's

all about backing yourself and
knowing that your ultimate goal is
to help the client in the best way
possible.”

“Come and speak to me for five
minutes if you're unsure about
anything. When team members
come to me for help and I'm met
with a slightly worried or anxious
expression, | ask: “How long has

it taken you to come over to me?”
Invariably, if they’re new to the
business, their reply is usually:
“Hours!” | usually respond with: “I
am here to help; money cannot buy
time and if there’s one thing, | know
| can do well, it’s to save time.”

“Trusted, autonomy, appreciated.”

“My children (who are 16 and 12!)
keep me busy, but | also enjoy
watching football (Manchester
City fan), cricket (obviously!),
walking (I've rambled up Ben
Nevis, Scafell Pike, and Snowdon
over the last 12 months) and
travelling.”
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As the threat of war between China and Taiwan persists,
Portfolio Manager, Neal Foundly, addresses the potential
outcomes and perceived risks that investors may face.
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BY MIKE DEVERELL

Take a walk
down Bond St.

Interest rates in the current environment don't just

imply higher returns on cash, they imply higher
returns on bonds too!

We all know that diversification is key when it comes to and in return, they receive a gilt. The gilt has a
maintaining a balanced and resilient investment portfolio. redemption date (date to maturity) at which point, the
Given the current economic landscape, we believe that nominal value is returned (typically the amount it was
bonds have an important role to play. However, bonds originally sold for). However, during the term of the
can be confusing, so we thought it would be useful to gilt, a fixed income is paid, known as the coupon.
explain how each type of bond works and why we think
now might be a good time to invest in them. Interest rates play a huge part in the price of a gilt.
When the base interest rate rises, the price of gilts
Gilts tends to fall and vice versa. This happens
because existing bonds with
These are often referred to lower coupon rates become
as UK government bonds, less attractive and newly
where an investor issued bonds must
lends money to the offer higher coupon
UK government, rates to attract
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investors. Consequently, investors
demand a discount on older bonds
to compensate for the lower interest
income.

If the price of a gilt falls, its yield
increases. Yield is the return an
investor receives from holding a
bond, expressed as a percentage
of the bond'’s face value. When the
price drops, the yield rises because
the fixed interest payments
(coupon rate) remain the same, but
they represent a higher percentage
of the lower bond price.

Corporate bond

A corporate bond functions similarly
to a gilt, but with a key distinction:
you lend money to a company, not a
government. This adds risk because
companies can go bankrupt,
potentially resulting in a partial or
total loss of your investment.

Due to this extra risk, companies
that issue corporate bonds will
typically pay higher interest than
gilts. However, you still know
exactly what return you will receive.

A secure “investment grade”
company (rated BBB or above) might
offer around 1.5% to 2% p.a. in extra
interest, while a “high-yield” bond
(lower credit ratings) could provide
4% to 6% p.a. more than a gilt.

However, in the meantime, the
bond’s price can fluctuate due to
changes in interest rates (which
make the fixed-rate bond more or
less attractive by comparison) or
perceptions of the risk involved.

High-yield bond

A high-yield bond is a form of
corporate bond with a lower credit
rating (BB+ or lower), indicating a
higher likelihood of the company
facing financial difficulties and
potentially defaulting. As a result,
investors demand a higher interest
rate to lend money to these
companies.

Find out more

@ Interest rates play a huge part
in the price of a gilt”

Whilst riskier, we have selected
specialist fund managers who will
conduct thorough credit analysis to
check the security of the companies.

It's important to note that “high-
yield” doesn’t necessarily mean
these are lesser-known companies.
In fact, some of the top holdings in
one of the high-yield funds we hold
include Santander Bank, Heathrow
Airport, and EDF Energy (who

are mainly owned by the French
Government).!

At present, the yield to maturity on
the high-yield funds we hold in our
portfolios is circa 10% p.a.2

We think that the income we

are getting paid more than
compensates us for the extra risk,
even if the economy goes into a
deep recession.

As you can see, bonds are relatively
simple, and in isolation, you know
exactly what you will receive upon
maturity. However, during the term,
the price of the bonds can fluctuate
and you can make a capital gain or
loss if sold early. It’s also essential
to understand that we don't just
hold one bond, we hold a portfolio
of bonds, but the fundamental
principle remains the same.

Why invest now?

Current bond yields are much
higher than they have been in
previous years, which implies much
higher returns.

Historic data on the gilt index,

for example, has shown a strong
correlation between yields and
returns. When gilt returns are low,
yields have been low and high when
yields are high. The current yield on
a gilt is approximately 4.5% and, in
the past, returns over the following

For more information on the facts and figures above, visit our webpage:

equilibrium.link/save-or-invest

10 years exceeded 6% p.a. when
yields were at a similar level.3

Similar is true of investment-grade
corporate bonds where the yield

and return are strongly linked albeit
with slightly more risk and variation.
Historically, the average return on a
10-year corporate bond tended to be
5-7% p.a. over 10 years when the yield
started at 6.5% (a similar environment
to now).4

For high-yield bonds, we can
consider the USD index for
comparison purposes. The current
yield here is approximately 8%, and
historical data shows returns of
approximately 8% p.a. over five-year
periods when the yield has been at
these levels in the past.

As mentioned, the yield on our high-
yield portfolio is approximately 10%.
This is because these funds can invest
globally, are more selective of which
companies they lend to, and carry

out due diligence to ensure risk is
minimised. Based on historic turns,
we can expect to see a return of
approximately 10% p.a.5

Bonds not only offer a steady return
but also serve as a hedge against
inflation and as you can see from
past indicators, they look particularly
attractive right now don’t you think?

Past performance is for illustrative
purposes only and cannot be
guaranteed to apply in the future.

This article is intended as an information
piece and does not constitute a
solicitation of investment advice.

(1) Royal London Asset Management

(2) EIM / the various fund managers, 31 July 2023)
(3) Refinitiv Datastream / Equilibrium Investment
Management 30/01/90 - 30/06/23

(4) Refinitiv Datastream / Equilibrium Investment
Management 30/01/90 - 30/06/23

(5) Refinitiv Datastream / Equilibrium Investment
Management 30/01/10 - 30/06/2
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Part of the art is to construct
sensible answers by focusing

on quality, usable data. The old
problem of “garbage in, garbage
out” remains with Yann LeCunn, a
leading Al researcher, arguing that
efforts to stop them from making
factual errors, or “flights of fancy”
(known as “hallucinations” as they
are called) will fail.

LLMs are a form of early-stage
‘general Al’ that can understand,
learn and apply knowledge in
diverse scenarios, similar to human
cognition, but probably decades
away from ‘superintelligent Al’,
which will surpass human intellect
and would have the potential to
outperform humans across a broad
range of complex tasks.

Al gains

Al will replace human jobs, but this
is part of the innovation cycle we
have witnessed over the last 200
years since industrialisation.

Crucially, there could be very
tangible benefits. According

to a recent report by PwC1, the
progressive advances in Al will
increase the global GDP up to
14% between now and 2030, the
equivalent of an additional $15.7
trillion contribution to the world’s
economy.

Much of the progress stems from
enhanced labour productivity—
working faster, smarter and more
efficiently— imperative in light of our
ageing workforce and increasing
number of dependents. Investment
bank Goldman Sachs has also

had a stab at looking at the effect
on human productivity and they
believe this could increase by 1.5%
per annum over a decade following
adoption?2. Major contributors to this
growth include the automation of
routine tasks and the development
of intelligent bots and tools that can
perform human-level tasks.

At Equilibrium, for example,

we are using Al to assess the
environmental, social and
governance performance of our
investments. This enables us to
garner a broad range of data in
one system for a more efficient and
timely analysis.

Goldman Sachs doesn’t foresee

Al adoption in critical domains

like legal judgments, patient care
monitoring, international tax law

or virus-drug research.2 The key
distinction lies in Al’s limitations—
it lacks judgment and wisdom.
Humans may have their flaws, but
Al is no improvement. Would you
trust Al to pass a legal sentence or
identify the next Steve Jobs among
three potential CEOs? Furthermore,
enhanced worker productivity holds
the potential to drive economic
growth and more efficient utilisation
of the Earth’s resources, spanning
from energy to rare minerals. This,
in turn, could lead to reduced
environmental impacts, decreased
inflation, and fewer geopolitical
conflicts in the future.

The pains?

As you can see there’s a healthy
debate as to whether Al will be a
benefit or a malevolent force for

Where will the value gains come from with Al?

16 | Global GDP impact by effect of Al (£trillion)
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for over 55% of all

GDP gains from
Al over the period
2017 -2030.

As new technologies
are gradually adopted and
consumers respond to
improved products with
increased demand, the
share of impact from
product innovation
increases over time.

58% of all
GDP gains in 2030
will come from
consumption side
impacts.

Source: PwC analysis

humanity. It’s important to note
that at the beginning of any new
paradigm, many naturally fear
change. The point is that these
fears rarely transpire into reality.

If someone invented the car today
with a warning that it would lead
to 1.4 million deaths, 50 million
injuries, and contribute to a

third of global carbon emissions
annually3, one might question

its widespread adoption. For
perspective, COVID-19 claimed 6.8
million lives globally, equivalent
to the annual car-related fatalities
over 4.9 years. The United Nations
anticipates Al could cut vehicle-
related deaths in half by 2030,
potentially saving over 700,000
lives a year.4

While the future remains
uncertain, a recent University of
Pennsylvania study compared
‘superforecasters,” known for
accurate predictions, with Al
researchers. The median Al expert
estimated a 3.9% chance of Al
causing an existential catastrophe
by 2100, whereas superforecasters
placed it at just 0.38%.5

Surprisingly, there’s little
discussion of Al's life-saving
potential. From superior illness
diagnosis to bespoke drugs,

it will have a profound impact

on survival rates and longevity.
Its benefits extend to reducing
energy consumption, mitigating
climate change and even
preventing accidents on the road.
Throughout history, technological
change has created both winners
and losers. There is no reason why
Al, like previous technologies,
shouldn’t produce more of the
former than the latter and its
journey will no doubt be an
interesting one!

This article is intended as an
informative piece and does not
constitute advice.

(1) PWC: tps://www.pwc.com - Al analysis sizing
the prize report

(2) Goldman Sachs: www.thenationalnews.com
- Al may affect 300 million jobs but will boost
global economy and labour productivity

(3) Road traffic: List of countries by traffic-
related death rate - Wikipedia

(4) UN Al to cut car deaths: news.un.org/en/
story/2021/10/1102522

(5) Economist, April 22-28th 2023, Hybrid
Persuasion-Forecasting Tournament (led by
Ezra Karger)
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BY MIKE DEVERELL

Long-term
inflation drivers

Investment Manager, Mike Deverell,

looks at what has driven inflation, the trends
we have seen and how we can achieve returns
over and above the cost of living.

Over the past couple of years, the surge in inflation
has had a huge impact on markets and economies
around the world.

The rate of inflation is now falling back from those
record highs, but the progress has been quite slow and
headline rates remain higher than central bank targets.

The initial surge in prices can, in part, be traced back
to the Covid-19 pandemic, the disruption this caused to
the global economy, and the huge amount of stimulus
pumped into the financial system.

For example, chart one shows the year-on-year change in
the US money supply (the amount of money in the financial
system - blue line - left-hand scale) compared to US inflation
(orange line - right-hand scale) over the past 15 years.

As you can see, the two lines often follow broadly similar
paths. There was a huge increase in money supply in 2020
(the chart axis has even had to be curtailed to fit it on),
followed by a spike in inflation shortly afterwards. Money
supply is now shrinking so might prices follow?

Is this just a relatively temporary surge in prices or a change
in a longer-term trend?

Market expectations and potential returns

Each year we carry out detailed research into the long-term
expected returns of various asset classes. Once we have done
this, we can work out what mix of assets might give us the best
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M y-o-y money supply growth (M1) (LHS)
B US CPlinflation (RHS)

Chart one: US inflation and money supply

Source: LSEG Datastream

W Core inflation
i % change in working-age population (RHS)

Chart two: Working age population growth and inflation

Source: Eurosat and UN population statistics

chance of achieving our targets of
beating inflation by various amounts
(depending on the portfolio).

To do this, we also need to make an
estimate of what inflation might be.
For this, we take a “wisdom of the
crowd approach” and assume that
inflation will be in line with market
expectations.

Currently, markets are pricing
inflation in the US at around 2.5% for
the next 10 years.

In the UK, the market expectations
for RPI (retail prices index) are
around 3.5% for the next decade.

RPIl is used even though it is not
considered a reliable statistic
anymore, as this is what most index-
linked bonds are based on. Typically,

RPI has been perhaps 1% higher
than the official CPI (consumer
prices index) inflation figures, so
we can say markets might expect
around 2.5% in the UK as well.l As
an aside, our findings for potential
future returns look incredibly
positive. For example, investment-
grade corporate bonds currently
yield 6.25% (3.75% above expected
inflation) and high-yield bonds look
even better at 7.5% yield (5% above
inflation), also over the same term.

We would expect a typical portfolio
of global equities to return around
9.5% p.a. (7% above expected
inflation) based on various valuation
metrics such as price/earnings,
which have been good indicators
of returns in the past.2 We therefore
think we could see some attractive
real returns going forward.

If markets are right, then inflation
will be somewhat higher than it was
over the last 10 years or so, prior to
the recent spike.

The key question, however, is
whether the market is right? Might
inflation be markedly higher (or
lower) than expected and what
implications would this have?

What might cause a change in long-
term inflation trends?

De-globalisation &
demographics

One of the key drivers of economic
growth and inflation will always be
demographics.

To increase economic growth, either
output per worker needs to increase
(being more efficient) or the number
of workers needs to increase.

However, we know that populations

in developed countries are generally
ageing. In 1990, the ratio of old-age
to working-age population was 20% in
OECD (Organisation for Economic Co-
operation & Development) countries.
By 2000, this had increased to 30.4%.
By 2050, this will likely increase to
52.7% of population.3 Given this,
unless we become significantly more
productive (which is possible!), then
economic growth is likely to slow.

There is typically a strong link between
economic growth and inflation. Often,
we get inflation when economies are
growing strongly, and we get lower
inflation during downturns.

An ECB working paper from 2017
found a strong relationship between
working-age population growth and
inflation, as illustrated in chart two.

But according to others, these
demographic changes could in fact
be inflationary.4
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In their book “The Great Demographic
Reversal,” Charles Goodhart & Manoj
Pradhan argue that de-globalisation
and ageing populations will cause
prices to increase.

Their argument is that low inflation
from the previous two decades has
been largely caused by China’s rise
as an economic superpower. As
China became more integrated into
the global economy, cheap Chinese
manufacturing has reduced the
prices of many goods that we buy.

This was aided by the trend for
Chinese rural workers to move to the
cities and essentially join the global
workforce, offsetting the declines in
the West.

However, China now has its own
demographic issues. Largely as a
result of its past “one-child” policy,
the supply of rural workers has been
pretty much exhausted, so this
trend may well have ended.

In addition, as relations between
China and the West become more
strained, there are efforts on both
sides to reduce economic integration
and increase self-sufficiency.

This could be inflationary as
manufacturing goods in the US or
Europe (for example), typically still
costs more than doing so in China.

Goodhart & Pradhan also argue
that an ageing population in the
West could in itself be inflationary,
contrary to the ECB's findings,
largely because older populations
need to spend more on health care.

Technology & climate
change
However, there are two other long-

term trends which could make a big
difference to inflation.

The first is artificial intelligence (Al).
According to a recent report by

PwC, progressive advances in Al will
increase the global GDP by up to 14%
between now and 20305 (see related
article Artificial Intelligence: Killer
app? on pages 34-35). Goldman
Sachs believe this could account for
an increase in productivity growth of
1.5% p.a.6

If they are right, this could offset
some of the concerns about the
shrinking workforce, by effectively
replacing them with “robot” workers.
This should in theory be deflationary

as this means companies can
produce their products more
efficiently and keep prices lower.

The other trend is climate change,
which could have a significant
impact, both directly and indirectly.

Direct effects might include the
impact of a warmer planet on food
production which may then lead to
price increases. It could also lead to
population migration from hotter to
cooler climates.

The indirect effects would include
the costs of de-carbonising the
economy.

This will require heavy investment

in renewable energy, smart power
grids and battery storage, changes to
how we heat our homes and offices,
electric car infrastructure and so on.

All this could lead to higher energy
prices during the transition, for
example.

However, on the other hand, this
could be deflationary in the long
term. Solar and wind energy is
already cheaper to produce than
energy from fossil fuels’ and is
becoming more efficient all the
time. If we can solve the “reliability”
problem through energy storage,
then we could end up with very
cheap energy - after all, the sun and
the wind come for free!

Summary

We subscribe to the view that inflation
might be, on average, somewhat higher
than the central banks would like in the
next few years (though it could be volatile),
because of issues like de-globalisation and
spending on climate transition.

But longer term, we think efficiencies from
technology, Al and renewable energy
could help keep prices down. Ageing
populations are still more likely to reduce
inflation than increase it.

Given all the competing trends, the
outlook is far from certain. Fortunately,
from an investment point of view, we are
able to hedge our bets.

For example, many of the trends I've
mentioned in this piece are also trends
we can benefit from in portfolios.

We already invest in areas like clean
energy, technology, and healthcare
stocks. We invest in emerging markets
outside China (such as India) which have
more favourable demographics that may
help drive their growth.

And crucially, many of these asset
classes may help us hedge against
potentially higher inflation. If there are
price increases in these sectors, then this
means revenues for companies in these
sectors will likely increase too.

Inflation will always be one of the biggest
concerns for any saver, but investing over
the long term gives us a particularly good
chance of achieving returns over and
above the increase in the cost of living.

(1) Refinitiv Datastream, based on 5yr/5yr inflation swaps.
(2) Datastream / Equilibrium Investment Management
- Long Term Investment Assumptions Sep 2023.

(3) Demographic old-age to working-age ratio |
Pensions at a Glance 2021 : OECD and G20 Indicators
| OECD iLibrary (oecd-ilibrary.org)

(4) Demographic and inflation (europa.eu) ECB
“Demographics & Inflation, 2017

(5) PWC: Al analysis sizing the prize report (pwc.com)
(6) Generative Al Could Raise Global GDP by 7%
(goldmansachs.com)

(7) Renewables: Cheapest form of power | United Nations
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As you know, we are always evolving. We now
have a new online report with all the investment
data and information you need.

We hope you like the new
format and as always,
we welcome your feedback.

® Markets @® Drivers of performance
® Theeconomy © Commentary
@® Portfolios ® Outlook

To see the new report visit our webpage:
equilibrium.link/investment-reporting
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