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I nvestors could be forgiven 
for focusing on the EU 
referendum and its possible 
effects on their portfolios 
this week. But when it 
comes to the toughest 
investment task of all 
– building up a retirement 
fund – a much more long-

term perspective is needed.
We all fantasise about the sunny 

uplands of retirement – long 
afternoons on the golf course, time to 
write that book, holidays of a lifetime 
and sundowners by the sea. But it 
takes tough financial discipline to 
make that dream come true.

An early start to saving seriously 
gives the best chance of leisure in 
later life. Whatever your age, you can 
make it happen. But you will never 
get there if you bury your head in the 
sand. Help is at hand. Many pension 
pots are turbocharged by employer 
contributions. And there is a suite of 
savings products, including the many 
types of Isa, that can boost retirement 
savings while saving tax.

Yet few are saving enough. Even 

Financing a dream retirement takes 
discipline. Teresa Hunter presents a 
decade-by-decade guide to smart saving

How to save 
– whatever 
your age

those who start to save into a company 
pension at the age of 22 have less than 
an even chance of achieving an income 
equivalent to two-thirds of salary 
from their private and state pensions 
combined, according to the Pensions 
Policy Institute think-tank. 

These findings are confirmed by 
research from the consultancy Hymans 
Robertson, which analysed 500,000 
employees in high-quality company 
pension schemes. Paul Waters, a 
partner at Hymans Robertson, said: 
“Overall, two-thirds are not saving 
enough.” But with sensible planning 
and an imaginative strategy, you can 
get there. We show you how to do it 
– decade by decade.

The Tempestuous Twenties 
Starting early is key. Not only will you 
save more, other things being equal, 
but the impact of compound interest 
– earning interest on interest – means 
your savings will grow further. It’s easy 
to underestimate compound interest 
but Albert Einstein called it the “eighth 
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wonder of the world”. For example, 
invest a one-off lump sum of £1,000 
at 22 and by the time you are 70 you 
will have hatched a £10,400 nest 
egg, assuming 5pc annual growth. 
If you wait until 42, it will be worth 
only £3,900.

When it comes to regular savings, 
the difference is equally dramatic. If 
you save £1,000 annually from the 
age of 22 you will have £190,000 at 
70, but only £60,000 if you didn’t 
begin until 42. Under new laws, 
most young workers should be 
automatically enrolled into their 
company pension scheme, usually 
with a reasonable level of employer 
and employee contribution. This is 
a valuable beginning. If you work 
in the public sector, you are likely 
to have access to a salary-linked 
pension, a precious benefit.

Some employers’ schemes limit 
contributions to the legal minimum, 
now just 2pc a year, though this will 
rise to a more respectable 8pc by 
April 2019.

Hymans Robertson recommends 
that in your twenties a sensible level 
of saving would be 10pc of salary if 
you earn £20,000, 13pc at £30,000 
and 15pc for £40,000 and above. If 
you cannot afford this, do not despair. 
Mr Waters said: “It’s important to 
recognise that you have a long-term 
savings problem here. You don’t 
need to fix it overnight, but don’t just 
ignore it. Do what you can when you 
can to boost your contributions.”

Patrick Connolly, financial planner 
at Chase de Vere, the advisory firm, 
added: “Many in their twenties are 
paying off debts and also saving for a 
first home. Earnings are likely to be 
relatively low as people are setting 
off in their careers.” He suggested 
that, rather than topping up pension 
contributions, more flexible savings 
vehicles might be more suitable for 
younger people who may not want to 
lock money away for 40 years.

Building a cash buffer or a “rainy 

Saving over a lifetime for 
your dream retirement

day” fund is a good habit. This would 
normally be in an Isa, where you can 
currently save £15,240 annually, rising 
to £20,000 in the next tax year. Basic-
rate taxpayers can earn £1,000 interest 
tax-free in any bank or building society 
account. Once you begin to save for 
a home, you might consider the Help 
to Buy Isa, which allows up to £200 a 
month to be saved, on top of an initial 
deposit of up to £1,200. If the cash is 
used to buy a home the Government 
will give you a 25pc bonus.

From next April you will be able to 
take out a Lifetime Isa, which also offers 
a generous 25pc government bonus. 
This has the added attraction that the 
money can be used either to buy a 
home or for retirement. But there are 
penalties if you want to take the money 
out before 60 unless it’s for buying a 
home. You lose the bonus and your nest 
egg will be cut by a further 5pc.

The Thrusting Thirties
In your thirties, it is time to get serious 
about pension saving. Hopefully your 
salary will have increased, so the tax 
savings available will become more 
attractive, particularly if you reach 
the higher tax brackets. Pension 
contributions are usually deducted 
from pre-tax earnings, which helps cut 
your income tax bill, saving basic-rate 
taxpayers 20pc tax and higher earners 
40pc. The more you pay into your 
pension the more tax you save.

Along with a higher salary may 
come improved perks, such as better 
pension terms. Employers will often 
provide a matching contribution 
scheme, so when you make additional 
contributions the company will mirror 
them. Make the highest contribution 
you can to maximise the sum you 
receive from your employer.

According to Hymans Robertson, a 
thirtysomething who earns £20,000 
should be saving 15pc of their salary 
towards retirement, while someone 
earning £30,000 should be saving 
18pc of salary and someone earning 
£40,000 should be saving 20pc.

Be wary about locking too much 
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money away for decades in a pension. 
This is where Isas can help. These tax-
efficient plans offer immediate access 
to your money without penalty. It will 
be particularly helpful for women to 
save as hard as they can, making the 
most of any employer contributions, 
because at some stage they may have 
a career break in their thirties. From 
then on they are likely to lag behind 
men in the pension stakes.

Now that you should have 
accumulated a worthwhile nest egg, 
it is also a good time to begin taking 
an interest in where your money is 
invested. Most pension savings go into 
“default” funds, which often track 
global stock markets with no attempt 
at outperformance. These “tracker” 
funds are simple and cheap.

However, actively managed funds 
could make your pension grow 
faster, and with perhaps 40 years to 
retirement this is the time to take 
some risk. It is important that you 
have a well thought-out strategy. If 
you choose active funds you will need 
to monitor them for changes in fund 
manager, for example.

The Feisty Forties
By now you will have achieved many 
of your career goals. Earnings are 
higher, and if you are lucky a crippling 
mortgage, nappies and student debts 
are behind you. But financial demands 
from a growing family may feel 
suffocating. Still, you are likely to be 
approaching the peak of your earning 
power, so there is no excuse to lose 
sight of your savings strategy. 

According to Hymans Robertson, 
you should be saving 22pc of salary 
if you earn £30,000, or 24pc for 
£40,000 and above. But your forties 
could also see a professional change: 
you may set up your own business or 
go into partnership with a colleague.

A company pension may no longer 
be available and you may want to open 
a personal pension. 

Your best option may be a Sipp (self-
invested personal pension). Personal 
pensions can also be useful for women 
on a career break. They can still pay 
£3,600 a year into a pension, which 
will cost them just £2,880 thanks 
to tax relief. Many women become 
self-employed while they are raising 

about tax in retirement will also pay. 
If one partner could be a higher-rate 
taxpayer in retirement while the 
other spouse could be a basic-rate 
payer, it would make sense to give 
priority to boosting the pension of 
the poorer partner. Saving into a 
pension no longer means locking 
up your savings for life, as you can 
access the money from 55 under the 
new pensions freedoms (although 
this age is likely to rise with future 
increases in the state pension age).

You may wish to start taking less 
risk with your investments if you 
intend to withdraw them in the near 
future. This could include switching 
part of your portfolio away from the 
stock market and into bonds and 
building up cash reserves.

Remember though that you could 
be retired for up to 30 years, so do 
not focus your investment strategy 
exclusively on your retirement date. 
Saving heavily into Isas throughout 
this decade is wise, as income from 
Isas can be taken tax-free.

Your fifties are the time to begin 
checking that there are no gaps in 
your state pension contributions, 
and to make good where you can. 
This can be done via a pensions 
forecast, which can be requested 
online, by post or over the 
phone. For more information, see 
gov.uk/check-state-pension.

The Sassy Sixties
Your long-awaited retirement is now 
a reality, and for some this realisation 
will seem a nightmare. This may be 
because psychologically they are not 
ready to retire, or cannot afford to.

Draw up a budget, setting out 
your likely outgoings. At this point 
you will realise that you’ll need 
money to enjoy life, including 
holidays, hobbies and paying for 
family weddings, christenings and 
Christmases. So continuing to work 
may be the only viable option for 
much of this decade. Alternatively, 
consider working part-time.

Think about how you will take 
an income from your savings. Many 
advisers suggest buying an annuity 
to cover essential costs while 
leaving the balance invested. This 
part can provide a top-up income 
and cover any one-off withdrawals, 
which you can make under the new 
pension freedoms.

‘Compound 
interest is the 
eighth wonder 
of the world’
Albert Einstein

children as this can allow them to 
continue in their chosen profession, 
working from home. Look at the limits 
that apply to pension savings. The most 
you can pay into a pension annually 
is £40,000 and your pension cannot 
exceed £1m in value. 

If it does, you will pay more tax. 
Taking Isas seriously each year can 
help top up retirement funds and get 
you on the way to becoming an “Isa 
millionaire”.

The Funky Fifties
The sunny uplands are in sight, so put 
a rocket under your savings efforts. 
Within the annual and lifetime limits 
you can carry forward any pension 
allowance unused in the previous 
three years. But you can never invest in 
a given year more than you earn.

According to Hymans, you should be 
putting aside up to 30pc of your salary 
for retirement. A couple will need 
both partners to have a decent pension 
in their own right. A wife (or house 
husband) may now be back at work, 
so saving hard to make up for the gaps 
should be a priority. Thinking carefully 
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P ensioners are being 
urged to resist the 
temptation to withdraw 
tax-free cash from their 
pensions while markets 
remain gripped in 

turmoil ahead of Thursday’s EU poll. 
Under the new pension rules, 

savers are entitled to withdraw 
pension cash from the age of 55. Up 
to 25pc of this money can be tax-
free. This applies to both workplace 
and personal pensions, although 

Delay major pension decisions if possible 
until stability returns, advisers say

Avoid taking tax-free cash while markets are wild, savers warned

in practice many schemes apply 
penalties or other terms that limit 
savers’ access.

But financial planners and 
other pension experts are warning 
savers to think hard before making 
withdrawals during this period 
of extreme stock market and 
currency volatility.

Most people tend not to plan their 
pension withdrawals sufficiently 
carefully, warned Tom McPhail 
of Hargreaves Lansdown, the 

investment shop. “They are prompted 
to act only when they receive a letter 
from their pension provider telling 
them they are now able to take the 
money,” he said.

The danger is that people 
who automatically encash 
25pc of their pot could be 
doing so at a point when 
share values are low. If the 
pension pot is still invested, 
this crystallises losses and 
hampers the chance of 
higher future returns.

“If you don’t need to 
make significant decisions 
about selling shares right 
now then don’t,” said Mr 
McPhail. “This is not the 

time to be making major transactions.”
While the rules technically 

permit all savers over 55 to dip into 
pension savings, many appear to be 

waiting until the set retirement 
date outlined on their pension 

contract. The providers of the 
pension schemes – whether 
these were workplace 
pensions or personal plans 
– write to savers to remind 
them of their options as the 

date approaches.
In the past, this was 

typically the point at 
which savers took 

their lump sum and then spent the 
remainder of their pot buying an 
annuity, which is a policy that pays 
income for life. Under the new rules, 
savers have complete freedom and as 
a result fewer are buying annuities.

“However, we still see evidence 
that people act in response to these 
letters, possibly without thinking 
about the markets or indeed about 
whether they really need the money 
right now,” said Mr McPhail.

The pensions minister, Baroness 
Altmann, has tried to raise public 
awareness of the tax and other 
consequences of making withdrawals. 
She has encouraged those who do not 
have their own financial planner to 
use Pension Wise, the service set up 

by the Government to provide basic 
guidance to savers. 

The Government is also hoping to 
allow those who have already spent 
their pension on an annuity to have 
the chance to convert it back into 
a lump sum.

This process, on which a 
consultation by the regulator closes 
today, would involve a “second-hand 
annuity market” in which investors 
would buy the policies from retirees 
for cash. So far the proposed scheme 
has met with a lukewarm reaction.

Mr McPhail said he was 
“concerned” that “this will be a 
complex market with significant 
risks of consumers losing out from 
being offered poor-value cash sums”.

Caution: pensions minister 
Baroness Altmann

* * *

* * * * * *
* * *
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T he slowdown 
in China, an 
apparent peak 
in corporate 
profits in 
America
and feeble 
growth in the 
eurozone might 

encourage investors to think they 
inhabit a world of zero growth. But 
even in these straitened times, there 
are glimmers of hope for those 
willing to shop around for returns.

Laith Khalaf, of fund shop 
Hargreaves Lansdown, said: “Zero 
growth is an aggregate figure – it 
doesn’t mean no companies will do 
well.” The key to decent returns was 
picking an “active” fund – run by a 
human stock-picker rather than a 
computer – that carefully chooses to 
invest only in the types of company 
that have potential for growth even 
when economies are stagnant.

“If you have an active manager 
who has consistently proved their 
worth, they can pick out companies 
that will do well even in zero 
growth,” he said. “Taking an active 
approach is probably worthwhile 
– there could be double-digit annual 
returns for investors from some 
companies. But you need someone 
to actively pick out the companies 
that are going to do well in this 
environment, or else you are just 
going to trundle along.”

Funds that focus on a selection of 
hand-picked businesses have the 
best potential, he said, naming as one 
example Lindsell Train Global 
Equity, which has a concentrated 
portfolio of quality companies.

He also recommended Woodford 
Equity Income as a fund that fits the 
bill. It is managed by Neil Woodford, 
one of the country’s best-performing 
stock-pickers. Here we look at some 
of the ways to achieve investment 
growth in a static world.

Small businesses are big
Funds that focus on smaller or 
unique companies are most likely to 
offer a chance of growth, according 
to Jason Hollands, of Tilney 
Bestinvest, another fund shop. “The 
types of business that can succeed 
will have high barriers to competition 
and strong pricing power, rather than 
being forced into destructive price 
wars. They will often have business 
models based on recurring earnings 
streams rather than ones that rely on 
occasional big transactions.” 

One fund that selects this type of 
business is Liontrust Special 
Situations, managed by Anthony 
Cross and Julian Fosh. In their search 
for high-quality growth businesses, 
size does not matter but the firms 
need unique attributes such as 
ownership of intellectual property or 

Which funds offer the best 
chance of growth in tough 
times? Rosie Taylor investigates

Fund tips for a world of zero growth

difficult-to-replicate distribution 
networks – characteristics that make 
them able to sustain earnings growth 
in good times and bad. One example in 
the portfolio is Emis Group, which 
provides software and data 
management to health authorities.

Maike Currie, of Fidelity Personal 
Investing, suggested growth could 
come from funds with a specific focus 
on small firms. “Because these 
companies are more nimble, they are 
in a better situation to offer growth,” 
she said. Her top picks were MFM 
Slater Growth, managed by Mark 
Slater, and Miton UK Smaller 
Companies, managed by Gervais 
Williams and Martin Turner. Small 
firms could also offer the chance of 

growth because they were often less 
affected by the global economy, Mr 
Khalaf said. He named Marlborough 
UK Micro Cap Growth, managed by 
Giles Hargreave, as a fund that gave 
priority to growth driven by small 
businesses with the potential to 
become much bigger.

Changing China
China’s rate of economic expansion fell 
from 10.6pc in 2010 to around 6.7pc 
this year, the World Bank estimates. 
Manufacturing is bearing the brunt of 
the slowdown but Chinese wages are 
rising and its middle class is expanding 
– providing investment prospects in 
its consumer market. “As China’s 
economy changes from manufacturing 

portfolios include US-based global 
brands with high customer loyalty 
are likely to weather most storms, 
though they may not see phenomenal 
growth, Mr Hollands added.

He picked out Fundsmith Equity, 
managed by City heavyweight Terry 
Smith. “Mr Smith hunts globally for a 
concentrated portfolio of typically 
large, quality growth companies able 
to sustain high rates of return on 
capital,” he said. “The portfolio is 
littered with big brands, including 
Dr Pepper Snapple, PepsiCo, Imperial 
Tobacco and Microsoft, rather than 
more cyclical names.”

Mr Hollands also suggested 
turning to funds that invest in 
infrastructure projects, such as 
businesses involved in schools, 
prisons, roads, railways and airports.

“These projects are very long-term 
in nature and typically driven by 
state policy priorities, so are less 
exposed to the ups and downs of the 
economic cycle,” he said. “Contracts 
on infrastructure projects typically 
provide for an annual adjustment 
based on inflation which could be 
useful if we start to see a pickup after 
a period of incredibly low price 
rises.” His favoured is Lazard Global 
Listed Infrastructure Equity.

Investment trusts 
Investment trusts are structured 
differently from ordinary funds but 
try to achieve the same end: produce 
a portfolio of shares that will do 
better than the stock market.

Mr Khalaf recommended 
investment trusts that provide an 
income. “You will get some dividends 
to tide you over while you are waiting 
for growth to come through.” 

He picked out Edinburgh 
Investment Trust, run by Mark 
Barnett, a protégé of Neil Woodford 
with a similar investment style. Other 
favourites include Finsbury Growth 
& Income, managed by Nick Train of 
Lindsell Train, and City of London, 
which this year increased its 
dividend payment for the 50th 
consecutive year.

What about trackers? 
Tracker funds follow a set index, 
such as the FTSE 100, and are ideal 
for those who want to avoid the 
higher fees charged by actively 
managed funds. But at a time of 
negligible growth, following the 
market is likely to lead to limited 
returns. Finding growth in the 
current climate is all about being 
selective, said Mr Hollands.

“There is a strong case for 
investing in funds that focus on 
companies that have very unique 
characteristics which make them 
resilient and less sensitive to the 
overall ups and downs of the 
economic cycle,” he said. “For 
investors that means being super-
selective and not just buying the 
overall market through investments 
such as trackers.”

Mr Khalaf agreed. “You could put 
your money in a tracker but if you are 
expecting zero growth you may not 
get anything back,” he warned. 

to services there is an opportunity 
there,” Ms Currie said. “Look for funds 
that tap into changing China and 
middle-class, consumer-driven 
businesses.” One is Henderson China 
Opportunities, while another arm of 
Ms Currie’s company offers the 
Fidelity China Consumer fund.

Heavyweight brands
With the US economy picking up 
despite the apparent peak in 
companies’ profitability, and the 
market’s high exposure to growth 
sectors such as technology and health, 
the US is still a favourite for growth 
opportunities. Ms Currie’s top picks 
include the BlackRock US 
Opportunities fund. Funds whose 
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High and dry? 
Don’t let your 
investments 
fall victim to 
zero growth

‘Look for 
funds that 
tap into 
changing 
China and 
businesses 
driven by 
consumers’

* * *

* * ** * *
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Looking for better 
terms makes sense, 
but make sure you 
won’t lose valuable 
perks, says Ed Monk

When to move your 
pension money

Passing the baton 
Switching to a 
scheme with lower 
charges can boost 
your pension pot – 
but look out for 
scams
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I n case you hadn’t realised it, building 
a retirement fund that matches your 
expectations is a tough ask. For most, 
it requires committing a significant 
chunk of salary every month – and 
even that may add up to only a few 
thousand pounds of extra income each 
year in retirement. Every possible 
advantage should be grabbed, and 

making sure the money you have put away is 
working as hard as possible is key. This may 
require moving money from one scheme to 
another for better terms. 

Here’s our checklist for transferring 
pensions to get the most from your savings.

Why transfer pensions at all?
By transferring money from one scheme to 
another it may be possible to lower the fees 
that eat into your retirement fund. For those
confident in making their own investment
decisions, it could also give access to a wider
range of investments that better suit your needs.

Track down your schemes
The first job is to establish exactly what pension 
savings you have. List all the schemes you have 
been a member of – you will need to track down 
details for each one.

If you are not sure if you were contributing 
to a pension at a previous place of work, bear in 
mind that before 2014 you would have had to 
elect to join a scheme. After that, you may have 
been automatically enrolled into one, following 
a change in the law. Make contact with previous 
employers to find out.

But Michelle Cracknell, chief executive of the 
Pensions Advisory Service, warned that this was 
not always straightforward. “The admin of some 
schemes, particularly older ones, is not what it 
should be and so it can be a bit painful,” she said.

Large companies may have facilities to 
provide you with further information, but you 
may have to make do with simply obtaining the 
name of the scheme. A government service helps 
track down old pensions (gov.uk/find-pension-
contact-details), including those attached to 
companies that have since shut down.

Get the details you need
Deciding whether to transfer savings from one 
scheme to another requires a comparison of the 
terms of each. 

First, establish the type of pension it is. 
“Defined benefit” schemes, sometimes referred 
to as “final salary”, pay a guaranteed income 
for life based on years of service rather than 
what you contribute. These tend to be more 
generous than “defined contribution” schemes, 
where the money you end up with is the sum of 
contributions made by you and your employer, 
plus any investment growth.

Maike Currie, an investment director at 
Fidelity Personal Investing, said: “It’s usually a 
bad idea to move from a defined benefit scheme 
unless it offers unusually generous terms for 
the switch or if you are in poor health, single 
or in heavy debt. You may also have to pay for 
financial advice.” In other words, it is likely 
to be a mistake.

For defined contribution schemes, you 
need to compare charges, investment options 
and other terms of the schemes in question. 
The standard policy documents should 
include these and be available from the 
scheme administrators.

What are you getting and how 
much does it cost?
Schemes take your money and invest it, at a 
cost. Most workplace defined contribution 
schemes have a limited choice of investments 
and, if you don’t select otherwise, will place 
your money in a simple “default” fund that 
“tracks” global shares and bonds without 
making bets beyond that.

Do not assume that these simple funds are 
poor choices or unsuitable – many financial 
professionals use the same tactics. What matters 
is how much they cost. For workplace defined 
contribution schemes, an annual investment 
charge (look for the “ongoing charge figure”) 
of around 0.5pc is reasonable, but the 
cheaper the better.

It may be possible to shave this down by 
transferring to a new scheme. A self-invested 
personal pension (Sipp) can be opened 

through an investing platform and “tracker” 
investments bought for a similar price. A Sipp 
will also allow you to opt for other types of 
investment, including funds run by popular 
managers. This will cost more but may be worth 
it if you want the extra flexibility and believe 
you can select better-performing investments.

We have tables that can help you choose the 
best-value Sipps at telegraph.co.uk/sipps.

Don’t give up valuable benefits
Even if transferring to a new scheme will give 
you better-value investments, be aware that 
your old scheme may come with perks that are 
too good to give up. Some older schemes have 
“guaranteed annuity rates” – which is a promise 
to convert your pot into an income at a rate 
agreed in the policy document.

Ms Cracknell said: “These rates are often 
very attractive. Guaranteed annuity rates 
were often offered in contracts until the mid-
Nineties, when annuity rates were much more 
favourable than at present.”

Other schemes come with guaranteed 
investment returns – these applied mainly on 
pension policies that were invested in a “with-
profits” fund. Some policies that were written in 
the Eighties and Nineties offered a guaranteed 
minimum investment return of 5pc per annum.

Ms Currie added that you could also be 
benefiting from life insurance as part of an 
older scheme.

Beware of exit fees
The value of your fund in an old scheme may 
not be the amount that gets transferred. Exit 
fees and other adjustments can mean you get 
significantly less. Some with-profits pensions 
come with big reductions if you decide to leave 
early. Factor in any such fees when you decide 
whether to transfer.

Watch out for scams
The worst outcome is to transfer to a scheme 
offered by unscrupulous providers – or outright 
criminals. Any scheme that offers early access 
to your pension before the legal minimum of 
55 should ring alarm bells – tempting as it may 
sound, it is likely to trigger huge tax charges.

Many of the worst scams involve transferring 
to “small self-administered schemes”. These are 
unlikely to be necessary for most savers so do 
not proceed without investigating further.

If in doubt, get help
If you are unsure about the benefits of 
transferring pensions, help is available. An 
independent financial adviser can be good value 
for those with larger sums. Others can use free 
guidance from the Pensions Advisory Service 
(0300 123 1047, pensionsadvisoryservice.org.uk). 

The charge you pay 
to invest your 
pension savings may 
seem like a small 
number, but the 
impact it has is huge.

A difference of just 
1 percentage point 
can mean you have 
tens of thousands of 
pounds less in 
retirement.

The chart shows 
the difference 
between a charge of 
0.5pc and 1.5pc. For 
a saver contributing 
£500 a month, with 
5pc a year growth 
over a 40-year 
career, the difference 
is about £155,000.

The impact of charges
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Pensions doctor
B rian Clements 

has struggled 
financially in 
the past, 
especially 
during his 

years as a freelance graphic 
designer, when his work 
was uncertain and payments 
had to be chased. He wants 
to ensure that his future is 
stress-free and that he has 
enough money to enjoy 
himself without worrying.

Mr Clements, 59, wants 
to leave London and his 
£45,000-a-year graphic 
design job and move to 
Derbyshire to start a 
walking tour business. He 
says he could live on half 
of his current salary.

He plans to trial this new 
life for three months before 
selling his flat and moving 
for good. He intends to buy 
a new home in Derbyshire 
to run as a bed and breakfast 
alongside the tour business.
Mr Clements’s main asset is 
his one-bedroom flat in 
south London, a Victorian 
Grade II-listed building in 
the “second most desirable 
street in Crystal Palace”. 
He bought it in 1981 for 
£51,000 and says it’s now 
worth £380,000.

He paid the mortgage 
off three months ago and 
is now considering a sale, 
as he feels property prices 
might have peaked and 
getting the cash now 
would be better than 
letting the property.

Mr Clements has three 
private pensions that he set 
up during his freelance 
years. His Scottish Widows 
pension was valued recently 
at £58,296 and his two 
Phoenix Life pensions are 
worth £63,202 combined.

Although he has been 
employed for 10 years, he 
never enrolled in his 
company’s pension scheme 
as he did not think it was 
worth it at the time. His 
other main asset is £18,000 
in Premium Bonds. He pays 
in £200 a month and since 
2007 has won between 20 
and 30 £25 prizes. Mr 
Clements is holding out for 
the big win, although he 
knows there have been 
prize cuts recently.

Patrick Connolly, a 
certified financial 
planner at Chase de 
Vere, said:
It’s great that Mr Clements 
plans to do what will make 
him happy and he is being 
very sensible in planning for 
his change of career. But he 
needs to be aware that he is 
taking a risk. If he moves to 
Derbyshire permanently, 
he may need to rely on his 
existing assets to support 
him, as there will be 
uncertainty over the level of 
income he will earn, at least 

£360,000. This would use 
almost all of the sale 
proceeds from his home, 
with the rest spent on stamp 
duty and legal fees, leaving 
him with just his pensions 
and his Premium Bonds. 

If he is thinking of 
funding the three-month 
“taster” stay in Derbyshire 
from the Premium Bonds, 
and if the bonds really are 
his one remaining asset, I 
would strongly suggest that 
he tries to protect this 
money as much as possible.

Mr Clements should give 
himself time to set up the 
business before it produces 
the income he will need. 
This means he has only the 
£18,000 in Premium Bonds 
to fund normal spending 
and any investment the 
business may need. So he 
has an initial cost headache 
and a future cost headache, 
as his retirement income 
may not be enough.

He should get his state 
pension at 66 and, if he 
fulfils the qualifying criteria, 
he could receive the new 
“flat rate” of £155.65 a week 
in today’s money. Assuming 
his state pension is £8,000 
per annum, the other 
pensions are small in value 
by comparison and will 
provide at best an income of 
between £3,600 and 

Amelia Murray helps 
a graphic designer 
find out if his plan to 
quit his job and start 
a business makes 
financial sense

at the beginning. While 
interest rates are low on 
most savings accounts there 
is no great damage in 
holding Premium Bonds. 
However, it would be more 
practical to have his cash in 
an accessible savings 
account to cover him before 
settling down in Derbyshire.

His London property is 
worth three times more 
than all his pensions 
combined. If he plans to buy 
a property in Derbyshire, 
the proceeds of the London 
flat will allow him to do this 
and have no mortgage, 
assuming he buys for less 
than £380,000.

But I would have major 
reservations about buying a 
more expensive property in 
Derbyshire unless his plans 
have been well thought 
through and budgeted.

As a rule of thumb, even 
though Mr Clements can 
access his pension money, if 
he doesn’t need it he should 
leave it where it is and 
benefit from tax-efficient 
growth. As he is over 55 and 
can access his money 
whenever he wants, he 
should be focusing more 
on investing in pensions.

He has a guaranteed 
annuity rate with his 
Scottish Widows pension. 
He needs to find out if he 

will lose this rate if he 
doesn’t take it at 60. If he 
starts taking an income from 
his Scottish Widows 
pension, this could help to 
supplement any shortfall 
between his salary now and 
what he might earn, initially 
at least, in Derbyshire. He 
should review his Phoenix 
Life policies to ensure they 
are invested in suitable 
areas for him and offer good 
value. If they don’t, he can 
change his underlying 

investments or transfer to a 
better pension plan without 
taking his pension benefits.

For his existing and 
future pensions and 
investments, a broad split of 
50pc in stock market funds, 
35pc in bonds and 15pc in 
commercial property would 
be reasonable. Rather than 
looking at high-risk 
investment funds, I would 
suggest core stock market 
funds such as Threadneedle 
UK Equity Income, 
Rathbone Income and 
Fundsmith Equity. For bond 

funds I would recommend 
Kames Strategic Bond or 
Jupiter Strategic Bond, 
while Henderson UK 
Property and M&G Property 
Portfolio are two good 
property funds.

An alternative is multi-
asset funds to diversify risks 
further; examples include 
Schroder Multi Manager 
Diversity, Investec Cautious 
Managed and JP Morgan 
Multi Asset Income. 

Philippa Gee, 
managing director of 
Philippa Gee Wealth 
Management, said: 
I would prefer to be 
optimistic about Mr 
Clements’ finances. But I 
want him to have the best 
financial future possible so I 
feel a dose of realism is 
necessary. At this point 
Mr Clements’ plans are not 
financially possible, so  
strategic thinking is needed.

First, let’s consider his 
principal asset, his home. 
He should be looking to sell 
it rather than rent it out. A 
sale is the only way he can 
afford to relocate. Letting it 
would give him an income, 
but no capital on which to 
build a suitable business.

If we look at B&Bs for sale 
in Derbyshire, the cheapest 
freehold venue I found was 
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Hot property 
Brian Clements’ 
main asset is his 
£380,000 flat in 
south London

£6,000 a year, depending 
on the details involved and 
the level of the guarantee 
offered on one pension. 

If the guarantee is 
significant, it could raise the 
total eventual income from 
the private pensions to 
between £7,690 and 
£8,950, roughly speaking. 
All these figures are gross. 
So it’s crucial to look at 
these pensions and to 
consider deferring those 
that are more flexible.

These pension figures still 
fall short of the £22,500 a 
year required, with a gap of 
at least £5,550 a year, or 
more if inflation starts to hit. 
So Mr Clements needs to 
consider carefully what 
business he could set up 
now to create that additional 
income in retirement. 
Continuing freelance work 
might help subsidise his 
move to Derbyshire and 
preserve his capital.

Mr Clements should 
also look at businesses that 
can be set up with little 
capital investment. This 
way, while a home would 
still need to be purchased, 
a large proportion of the 
money from the sale of 
his property could be 
used to provide both initial 
income and help towards 
funding retirement.

‘He should be 
focusing more 
on investing 
in pensions’

* * *

* * ** * *

* * *
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pensions & isas special report

H etty Green 
was the first 
woman to 
invest on 
Wall Street. 
She was also 
the pioneer 
of Warren 
Buffett-style 

“value investing”. When she died 
in 1916 at 81, she had an estimated 
$100m in cash and owned more than 
6,000 assets, including railways, 
hotels, office buildings, theatres, 
churches and cemeteries.

She was worth almost $200m, 
making her the richest woman in the 
world. Today that sum would have 
the purchasing power of about $4.5bn 
(£3bn). By comparison, the estate of 
JP Morgan, one of America’s most 
prominent bankers when he died 
three years earlier, was worth $80m.

Hetty (short for Henrietta) 
Robinson was brought up by her 
father and grandfather, who owned 
one of the biggest whaling fleets in 
America. Her financial education 
started at the age of six, when she read 
the financial news to her grandfather 
and talked it over with him. By the age 
of 13, she had taken over accounting 
for the family business.

For her 20th birthday her father 
endowed her with a wardrobe full of 
the finest dresses of the season worth 
$1,200 in order to attract a wealthy 
suitor. But her reaction to the gift 
demonstrated her priorities: she sold 
the clothes and invested the proceeds 
in government bonds.

However, she started to invest 
seriously when she inherited an 
estimated $7m after her father’s 
death in 1865, when she was 31.

This inheritance consisted of 

$1m outright, with the rest in a trust 
(managed, inevitably, by a man) 
from which she could draw money 
annually. She obtained a further 
$600,000 following the death of an 
aunt after a legal battle. A couple 
of years later she married a banker 
and business associate of her father, 
Edward Green. She insisted on a 
prenuptial agreement to keep their 
finances separate.

The couple moved to London to 
avoid further legal troubles. While 
in England, she had two children; 
the couple returned to the US 
seven years later.

Although Green inherited a 
substantial fortune, it was her 
subsequent investment strategy 
that made her the richest woman 
in the world. She had a preference 
for conservative and long-term 
investments, substantial cash 
reserves and a cool head in a crisis.

She researched companies 
thoroughly and only when she was 
convinced of their value did she buy 
or sell. “There is no great secret in 
fortune-making … All you do is buy 
cheap and sell dear, act with thrift 
and shrewdness and be persistent,” 
she said. This will sound familiar 
to present-day fans of Warren 
Buffett. “Hetty Green was the female 

She made a 
$200m fortune 
100 years ago and 
foreshadowed 
Warren Buffett’s 
success. Amanda 
Leek reports

How to invest like ... Hetty Green, 
the world’s richest woman

‘She believed 
financial crises were 
great opportunities’

Warren Buffett of her time,” wrote 
Janet Wallach in The Richest Woman 
in America: Hetty Green in the Gilded 
Age. “Like Buffett, she believed that 
financial crises presented a great 
opportunity for investors.”

Initially, Green used her father’s 
inheritance to invest in “greenbacks” 
– notes printed to finance the Civil 
War. Timid investors were wary of 
these notes, issued by a still-recovering 
government, but Green bought boldly. 
She claimed to have made $1.25m from 
them in a year.

But she usually concentrated on 
hard assets, buying cheap, rarely 
selling and reinvesting income to 
compound returns. She invested 
primarily in railways, some railway 
bonds, real estate and mortgages. 
Railways came with acres of land 
grants and mineral rights.

She went where the growth was, 
investing in boom towns and major 
railheads such as Denver, St Louis and 
Cincinnati. At the time of her death she 
owned 6,000 properties in 48 states. 
Among railways, hotels and office 
buildings she also owned cemeteries, 
mortgages to nearly 600 churches 
and almost every major crossroads in 
the land. She bought shrewdly on the 
outskirts and waited for the city to 
come to her.

Her interest in railways was 
mirrored recently by Mr Buffett. In 
2009 he took control of the Burlington 
Northern Santa Fe railroad company 
for $26bn – the biggest deal in the 
history of his company, Berkshire 

Hathaway. Mr Buffett said the firm was 
a good asset for Berkshire to hold over 
the next century.

But Mr Buffett and Green also 
agree on the merits of substantial cash 
reserves. Mr Buffett said in 2015 that 
Berkshire Hathaway would never hold 
less than $20bn in cash, while Green 
always kept between $20m and $40m. 
In the financial panics of 1873, 1893 
and 1907 she bought up bonds, shares 
and real estate at deep discounts. 
When everyone was rushing out of the 
market, Green bought in.

Barry Glassman, president of 
Glassman Wealth Services, a US 
financial planning firm, said all 
investors could learn from her. “[One 
of her lessons] is to do the opposite of 
what the crowd does,” he wrote in 2013. 
“Hetty waited many times for panic 
to ensue, for investors and business 
owners to be forced to sell, then stepped 
in with cash to scoop up the bargains.”

Green was not a believer in the 
“buy and hold” approach. “I never buy 
anything just to hold it. There is a price 
on everything I have,” she said. “When 
that price is offered, I sell.”

She made her boldest move in 1907. 
Sensing the market was overvalued, 
she sold many shares and bonds and 
called in all her loans. When the “Panic 
of 1907” broke, she bought assets sold 
by firms on the brink of bankruptcy 
and profited from reorganisations and 
distressed investments.

She was a lender in JP Morgan’s 
emergency operation to save the banks 
in the Panic of 1907 with a cheque for 

$1.1m. For payment, she took short-
term municipal bonds with high 
interest (5.5pc). 

She said: “When the crash came, I 
had the money, and I was one of the 
very few who really had it. The others 
had their securities and their values. I 
had the cash and they had to come to 
me in droves.” 

She did not take part in Wall 
Street’s “bear raids” – attempts by 
unscrupulous speculators to force the 
price of shares or other assets down 
– in the 1800s. When speculators 
tried bear raids on her, Green bought 
all outstanding stock and cornered 
whole sectors. She extracted a 
high price from speculators before 
allowing them to close their positions.

Green’s only liability was her 
husband. When railroad bonds fell 
in 1884, the biggest investors in a 
major Wall Street bank, John J Cisco 
& Sons, defaulted – and they included 
Edward Green. Hetty’s assets at 
the bank amounted to more than 
$500,000 in cash and more than 
$26m in bonds, mortgages and other 
securities. The bank used Edward’s 
wife’s assets as collateral. When Hetty 
refused to cover his debts and tried 
to move her assets to another bank, 
Cisco froze them.

After two weeks of fierce 
negotiations, she handed over 
$400,000 to cover his debts and 
the bank claimed half of her cash 
balance. She moved her assets 
to Chemical National Bank – and 
effectively ended the marriage.

Thrifty and shrewd
Hetty Green 
invested heavily in 
railways, which 
came with acres of 
land and mineral 
rights. Top right, 
Wall Street in the 
1890s

“The key to investing is 
found in this rule: buy a 
share as though you 
were buying the whole 
company.”

This is one of Warren 
Buffett’s many pithy 
aphorisms about 
investing, along with 
“my favourite holding 
period is forever” 
and “only buy a 
share if you’d be 
perfectly happy to 
own it if the 
market 
closed 
down for 
10 years”.

He urges investors to 
“focus on the future 
productivity of the 
asset you are 
considering” although 
he cautions: “If you 
don’t feel comfortable 
making a rough 
estimate of the asset’s 
future earnings, just 

forget it and move 
on.” He also 
prefers 
companies that 

have a protective 
“moat” around 

them and 
that can 
produce 

steady, reasonably 
predictable growth.

He especially likes 
businesses that generate 
cash that they can 
reinvest at high rates of 
return over long 
periods.

Mr Buffett says we 
should pay no attention 
to the short-term 
volatility of the market 
except when it throws 
up bargains – a belief 
summed up in another 
famous saying: “Be 
greedy when others are 
fearful and fearful when 
others are greedy.”

Wa r r e n Bu f f et t  
B e r k Sh i r e h at h aWay

Benjamin Graham may 
not be a household 
name but he was 
another investor who 
influenced Warren 
Buffett.

After starting his 
Wall Street career in 
1914, Graham taught at 
Columbia University in 
New York, where 
the future “Sage 
of Omaha” was 
among his pupils. 

Mr Buffett 
called him “the 
greatest teacher 
in the history 
of finance”.

Like his pupil, 
Graham had the knack 
of explaining his 
approach in language 
that anyone could 
understand. 

Perhaps the most 
memorable example 
was his explanation 
of stock market 

irrationality.
He likened the 

stock market to an 
individual called 

“Mr Market”, 
whose 

mood 
swung 
often 

from optimism to 
pessimism.

When he was 
feeling down he would 
be prepared to sell 
his shares to other 
investors at a knock-
down price, allowing 
them to build their 
holdings on the cheap. 

When Mr Market’s 
mood switched to 
optimism, he would 
offer a high price for 
the same stock.

This would give 
more rational investors 
an opportunity to make 
handsome profits.

B e nja m i n gr a h a m  
gr a h a m-n eWm a n 

Peter Lynch wasn’t 
just a great investor, he 
had a wonderful way 
of getting across the 
secrets of his success 
in everyday language, 
such as his saying: 
“Never invest in any 
idea you can’t illustrate 
with a crayon.”

Another of his 
catchphrases 
was to “invest in 
what you know” 
and Lynch, who 
ran the giant 
Fidelity Magellan 
fund in 
America 

from 1977 to 1990, 
producing gains of 
29pc a year, used to say 
that everyone could 
use this advice to spot 
successful companies.

In fact, he had 
many of his best ideas 
at home or when 
wandering around 

shopping malls, 
rather than by 

poring over 
company 
accounts. 

“I stumble 
on to the big 

winners in 
extra-

curricular situations,” 
he said. “Apple 
computers – my kids 
had one at home and 
then the systems 
manager bought 
several for the office. 
Dunkin’ Donuts – I 
loved the coffee.”

He summarised 
this approach as: “If 
you like the store, 
chances are you’ll 
love the stock.” But 
he didn’t ignore 
valuation, instead 
looking for shares that 
offered “growth at a 
reasonable price”.

p et e r lync h  
f i d e lity

G
et

ty

The modern 
equivalent to 
the expansion 
of the railroad 
and property 
industries 
in the 19th 
century, which 
Hetty Green 
exploited so 
skilfully, would 
be technology 
such as apps, 
platforms 
and internet 
providers, said 
Mark Dampier, 
a fund expert 
at Hargreaves 
Lansdown, the 
investment shop.

Funds such 
as Woodford 
Patient 
Capital Trust 
and Scottish 
Mortgage 
investment trust 
invest in media 
and technology 
companies.

Housebuilders 
that “bank” 
land to build on 
later might be 
the closest you 
can get to Hetty 
Green’s foresight 

in investing in 
cheap property 
and land on 
the outskirts 
of cities. Old 
Mutual UK Mid 
Cap is keen on 
housebuilders.

“However, 
most property 
funds focus 
more on prime 
commercial 
property,” Mr 
Dampier added.

Given the 
similarities 
between Hetty 
Green and 
Warren Buffett, 
such as the 
latter’s purchase 
of the Burlington 
Northern Sante 
Fe railway, 
another option 
would be to 
buy shares in 
Mr Buffett’s 
company, 
Berkshire 
Hathaway. 
The shares 
are available 
from British 
stockbrokers 
and cost about 
$140 each.

Which of today’s funds adopt 
Hetty Green’s style of investing?



PENSIONS & ISAS SPECIAL REPORT

Minimising tax
I am 71. Until last year I had 
two private pensions. The 
fund from the first was 
£5,000, and the second, at 
the last valuation, was 
worth £50,000. In the 
summer of last year I took the 
proceeds from the smaller 
pension and paid the tax on 
that. I am now wondering 
what to do with the 
larger policy. 

Am I able to take money 
from this pension in yearly 
amounts over the next five or 
so years? My reasoning is 
that, if I were able to do so, by 
taking (say) £10,000 per year 
I would pay tax only at the 
basic rate, whereas if I took 
more then I would pay tax 
at the higher rate. 

Does this work? I don’t 
need to draw on the 
pension yet.
GH, VIA EMAIL

Tapping into your pension 
in small stages is a good 
option to minimise the 
impact of tax.

You are absolutely right 
that if you took all your 
pension in one go, you 
could end up paying higher-
rate tax, said Tom McPhail, 
head of retirement policy 
at Hargreaves Lansdown, 
the investment shop.

Depending on your 
income, taking out a large 
amount could push you into 
the higher-rate tax bracket.

This is because, after the 
tax-free lump sum, which 
is usually a quarter of your 
pot, or £12,500 in your 
case, any money you take 
out is added to your 
income in that year for 
income tax purposes.

“This means that you’d 
have around £37,500 added 
to your income in one year 
if you took it all in one go, 
which might well be 
enough to push you into 
paying higher-rate tax,” 
Mr McPhail said. But a 
better idea would be to 
tap into your pension pot 
in stages.

“Provided that your 
pension company can 
accommodate it, there is 
nothing to stop you tapping 
into your pension 
progressively in order to 
ensure you pay the 
minimum necessary tax.

“You also have the option 
of taking money from 
your pension and 
progressively recycling it 
into Isas. Any subsequent 
withdrawals from the Isa are 
entirely tax-free. However, 
it is important to note that, 
unlike with pensions, Isas 
are part of your estate for 
inheritance tax purposes.”

Whether or not you are 
able to take progressive 
withdrawals depends on the 
options your pension 

the near future.” But Mr 
Patel added: “If you are able 
to save a little each month 
into your private pension 
and continue to defer the 
state pension, you should be 
able to improve your 
retirement provision.

“Your state pension will 
increase by 10.4pc each 
year that you defer taking 
it and this could mean that 
it may increase to around 
£200 a week in around 
five years’ time, so it 
would significantly improve 
your finances.” 

You should also review 
your pension and find out 
how it is invested, making 
sure that it matches up to 
your own plans and 
appetite for risk.

“If you do plan to work 
for as long as possible, it 
would be a good idea to 
invest for long-term 
growth,” Mr Patel said.

company leaves open to 
you, so talk through your 
options with the provider.

A modest pot
I have a modest pension pot 
of £30,000 and am 
wondering what the most 
sensible plan would be for 
this money. I am a self-
employed piano teacher and 
have reached state pension 
age, but have deferred my 
state pension so that it will 
increase in value. I will not 
receive the new “single-tier” 
pension, £155 per week, since 
I was born in November 1952. 

I realise I will always have 
to work as my pension 
income will be quite low and 
I have to be very careful with 
that small private 
pension pot. 

What would be my best 
option for this money?
FT, VIA EMAIL
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Do you have a financial question 
and need an answer? Email us at 
moneyexpert@telegraph.co.uk or 
write to Telegraph Money Ask an 
Expert, 111 Buckingham Palace Road, 
London, SW1W 0DT. 

If you would like a more 
in-depth analysis of your whole 
financial situation, please write 
to the above addresses marking 
your correspondence as “Pensions 
Doctor”, if you would like a pensions 
plan, or “Money Makeover” for a 
full money plan.

Contact us

You should obtain a 
forecast from the 
Department for Work and 
Pensions so that you know 
exactly how much state 
pension income you can 
currently expect, which 
will help you work out 
how much you need to 
save and how much you 
will add by deferring.

“Your private pension 
could secure an annuity 
today worth around £1,560 
before tax each year, 
providing you with around 
£130 per month before tax,” 
Mr Patel said.

“You should obtain a 
forecast for your state 
pension, but I would 
estimate it to be worth 
around £135 a week.

“You would therefore 
have around £8,800 of 
annual income available 
at present if you were to 
decide to stop working in 

Ask an expert

“If you do not have 
any other savings, your 
pension pot should be 
invested cautiously in 
order to protect it from 
market volatility.”

He also suggested that 
you seek advice on 
ensuring that the 
investments in the pension 
remain aligned to your 
personal risk tolerance and 
investment time frame.

“If you decide to add 
more money to the pot then 
you may feel comfortable 
with taking a little more 
investment risk, as monthly 
savings tend to benefit 
from something called 
‘pound cost averaging’, 
which means that you 
end up buying more shares 
when markets fall. Over 
the long term, assuming 
that prices end up higher, 
this should mean you make 
more profit,” he added.

Working out how much 
income you actually need 
will be key to deciding 
what to do with your 
pension savings.

If you can afford to, adding 
more to your retirement 
fund is a sensible idea, as 
the tax relief will give your 
savings a significant boost. If 
you are a basic-rate taxpayer, 
the Government will add 
£20 to your pension for 
every £80 you invest.

With some careful 
investing and planning, you 
might end up with a higher 
income than you expect, 
according to Nero Patel, 
a financial planner at 
Canaccord Genuity 
Wealth Management.

Working towards a 
five-year goal based on how 
much income you imagine 
you will need, while 
deferring the state pension, 
is a good start.

Key to success A self-employed piano teacher wants to know how to make the most of a £30,000 pension

Olivia Rudgard 
helps readers pick 
the right strategies 
for making modest 
pension pots last

* * *

* * ** * *

* * *
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