
“THERE ARE PERIODS 
WHEN GROWTH IS 

VERY MUCH IN VOGUE, 
BUT IN THE LONG RUN 
DIVIDENDS ARE VERY 

IMPORTANT.”

James Faulkner: Hi Job. Thank you 
for speaking with Master Investor. 
The City of London trust is focused 
on income investors – primarily UK 
equity investors. Can you give us a 
brief overview of the trust's invest-
ment parameters and objectives?

Job Curtis: Yes. We're in the UK equity 
income sector, so we're invested at least 
80% in the UK stock market. We're pre-
dominately in the large cap stocks in the 
FTSE 100, though we do have mid cap as 
well and we have a small amount over-
seas. We provide an above-average yield 
compared with the UK equity market. 
We've got a very long record of growing 
our dividend every year.

JF: OK. So, the yield at the moment is 
just over 4%, I think? 

JC: It's around 4%, yes.

income on its own is not enough, and a 
bit like life, companies are either going 
forwards or backwards. So, the company 
needs to be generating enough cash 
in order to both pay the dividend and 
also to invest enough for the future and 
the future growth for their profits and 
business. 

We look in a lot of detail into the sort 
of cash characteristics exhibited by the 
businesses we're investing in. Certain 
types of industries need less investment 
than others and are able to have a higher 
payout ratio and may have more modest 
growth prospects. So, the portfolio is kind 
of a blend of companies and I have got 
some lower yields in the portfolio to pro-
vide more growth. 

In the very long run we have actually 
outperformed the index by quite a de-
gree. So, in fact, in a way, dividends are 

JF: And the yield on the FTSE is some-
where around 3.8% or something 
like that at the moment?

JC: 3.6%, yes.

JF: What do you look for in a good 
dividend stock? What are the spe-
cific traits that you look for?

JC: Well, what we're looking for is the 
mixture of income and growth. I mean, 
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the secret part of investing and actually 
a lot of the long-term returns come from 
income. There are periods when growth 
is very much in vogue, but in the long run 
dividends are very important.

JF: And going forward, with rates 
being so low I suppose the dividend 
income is going to be a greater com-
ponent of returns? 

JC: Well, rates have been very low for a 
while as we know. They were cut down 
to 0.5% towards the end of the financial 
crisis in 2009, and have stayed very low 
ever since. So, in actual fact, it means 
that an equity income trust such as our-
selves is popular because it's very hard to 
find that type of yield that we're provid-
ing, around 4% – you can't find it in bank 
deposit accounts – and we're providing 
income growth as well. 

But, but having said that, it's actually 
been a good period for growth stock 
investing in recent years. The world 
markets have really been led by the 
so-called FAANG stocks in America, the 
Facebooks, Apples, Alphabets etc. So, 
I wouldn't say that this is necessarily 
purely a good era for income investing; 
it's been a good era overall for stock 
markets.

JF: And the trust itself has got a re-
ally impressive record of dividend 
growth. I think it's 52 years of an-
nual increases in dividend payment 
now?

JC: Yes.

JF: And you yourself have been there 
for around 27 years?

JC: Yes, just passed my 27th, yes.

JF: So, what's your secret to dividend 
success?

JC: Well, I think you've got to be in the 
right companies – the companies that 
have provided and are well placed to 
provide consistent dividend growth. And 
that obviously requires work and analysis 
and judgment.

But the investment structure does have 
certain advantages, and unlike open-
ended funds we don't have to fully dis-
tribute all our income every year, so we 
can hold back up to 15%. So that means 
you build up a revenue reserve and then 

JC: Well, I think it's horses for courses and, 
you know, some people will prefer open-
ended. But certainly, one aspect that in-
vestment trusts can utilise is gearing (i.e. 
borrowing), but this is not to everyone's 
taste. We do it in a conservative way, but 
certainly in a rising market that will en-
hance returns. 

And then investment trusts also have in-
dependent boards of directors who pro-
vide an extra level of scrutiny and they're 
also there to act in shareholders' inter-
ests, so they're there to negotiate fees, for 
example. Some investment trusts have 
higher fees than OEICs, but in general 
trusts have lower fees, and our ongoing 

in the years when there are dividend cuts 
across the market then you can use that 
reserve to carry on growing the dividend. 
So, actually, out of the 27 years I've been 
manager, seven years we've had to dig 
into reserves, so I couldn't have achieved 
that record and the trust wouldn't 
have achieved that record if we'd been 
open-ended. It just wouldn't have been 
possible.

JF: And there's a lot of debate sur-
rounding the OEIC versus the trust 
structure. What else is it about the 
investment trust structure that en-
ables that superior performance, do 
you think, over the long-term?
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charges are particularly low – 0.42% last 
year, which is much lower than you'd find 
in an equivalent OEIC.

JF: What about Brexit? Obviously, 
the situation at the moment is 
utterly confusing, nobody really 
knows what's going on. How is that 
impacting investors such as yourself 
at the moment?

JC: Well, I think it is a very difficult sit-
uation to read and it changes quite a 
lot. But I think the important thing to 
remember is you're investing in compa-
nies, and on the UK stock market over 
70% of the profits come from overseas, 
so that gives you a sort of insulation re-
ally from looking primarily from a UK 
perspective. 

But, to some extent the UK's being 
shunned both by domestic investors and 
global investors. And so, if you take a rel-
atively sanguine view, that may be throw-
ing up quite a lot of value actually in 
some of the domestic sectors. So, I think it 
would be a mistake to ignore some of the 
domestic sectors, particularly if we get a 
favourable outcome, as there could be a 
lot of opportunity there. 

At City of London we're mainly in the 
large international companies but we do 
have our fair share of domestic compa-
nies, like house builders where I'm also 
quite keen on prospects.

JF: And while we're on the subject 
of value, a lot of people have been 

looking at the US markets in par-
ticular and thinking they look quite 
toppy at the moment. The UK mar-
ket looks quite a lot cheaper. What's 
your view on valuations from a long-
term perspective at the moment?

JC: Well, I think the UK market does look 
good value relative to the trailing meas-
ures we look at like dividend yields or P/E 
ratios. Some people try to do it on a cycli-
cally adjusted basis, but again it doesn't 
look bad value compared to some of the 
other markets. The US has got this big 
technology sector which has really caught 
the imagination of people, and certainly, 
the companies there are doing remarka-
ble things, but they have very high valua-
tions. But because they are growing their 
revenues so rapidly, people are willing to 
put them on a very high valuation. 

We don't really have a big technology sec-
tor in the UK, so it's not completely com-
paring apples with apples, but the mar-
ket certainly looks good value relative to 
fixed interest. The yield on the market is 
3.6% and you've got mid-single digit div-
idend growth. Ten-year gilts, meanwhile, 
are yielding about 1.3%. 

I think the UK market does look reason-
able value at the moment, but we've had 
a long bull market – markets have been 
going up for the best part of nine years 
– and so obviously people do get a bit 
anxious. But, certainly, on the measures 
I look at, companies seem in good shape 
and so I'm pretty happy with it myself.

JF: Which sectors in particular and 
which companies in particular are 
you finding value in at the moment? 

Dan Breckwoldt / Shutterstock.com

12 | ISSUE 41 – AUGUST 2018    Master Investor is a registered trademark of Master Investor Limited | www.masterinvestor.co.uk

SHARPE MINDS

www.masterinvestor.co.uk | Master Investor is a registered trademark of Master Investor Limited   ISSUE 41 – AUGUST 2018  | 13 

“I THINK IT WOULD BE A  
MISTAKE TO IGNORE SOME OF THE 

DOMESTIC SECTORS.”

https://masterinvestor.co.uk
https://masterinvestor.co.uk


SHARPE MINDS

What are you buying and selling?

JC: Well, I was going to suggest an idea 
which works quite well as a pair, as you 
might put it. I quite like the oil sector at 
the moment, I mean Shell and BP. Both 
are very big companies...

JF: Both have had quite a good run.

JC: They've had a good run, but people 
were worrying a year or so ago whether 
they'd have to cut their dividends and 
now they're actually covering their divi-
dends with free cash, as they've reduced 
their costs dramatically. And, of course, 
the oil price has moved up quite sharply 
over the last year and global growth has 
boosted demand for oil and supply has 
been constrained, particularly when you 
throw in renewed sanctions on Iran. 

So, the oil majors are in a good place and 
they're both yielding over 5% at the mo-
ment. These are very big companies and 
they're not going to perform like a small 
cap stock might, but I think they look 
pretty solid at the moment. 

And then, the one I wanted to connect 
with them or combine with them was ac-
tually Carnival, which is the biggest cruise 
company in the world. It's a dual-listed 
stock 80% listed in the US and 20% listed 
in the UK. 

Cruising is actually quite a good growth 
area. It's a relatively good value holiday 
compared with the equivalents on land 
and it appeals to some of the older parts 
of the population and benefits from the 
good demographics, but Carnival quite 
cleverly have lots of different brands 
within their companies – so, they have 
got brands that appeal to the younger 
generation as well. 

I think the shares haven't performed at all 
well over the last year or so and that's be-
cause obviously fuel is a big component 
of costs for the ships and so the market 
tends to mark them down when the oil 
price is going up. They're producing some 
steady growth, but I think it is the sort of 
stock where if I'm actually wrong and the 
oil price does have a setback, then Carni-
val will certainly be…

JF: It's a hedge.

JC: Exactly. So, it'd be a good combina-
tion to have either Shell or BP and Carni-
val as a combination, I think.

About Job Curtis 
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JF: OK. And what about the interest 
rate environment? Because a lot of 
people see interest rates rising in 
the near term. How does that im-
pact you as an income investor? Are 
you worried about that?

JC: Well, I think you have to take a step 
back. Obviously, they were cut from 0.5% 
down to 0.25% after the referendum and 
then that's been reversed so we're back 
at 0.5%. And the Bank of England sort of 
blows hot and cold a bit, but it looks as 
though we might be in for another 25 ba-
sis-point hike, so they go to 0.75%. Well, 
that is still nothing compared to what 
you're getting in the stock market at 3.6% 
or City of London at 4%. 

Given how the Bank of England are ag-
onising about whether they'll increase it 
from 0.5% to 0.75%, I think the kind of 
interest rates that I was used to when I 
was growing up seem a long way away. 
And there's certainly arguments out there 
that there's so much more debt around 
and also deflationary forces like Amazon 
and internet retail generally, not to men-
tion general capacity in manufactured 
goods, but we are in a much lower inter-
est rate environment than we have been 
in the past.

JF: So you think the natural long-
term interest rate could actually 
now be lower than it has been in the 
past?

JC: Oh, I think that's what all the indi-
cations are. I mean you wouldn't have 

I think the interest rates we've now got 
in the UK are abnormally low and I think 
what the US is doing is good, I think 
they're kind of normalising interest rates. 
But I think we are in a much lower infla-
tion era than we were back in the 1970s 
or ‘80s, so I think you would expect inter-
est rates to be lower than they were then, 
but I would expect to see them markedly 
higher than they are now over the next 
few years.

JF: OK. Job Curtis, thanks very much.

JC: Thank you.

30-year gilt yields at 1.72% or whatever 
they are today if that was not definitely 
the belief in markets. But, certainly, it's a 
slightly different picture in America where 
the Federal Reserve has been increasing 
their interest rates more rapidly and 10-
year yields are much higher than they are 
in the UK. 
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“I THINK THE 
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WE’VE NOW GOT 

IN THE UK ARE 
ABNORMALLY LOW 
AND I THINK WHAT 
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