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Digging deeper: Investment Trusts 

4. Gearing

Investment trusts can borrow to invest, an arrangement referred 
to as gearing. This often happens when the fund manager sees 
an opportunity to increase returns in the trust and borrows money 
to pursue it. Gearing means that investment trusts can have more 
money to invest on behalf of their shareholders.

There are downsides to gearing, however – namely, the interest 
and ultimate repayment of the loan. High levels of gearing 
in a trust can also skew its risk-return profile, as higher debt 
represents more risk. 

How much gearing is allowed?

The level of gearing is decided by the board of directors and 
portfolio manager and is limited by company objectives. 
Investment trusts place strict limits on how much gearing their 
fund managers can use – a maximum of 25–30% is common.

The Association of Investment Companies (AIC) indicates that the 
average gearing across all investment trusts (not including Venture 
Capital Trusts (VCTs)) is approximately 8%, however in certain 
sectors this might be higher.

Key takeaways: 
	> Understand how investment trusts borrow to invest – a process known as gearing

	> Learn about the limits in place (the maximum that can typically be borrowed)

	> Understand the risks and benefits of gearing in an investment trust

An example

Let’s consider an example of gearing in practice. Here, we 
assume the trust raises £100 million from investors and 
borrows £10 million from a bank. It therefore has a total of 
£110 million working for shareholders.

If £1,000 is invested in the trust, the borrowing means the 
trust’s fund manager is deploying £1,100 into the stock market. 
Therefore, the trust is 10% geared, as the £10 million loan is 
10% of the £100 million the trust has in shareholder capital.

Assuming the fund manager earns an investment return 
on the borrowed money that is more than the interest the 
trust pays on its loan, then the gearing should be good for 
shareholders in the trust. 

Also, if the fund manager earns a yield on the borrowed 
money that is more than the interest the trust pays on its 
loan, then the gearing should be good for the trust’s  
revenue yield.

These are important differentiators from open-ended funds 
(OEICS), which do not typically allow for the fund manager  
to borrow. 

There is always the possibility, however, that the fund  
manager may pay more interest on the borrowed money 
than the return earned from investing it, which will negatively 
impact returns for shareholders.

Category:

Investment  
insights



Important information: This document has been prepared for general information purposes only. It does not constitute advice (whether 
legal, regulatory, tax or otherwise) provided by Columbia Threadneedle Management Limited.

 

© 2022 Columbia Threadneedle Investments is the global brand name of the Columbia and Threadneedle group of companies.

For professional investors only. This financial promotion is issued for marketing and information purposes only by Columbia Threadneedle Investments in the UK. 

This material should not be considered as an offer, solicitation, advice, or an investment recommendation. This communication is valid at the date of publication and may be subject to change without notice. 
Information from external sources is considered reliable but there is no guarantee as to its accuracy or completeness. Actual investment parameters are agreed and set out in the prospectus or formal 
investment management agreement.

Financial promotions are issued for marketing and information purposes; in the United Kingdom by Columbia Threadneedle Management Limited, which is authorised and regulated by the Financial Conduct 
Authority.	 205115 (05/22). UK.

Contact us
	 	 0207 464 5855

	 	 UK_Wholesale_Client_Services@columbiathreadneedle.com

	 	 columbiathreadneedle.co.uk/adviser-edge

Telephone calls may be recorded.


