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Recommended Investment:
Dunedin Income Growth Investment Trust plc
Founded in Dundee in 1873, Dunedin Income Growth (“DIG”) was the first investment trust formed in 
Scotland and has been operating continuously for over 145 years. It aims to achieve growth of income and 
capital from a portfolio primarily invested in UK companies.

The fund is managed by Aberdeen Standard Investments, with a bottom-up focus on strong balance sheets 
and cashflow potential. Key investment themes include the Digitisation of Industry (e.g. LSE), Changing 
Demographics (e.g. Unilever) and Consumer Trends (e.g. Pets at Home). The trust can also invest a 
smaller percentage of its portfolio overseas, which enables the fund to diversify further as well as capture 
opportunities that are not widely present in the UK, such as technology stocks. Like most investment 
trusts, the fund has the ability to use gearing and this enables the managers to take advantage of buying 
opportunities. The portfolio is well diversified and typically comprises ~50 holdings, with the ten largest 
holdings currently accounting for 40% of assets. 

DIG’s strategy has evolved over recent years, repositioning the portfolio away from high-yielding companies 
with low growth to a greater balance between income and capital growth. The distribution policy remains 
to grow the dividend faster than inflation over the medium term and, with the trust’s revenue reserves 
and the healthy underlying dividend growth of the companies within the portfolio, that policy remains well 
supported.

Interestingly, the trust has adopted an ‘enhanced ESG’ framework that adheres to sustainable and 
responsible investing criteria. These exclude companies that fail to uphold principles of the UN Global 
Compact, companies owned by governments subject to international sanctions and companies that fail 
to meet various ESG scoring criteria. As a result, the trust does not invest in tobacco, arms or companies 
significantly exposed to coal, gas or nuclear electricity. The framework is expected to reduce exposure 
to long-term risks, increasing quality characteristics and reducing the portfolio’s carbon footprint. The 
framework may increase returns as well, as ESG factors are thought to impact corporate performance. 

We believe that the proposed enhanced ESG framework has merit and should broaden the appeal of the 
trust’s shares. In our experience, there is certainly demand for investment strategies that embrace stricter 
ESG criteria. Although a growing number of funds place an increased emphasis on ESG, Dunedin Income 
Growth is differentiated by its attractive 4.1% yield and its predominant exposure to UK equities, to which 
sterling investors require a substantial allocation. 

The fund has performed very well over the long term, with a NAV total return over the last five years of 
+58%, significantly outperforming the +37% return of the UK Equity Income Sector benchmark.The shares 
are trading at their NAV at present. This is partly the result of its underlying performance and partly due to 
a sparingly-used discount control mechanism which is in place to repurchase shares if the shares trade on 
a substantial discount. It is also quite possible that the ‘enhanced ESG’ framework will see the fund trade 
on a premium rating if current performance levels are maintained.

In our view, DIG’s strong track record compared to peers is very impressive. The fund carries a five-star 
rating from Morningstar and offers income investors exposure to growth stocks. The fund has a very 
reasonable TER of 0.64% and is currently yielding a market-beating 4.2%. Buy.


