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This guide looks at what just happened in 2022 when inflation hit, and a central 
bank process known as ‘quantitative easing’ (QE) ended abruptly. It has brought 
about a seismic shift in investment markets which should change the way we 
think about investing for income. 

This guide is essential reading for anyone already living off their investments 
and savings and for those who will do so in the foreseeable future. Whether you 
are approaching retirement with workplace, or insurance type pensions or have 
a capital lump sum to invest, the guide should help you think about the changes 
and what to do next.  

During 2022 Government bond yields and inflation rose sharply while global equity 
markets fell; it was a horrible year to be an investor in any market. There were more 
snakes than ladders:

There will likely be more price volatility ahead. 

We think the need for careful planning and affordable advice from an experienced 
advisory firm has never been greater.  If the daily doom and gloom headlines and 
market volatility is getting too much for you, let us take some of the strain.

We think the disciplines we have learned over more than 30 years of advising in good 
times and bad will get the job done and we are here to help.

James Baxter 

Co-Founder, Tideway Wealth

Introduction
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UK Gilts fell 28% in value at one point before recovering but still ended the year down 23% 
and that’s supposed to be the ‘risk free’ asset in any portfolio.

Bubbles burst in technology stocks, companies masquerading as tech stocks and in crypto 
currencies.

Property has collapsed in value in Canada by as much as 20% and may be collapsing 
elsewhere, with 10% falls predicted in the UK in 2023. 

Stealth taxes are all around as inflation adds to prices, incomes rise faster, whilst tax bands 
have been frozen for years



After relatively benign inflation around the world for the previous decade, global inflation came 
back with a bang. 

It started with supply-driven inflation as we emerged from the Covid lockdowns, was then fuelled 
by the war in Ukraine impacting energy and food costs and is now feeding into wage demands.  
We are not sure how long it will last but the sharp rise in inflation has forced the hand of Central 
Bankers to tighten monetary conditions in order to fight it.  This has meant rises in base interest 
rates in most developed countries around the world and the end of quantitative easing (“QE”).

Part 1 - What Changed in 2022

Central Bank quantitative easing is a process 
where central banks buy bonds to force up the 
price, thereby depressing longer term interest 
rates to support a flagging economy. It was a 
relatively new technique employed for the first 
time in the wake of the 2008/9 Great Financial 
Crisis (“GFC”). It has been happening all around 
the world including in the USA, UK, Europe and 
Japan. 

By forcing down interest rates, investors may 
need to consider buying riskier investments 
like shares to generate returns. Whilst the 
consensus is that QE did work and may have 

saved the world from an ugly economic slump 
in the wake of the GFC, there is also substantial 
evidence to suggest that one side effect of QE 
has been to support the asset prices of riskier 
investments.

The level of QE can be expressed by the size of 
a Central Bank’s balance sheet and the chart 
below shows how the S&P 500 index of share 
prices in the US has correlated to the size of 
the Federal Reserve’s balance sheet. 

A sudden return of global inflation

The Impact of Quantitative Easing (“QE”) and its Reversal
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This chart also clearly shows the extent to which QE was used a second time to support 
economies in the Covid lockdowns. 

Central Banks are now fighting inflation by stopping QE and are starting to sell bonds back into 
the markets to shrink their balance sheet; a process known as Quantitative Tightening (“QT”).

Before we look at how things have changed, it’s probably worth just reminding ourselves of 
some of the strangest manifestations of a QE driven world:

These are not normal scenarios, something had to give. 
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Negative base rates – depositors in Germany had to pay banks to leave money on deposit 

Negative real yields – the income on most bonds fell short of inflation

Cheap UK mortgages – the 2-year fixed rate got close to 1%, meaning the interest only 
payment on a £1m mortgage cost just £833 per month to service

Share price distortions – there are lots of examples, but a standout is Peloton, the maker 
of up-market static bikes. Valued at $54bn at the peak of speculative mania without ever 
having made a substantial or sustainable profit and valuing it more than either BP or Diageo 
at that time. It’s now worth less than $5bn, whilst BP and Diageo are now each worth more 
than $100bn. 



The knock-on effect in the financial world has been profound:

UK mortgage interest costs have climbed to over 4%; the interest payment on that £1m 
mortgage mentioned above now costs £3,330 per month to service

Risk is being repriced into equity markets. The US Nasdaq, which represents the riskier end of 
the US stock market, and had been powering returns for investors for the last 10 years, has 
fallen 30% in nominal terms and 40% in real terms (after inflation) 

Income Investment: Market Changes in 2022

As central banks have looked to fight inflation, interest rates have risen. Base rates have 
been pushed up and the so called ‘risk free’ rate, lending to the Treasury, having been 
steadily falling since the great financial crisis has rapidly normalised. 

From a long-term average of around 4-5% these yields fell as low as 0.5% in early 2020 at 
the peak of Covid lockdowns and, in the space of just a few months in 2022, have risen back 
towards 4% in both the US and the UK. 

But it’s not all bad news: 

Deposit rates are back, with instant access accounts offering up to 2.5% and fixed rate deposits 
over 4.5%

Bond yields have jumped. The index of UK corporate bonds now yields around 5.6% for the 
next 6 years versus the 2% it was yielding at the start of 2022. In the high yield market yields 
are up from 3-4% to 8-10%.
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Source; https://www.marketwatch.com/



Annuity Prices

Even with inflation of 10% in the last 12 months and a drop in the average pension account 
value of say 10% in 2022, the amount of risk-free lifetime income that account can now 
generate is up around 20% in the last 12 months in real terms.  That is some shift.

We can also see this impact in our own portfolios when we look at the income they can now 
produce, net of fees, and despite recent capital falls, versus the income they could generate at 
the start of the year.

Typical Tideway Multi Asset 
Balanced Porfolio

End of 2021 End of 2022 Change

Portfolio Value £750,000 £675,000 -10%

Yield % p.a. Net All Fees 1.85% 3.50% +90%

Annual Income £/s Net All 
Fees

£13,875 £23,625 +70%

This rise in yields has had a significant impact upon income investment products and, as 
a result, the cost of generating future income has fallen significantly in 2022.  This can be 
seen clearly in the price of annuities which have fallen dramatically in 2022. 

The chart below shows the level of annual income a 65-year-old can generate buying a 
£100,000 annuity today compared to in the last 15 years. It’s up around 50% on 2020 rates.
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Source; Tideway Investment Partners

Source; https://www.sharingpensions.co.uk/



Active v Passive Investing

Equity Funds
As interest rates rose, value attributed to distant future profits reduced and the 
valuation of companies relative to their near-term profits came back into focus. 
This has enabled those active managers who focus on valuations and growing 
dividends as part of their stock selection process to outperform the indices, which 
hitherto had been dominated by US large cap technology stocks promising large 
future profits.

Compare the performance of Schroder’s actively managed Global Equity Income 
Fund vs Vanguard’s Global Equity Index fund.

The change in conditions has seen some active investment managers beat passive investment 
strategies by 10-15% during 2022.

Fixed Income Funds
Tideway has always been a firm believer in active management in fixed income and the 
managers within our portfolio have been able to outperform the index in the run up to the 
big correction in bond values.  As illustrated in the chart, they have offered significantly better 
capital preservation during the correction and can now rotate into significantly higher bond 
yields.
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“Higher inflation and rising borrowing costs have increased 
the amount the government is spending servicing its debt. 

The Office of Budget Responsibility (“OBR”) expects spending 
on debt interest to reach £120.4 billion this year, the highest 
since the late 1940s, both as a share of GDP and as a share 

of revenue. If debt interest spending were a government 
department, its departmental budget would be second only to 

the Department for Health and Social Care.”

These costs must be borne by taxation and as we heard in the Autumn Statement there is only 
one way for tax to go in the short term and that’s up!

The main approach to raising more revenue is what has been called ‘stealth’ tax. Tax rates are 
not themselves increased, but the point at which we pay taxes, and the higher rates of taxes 
has now been frozen. 

Tax Implications
Most countries around the world borrowed heavily to get through the Covid crisis.  In the UK 
Statista estimates the job furlough scheme cost taxpayers £70bn. To put this into context it 
costs about £140bn to run the NHS for a year. 

As interest rates rise these debts must be serviced. Quoting from the Autumn Statement:
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Part 2 - What Should I Do Now? 

Re-Appraise Risks, Returns and Diversification

Beware advisors who continue to shun bonds for equities – you could be 
taking on more risk than is advisable

Be clear about your return targets, and if bonds get the job done, this is 
likely to be lower risk than equities

Understand the underlying bonds you are invested in – the duration, the 
financial strength of the company and the bond, the geographical exposure 
and the different sectors you are exposed to can be crucial to the overall 
returns

Low rates have forced people up the risk 
curve, which has generally meant more equity 
exposure, fewer bonds and potentially some 
dollar exposure. 

If you are spending money in GBP and looking 
for income, equities denominated in USD are 
a much higher-risk approach as compared 
with GBP bonds, which are currently paying an 
income of 6-7%.

So, what do you need to do and what is the 
lowest risk way to do it?  If it’s beating inflation, 
which is expected to settle back towards 4%, 
and you can buy a bond portfolio yielding 
6-7% over the next few years net of fees, then 
this will get the job done with a lot lower risk 
than an equity portfolio whose dividends 
yield less and whose capital values are more 
volatile.

Tideway 
Tips

Common Mistakes
Buying passive income funds – due to the specific vagaries of the 
bond market, active fund managers can often find better investment 
opportunities and outperform tracker funds
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This is a classic time to not look at past performance as a guide to what might perform 
well going forwards. There are times when it can pay to be a momentum investor 
and ride the waves without worrying too much about the underlying fundamentals. 
However, we don’t believe that it is a particularly sensible strategy to employ generally 
and especially not now.  Every now and then we get an inflection point like this which 
changes the future path of investments.  For us, there needs to be a clear investment 
case based on justifying the additional risk of equities by exceeding the returns on the 
yields for bonds. 

Equities

Past returns are not a good indicator of future returns. In the 10 years 
to November 2021 the US Nasdaq grew from 2,800 to 15,600 - that’s 
equivalent to a compound return of 19% each year during a period of 
exceptional low inflation of 2-3% p.a. and an historic average return 
on equities of inflation plus 5-6%. However, since November 2021 the 
Nasdaq has fallen around 35%.

In a time of significant macro-economic change like we are currently 
experiencing, don’t expect US tech stocks to keep on going up as they 
did before. In the words of legendary investor Warren Buffet “If things 
can’t go up forever they won’t!”

Common Mistakes 
Buying any fund without lifting the lid – before investing in any fund 
it’s essential to find out what the fund owns and why, don’t just invest 
based on the name or the past performance.  And check this on a 
regular basis for style drift.  Don’t find yourself in a Woodford fund 
scenario!

Buying a closet tracker - there are many large “actively managed” funds 
which offer little more than index exposure at a high cost.  If you want 
index exposure, buy a cheap tracker fund.

Tideway 
Tips
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Tax planning should always be a top priority in any financial plan. Done well it’s a zero-risk way 
to improve your after-tax spendable investment returns. 

A simple but often neglected tax planning benefit can be gained simply by organising your 
investments into the right accounts.  In simple terms, the government incentivises people to 
save for old age by providing some “wrappers” which have tax breaks.  A top tip is to ensure you 
make best use of all these tax breaks where possible.  

As investment assets create more income, income tax planning remains the priority for most 
people.  However, you should also make use of capital gains tax rates that are lower than 
income tax rates.  

How?  Well if you have more assets than can be held or contributed to a SIPP or ISA, since 
income tax needs to be declared and paid each year, you should use the tax efficient wrappers 
to shield as much income as possible, leaving the investments with capital gains in the taxable 
accounts.  You can make use of the annual capital gains tax allowance (while it lasts) or simply 
not sell assets and therefore not realise a gain.

Do Thorough Tax Planning

Account/Wrapper Maximum holding and 
contribution

Taxation status Good for holding

Self Invested 
Personal Pension 
Plan (SIPP)

£1,073,100
£40,000 per tax year

No income tax, dividend 
tax or capital gains tax 
levied until drawdown

Income producing 
assets or capital gains 

assets

Individual Savings 
Account (ISA)

Unlimited but £20,000 
per tax year contribution 

limit

No income tax, dividend 
tax or capital gains tax 

levied

Income producing 
assets

Offshore 
Investment Bonds

Unlimited holding
Unlimited contribution

No income tax or capital 
gains tax levied until 

withdrawn

Income producing or 
capital gains assets

General investment 
account (GIA)

Unlimited holding
Unlimited contribution

Subject to income 
tax, capital gains tax, 

dividend tax

Capital gains assets
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As we get older, we might start to think about inheritance tax planning. This will 
become important for most investors over 70 if their wealth exceeds the inheritance tax 
threshold of £325,000. 

For those already in drawdown or needing 
income from their investments, it is extremely 
important to avoid being a forced seller of 
equities in a market downturn, such as we 
have today.  If you are in managed, unitised, 
or mixed asset fund and are selling units to 
fund your income withdrawals, you are almost 
certainly selling equities at a bad time. If you 
don’t know whether this is happening in your 
pension or investment arrangements that 
provide your income you need to find out and 
fast. 

A properly planned arrangement will look 

to withdraw the natural portfolio yield 
first and foremost from the dividends and 
bond interest payments. This can then 
be supplemented by taking small capital 
withdrawals from the low volatility investments 
where withdrawals need to exceed this level. 

Alternatively, there will be a time to take the 
capital withdrawals from the higher risk equity 
funds when they have made a sizeable profit 
and make up an excessive proportion of 
your portfolio.  Pragmatic and active portfolio 
management and advice is crucial.

Offshore investment bonds sound exotic and 
potentially risky but these wrappers have been 
around for a long time and are subject to UK 
legislation.  They can be suitable for medium 
to long term investment strategies.

At Tideway, we are finding renewed interest in 
these offshore investment bonds as interest 

rates rise due to the way they shield income 
from tax.  They are very flexible for income 
drawdown planning as they permit up to 5% 
of the original capital to be withdrawn, each 
year without any immediate tax liability. They 
are extremely flexible as to what investments 
can sit inside the wrapper and the fund can 
grow unfettered by tax. 

Offshore Investment Bonds

Tideway 
Tips

Take maximum advantage of the income tax bands for individuals and couples

Use Pension accounts and ISAs to roll up Investment Income tax free and to 
create tax free income from ISAs

If you have ‘maxed out’ your ISA and pensions and still have funds to invest, an 
Offshore Investment Bond can allow invest income to be rolled up tax free and 
defer income tax liabilities. 

Think about how investment profits will be made between income and capital 
gains and ensure you have the investments in the right accounts to maximise 
the use of your available tax allowances.

Plan For Income Withdrawals
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It is now possible to create mixed asset portfolios investing in equities 
and bonds generating an income of 3-4% per year net of fees. 

If you need less income than this from your investments each year, 
you can probably afford to invest some funds that are focused purely 
on capital growth

If you need more income than this you probably need to hold more 
bonds, and short dated bonds to supplement the natural income of 
the portfolio 

If you hold an insurance type pension account with an insurance 
company like Prudential, Aviva, or Legal and General it could be that 
you are selling equities to fund income withdrawals when it’s not a 
good time to do so

Common Mistakes
Using the wrong investment assets to back a drawdown arrangement 
– we see far too many clients in drawdown accounts or approaching
the need to start making regular withdrawals with way too much risk
in their accounts, usually from holding too many equities

Not having a withdrawal funding plan – if you have no plan as to how 
to create your income when you need it the chances are you will end 
up selling investments at a loss or when values are depressed. There 
needs to be a plan, not having one can be ruinous.

We’ve explained in this guide how the 
dramatic change in interest rates, allied to 
a sudden onset of inflation has changed 
the landscape for investment and 
retirement planning.

Whether you are self-investing or are currently 
being advised by a wealth manager, now is the 
moment to look closely at whether your plan 
is good for the next period of your life.

Most people, even professional investors, find 
that it’s much easier to work with an advisor 
who can help you develop a clear strategy 
which fits your goals, and can help you deliver 
that strategy.

The need for careful and considered financial 
planning is greater than ever and a good 
advisor will take the strain out of this for you.

We suggest you create a short document 
laying out what you would like to achieve from 
your financial investments in the medium and 
long term. Take this to a shortlist of advisors 
and ask them to outline how they would help 
you achieve your goals.

Naturally we would love to be one of the 
advisors you select to talk to.  

Next Steps

Tideway 
Tips
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Case Study 1.

John and Ruth are in their mid 50’s, they both expect to continue working for another 5 years 
or so, they have around £800,000 in their workplace pensions in global equity funds and some 
cash ISAs worth around £30,000.

Issues 

In 5 years or so they would like to be drawing around £3,000 per month net of tax from their 
pensions and savings on a regular monthly basis with access to more funds if required.
They have seen their pension funds drop by around 10% in 2022.

What should they do?

Part 3 - Case Studies
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Recognise that their savings are largely irreplaceable and that they need significant 
attention to get them invested optimally and to protect them from inflation and 
significant permanent losses

Find and establish a good working relationship with a competent wealth manager who 
can help them 

Back allowance exercises to maximise tax efficient pension contributions

Move cash ISAs to Investment ISAs and fund ISAs with a view to creating sustainable tax 
free income

Have a plan over the next 5 years to build up some fixed income exposure in their 
pension funds and ISAs to facilitate future tax efficient withdrawal

Move to pension arrangements that facilitate drawdown with segregated investments 
and income

What shouldn’t they do? 

Nothing and hope for the best!

Panic over this year’s losses and sell-out of the equity funds

Stay invested in equities with a plan to put 75% of their pension funds into annuities at 
age 60

Invest in anything that looks too good to be true



Issues

Andrew is 54 and has just sold his business for £7m, he has been married for 20 years, has 
teenage children and needs to generate around £13,000 net per month to maintain his family’s 
lifestyle for the foreseeable future.

What should he do?

Case Study 2. 

What shouldn’t he do? 

Invest 100% in equities in one go

Invest solely in the UK

Have no plan to create the monthly income as tax efficiently as possible

Invest the lump sum to try to create income solely in his name and without the 
use of tax wrappers

Tie up his funds in complex trust arrangements or tax avoidance plans

Invest in anything that looks too good to be true
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Recognise that the proceeds of the business sale is largely irreplaceable and needs 
significant attention to get it invested optimally and to protect it from inflation and 
significant permanent losses

Find and establish a good working relationship with a competent wealth manager who can 
help him 

Create income and capital gains for himself and his wife at the lower tax bands

Make maximum use of Pensions and ISAs for both himself and his wife

Consider using an international or offshore bond as a tax wrapper to facilitate tax efficient 
income from income generating assets

Look to make intergenerational gifts as tax efficiently as possible, for example funding 
pension contributions and ISAs for his children

Look to create a portfolio that deals with the income need first and foremost and then 
consider investments for more discretionary capital gains for his family  



About Tideway Wealth

Tideway senior management team’s investment and advice experience goes back to the 1980’s. 
We are an independently owned business without ties to any financial institution and we advise 
on around £450m of private client money for 650 customers with portfolios ranging from 
£200,000 to £40m.

Whilst we advise an increasing number of young adults from the families we look after, our 
core clients trust us with their hard earned and largely irreplaceable capital with a view to giving 
them the income they need first and foremost and then to pass wealth to the next generation.  

We pride ourselves in hard work, an intelligent and global investment approach , thorough 
research into every investment we make for our clients and forward-thinking proactive advice. 

For more information about Tideway Wealth visit our website or if you have a particular enquiry 
reach out to one of our experts. Follow us on LinkedIn and Facebook.
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The content of this document is for information purposes only and should not be 
construed as financial advice

Please be aware that the value of investments, and the income you may receive from them, 
cannot be guaranteed and may fall as well as rise

We always recommend that you seek professional regulated financial advice before 
investing

https://tidewaywealth.co.uk/
https://tidewaywealth.co.uk/make-an-enquiry/
https://www.linkedin.com/company/tidewaywealth/
https://www.facebook.com/TidewayWealth/


Generating inflation beating returns

Generating portfolio income

Investing globally

Hiring the best investment talent

Lowering costs

Being tax efficient

Avoiding large permanent losses

Not betting the ranch on one strategy

Avoiding price bubbles

Avoiding esoteric or illiquid investments

“Tideway specialises in 
advising clients planning for 
retirement or living off their 
investment income”
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We recognise that we are often dealing with irreplaceable capital. 
With this in mind, here are things we focus on:

Tideway’s leadership has over 35 years of investment advisory 
experience. We believe in hard work, thorough research and 
strong due diligence.



CONTACT US ON:

T    +44 (0)20 3143 6100

E    info@tidewaywealth.co.uk

107 Leadenhall Street London EC3A 4AF

Tideway Wealth Management Limited (TWM) is an appointed representative of Tideway Investment 
Partners LLP (TIP), which is authorised and regulated by the Financial Conduct Authority (FRN: 496214).

Tideway Investment Partners LLP is a limited liability partnership incorporated in England and Wales. 
Registered number. OC343430.




