A guide to equities

Equities
Put simply, equities are shares in a company.
Owners of these shares become part owners
of the company. This gives them the right to
have a say in how the company is run and to
receive part of the company’s profits.
Investing in equities has been taking place
since the 17th century in the UK and equities
now form the backbone of many people’s
savings and pensions.
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What is an equity?
Equities represent a proportion of the
ownership of a company. So when you buy
shares, you become a part owner of that
company – a shareholder. Equities are usually
traded on a stock exchange. You can track their
value on the company’s website, specialist
investor websites or in a variety of major
national newspapers. It is possible to invest in
companies of varying sizes in different
industries and sectors, and geographical
locations.
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Why invest in equities?
Equities (or stocks and shares) are what most people think
about when it comes to investing. They have the potential to
generate higher returns over the long term than most other
types of investment. They can therefore play an important
part in your investment portfolio.

There are many reasons for investing in equities,
including the following.
• The money you invest (your capital) has the potential
to grow over time.
• You can receive regular payments from your
investment in the form of dividends.
• Equities can help you spread risk when used as part of a
diversified investment portfolio. This is because different
types of investment act in different ways and can go up and
down at different times.

05

06

Investing in equities

How can you make money?
1. Capital growth
If a company’s share price goes up and you sell those shares,
you make money, as they’re now worth more than you paid
for them. A company’s share price can go up for a variety of
reasons, such as:
• the company’s profits are higher than expected
• supply and demand: the price goes up if there are more
investors wanting to buy shares in the company than there are
shareholders willing to sell
• a rival company within the sector announces good results,
suggesting a positive trading environment
• the company is subject to a takeover bid
• economic or political developments are viewed as a positive
for it (e.g. a government announces new infrastructure
projects that will benefit builders, concrete companies,
engineering firms, etc.).

2. Income
Many companies (particularly those that are large and
well-established) usually pay out part of their profits to
investors in the form of a dividend.
In most cases, company directors choose how much to pay out
each year – and they don’t have to pay out at all. Indeed, some
businesses might choose not to pay a dividend, preferring to
use the money to help grow the business (e.g. investing in new
technology or machinery, or buying another company).
In general, though, companies have a commitment to pay a
dividend to shareholders and the decision not to pay one
could do more harm than good. For example, it could
indicate problems within the business and lead to a drop
in the share price.
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How can you lose money?
Historically, equities have outperformed most of the so-called
safer investments, such as bonds and cash. If managed
correctly, they can provide potential for growth in your
investment portfolio.
However, with the potential for higher returns comes higher risk.
Equities can be volatile, meaning their value can rise or fall sharply
at any time. So when you sell shares, you could get back less than
you invested. You could even get nothing back. If a company goes
out of business, its shareholders are likely to lose all their
investment. Equity investors rank towards the end of the queue to
receive any payout when a company’s assets are sold off.
Equities in different sectors and countries can also perform in
different ways at different stages of the economic cycle. For
example, when the economy is in recession, investors tend to
prefer larger companies with more reliable profits. Examples
include utilities, energy and healthcare firms. By contrast, those
reliant on consumer spending or business investment may suffer
during a recession.

There are times, however, when the general rules don’t apply.
During the financial crisis of 2007/08, equities fell across the board,
with nearly all types of companies caught up in the sell-off.
Thankfully, such events are rare.
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How to invest
You can buy or sell shares directly through a stock broker, or on
websites dedicated to trading investments. This will incur a cost.
Investment in individual companies can be particularly risky as
your investment is dependent on those companies’ profits.
To help spread this risk, many people choose to invest through
equity funds, managed by an investment company. That way, your
money is pooled with other investors’ money to buy a range of
equities. By doing this you can invest in a larger number of
companies with different or diverse types of business, meaning all
your eggs aren’t in one basket.

Equity funds have the benefit of being run by an experienced fund
manager, who invests and manages the money for you. You’ll pay
charges for being invested in funds, although these vary
depending on the type of fund you choose. There are many
different types of fund, with their own levels of risk. Whichever
route you choose, we’d always recommend that you speak to a
financial advisor before you make an investment decision. If you
don’t already have a financial adviser and would like to find one in
your area, take a look at www.unbiased.co.uk.
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Tracker funds

Style-specific funds

Track a specific stock exchange or index, such
as the MSCI World or FTSE® 100

Focus on providing investors with a particular
outcome, such as paying an income

Types of funds include:

Country- or region-specific funds

Sector-specific funds

Invest in companies in one country or region
(e.g. the Eurozone or Asia)

Invest in companies in a particular sector, such
as the oil industry, or in companies of a specific
size, such as smaller companies. The definition
varies, but smaller companies are usually those
valued at less than £2.5 billion
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Definitions
Equity

(n) shares in a company that can be bought
and sold on a stock market

Bonds

(n) debenture, a security, issued by a
government or a company when
borrowing money

Multi-asset

multi- combining form meaning much or many;
asset (n) an item of monetary value
e.g. she invested in a multi-asset portfolio
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Important Information
This information is to help you understand more about equities, how they work and why you might want
to invest in this asset class and all the risks.
The value of investments, and the income from them, can go down as well as up and investors may get back less than the
amount invested. Past performance is not a guide to future results.
The above marketing document is strictly for information purposes only and should not be considered as an offer, investment
recommendation, or solicitation, to deal in any of the investments or funds mentioned herein and does not constitute
investment research. Aberdeen Standard Investments does not warrant the accuracy, adequacy or completeness of the
information and materials contained in this document and expressly disclaims liability for errors or omissions in such
information and materials.Any research or analysis used in the preparation of this document has been procured by Aberdeen
Standard Investments for its own use and may have been acted on for its own purpose. The results thus obtained are made
available only coincidentally and the information is not guaranteed as to its accuracy. Some of the information in this document
may contain projections or other forward looking statements regarding future events or future financial performance of
countries, markets or companies. These statements are only predictions and actual events or results may differ materially.
The reader must make their own assessment of the relevance, accuracy and adequacy of the information contained in this
document and make such independent investigations, as they may consider necessary or appropriate for the purpose of such
assessment. This material serves to provide general information and is not meant to be investment, legal or tax advice for any
particular investor. No warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly
or indirectly as a result of the reader, any person or group of persons acting on any information, opinion or estimate contained
in this document. Aberdeen reserves the right to make changes and corrections to any information in this document at any
time, without notice.
Tax treatment depends on the individual circumstances of each investor and may be subject to change in the future.
Professional advice should be obtained before making any investment decision.
This material is not to be reproduced in whole or in part without the prior written consent of Aberdeen Standard Investments.
Aberdeen Standard Investments is a brand of the investment businesses of Aberdeen Asset Management and Standard Life Investments.
Aberdeen Asset Managers Limited is registered in Scotland (SC108419) at 10 Queen’s Terrace, Aberdeen, Scotland, AB10 1XL, Standard Life
Investments Limited is registered in Scotland (SC123321) at 1 George Street, Edinburgh EH2 2LL, and both companies are authorised and
regulated in the UK by the Financial Conduct Authority.
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