Episode Title: New school passive income strategies

Episode Description: Passive income isn’t just rental properties and bond ladders anymore. There are
plenty of modern, innovative opportunities out there and available to everyday investors. We break
down what they are, how they’ve performed so far, and ways you can get involved.

Transcript:

Alex Lieberman (00:04):

Hey, everyone. I'm Alex Lieberman, co-founder and executive chairman of Morning Brew. This is Season
3 of Fresh Invest, your favorite investing podcast sponsored by Fidelity Investments and powered by
Morning Brew. This season we're getting you the answers that can help you and your finances navigate
through volatile market conditions. Last week, we broke down what passive income is and what it isn't,
the traditional methods of earning it, and what to do with your capital once this revenue stream starts
flowing in.

(00:33):

Now that we've covered the old school style of earning passive income, today we're talking about some
new school strategies, what these modern methods are, how they've performed, and which ones are
best poised to hedge against inflation. There are a number of innovative new ways investors can earn
passive income. From democratized alternative investments to real estate crowd funding, technology
has helped create a ton of exciting opportunities for generating this type of income.

(01:00):
We're here with Jonathan Lord to lay out what you need to know about these opportunities and how
you can get involved. Jonathan is part of Fidelity Strategy Desk, which assists investors with developing

and implementing more informative trading strategies. Jonathan, great to have you on the show. Thanks
for joining.

Jonathan Lord (01:19):
Hey, happy to be here. Thanks, Alex.

Alex Lieberman (01:22):

Let's start by laying the groundwork. Can you tell us a little bit about yourself and what you do at
Fidelity?

Jonathan Lord (01:27):

Yeah, absolutely. So my name's Jonathan Lord. I'm a Certified Financial Planner, and | work with the
Trading Strategy Desk at Fidelity. We're a small group of industry veterans, traders, investors, and we
kind of run our own little universe of trading and investing education. So going through Zoom webinars,
we talk a lot about technology today. But really technology has brought us together with a lot of people
who want to learn about things like options, technical analysis, even market analysis, fundamentals, and
a lot of the tools that we use here at Fidelity.

Alex Lieberman (01:57):
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Love it. So for those listeners of Fresh and Fast to have heard some of the episodes from this season,
you know that we asked members of the Morning Brew community how they felt about financial topics
that we're discussing this season, and then they shared whether they're bearish or bullish. | would love
to get your take on whether you are bearish or bullish on building passive income streams.

Jonathan Lord (02:19):

Yeah, so definitely cautiously bullish, | would say, especially with the technology that's coming out, the
due diligence that needs to be done on some of these new products and ideas. It's really important. But
it's really an exciting time for finance, technology, earning passive income, and sort of transforming
maybe some of those more class methods. It can feel really tempting to kind of chase into some of these
newer, higher yields. We just need to make sure we're weighing some of that risk along the way. Longer
term, you need to be keeping an eye on these things and focusing on them. It should kind of feel like
watching paint dry. It shouldn't be exciting, get rich quick type strategies. It's going to be slow. But at the
same time, you should be actively looking at these things. So it's a passive investment, but you also need
to be active in terms of being often looking at researching, doing that due diligence all the way through,
and even after you've entered into that investment.

Alex Lieberman (03:11):

Some of these passive investing strategies are things you're super deep in, but potentially a lot of retail
investors and those folks listening to this podcast are not. Can you share what are some budding passive
income strategies that you consider to be both lucrative as well as long lasting?

Jonathan Lord (03:28):

Yeah, absolutely. The way that you have to think about these is how traditional passive income, you had
some of these assets in the past. So you have savings at a bank. The bank then does what? Well, it loans
those out. So it's utilizing that, and you see this sort of economic growth spurred from that. It's having a
need and an asset kind of mixing them together.

(03:49):

Some of these new concepts with technology are allowing you to do that. So think of peer to peer
lending, sort of these crowd funding ideas, and then eventually, maybe, where some of these new
technologies like crypto and DeFi will fit into that. Now that's obviously down the line. You need to do
that research and understand what you're getting into beforehand. But those are some things that
we're really excited about looking forward into the future.

(04:11):

Again, if you have something like an asset. Think about a car that you're not using. It's an asset, right?
It's just sitting there and for many years, and you're not actually using it. Somebody else might be able
to get something out of that, and then maybe you can generate some income instead of having it sitting
there doing nothing. So that's sort of that idea of technology now, is bringing people together, finding
ways to use technology to your advantage to build some of these passive income streams.

Alex Lieberman (04:34):

Let's zoom in on just one asset that is clearly an important asset for many Americans, and that's real
estate, specifically real estate investing trust or REITs. Can you share for the audience, what are REITs,
and what do investors need to know about this approach to investing?
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Jonathan Lord (04:52):

So REITs, kind of interestingly, kind of in that same realm, but this is going back to 1960s when they
created these to give regular investors access to income producing properties. That was technology in
sort of saying, "Hey, we could build a product that puts together investments." So real estate properties.

(05:09):

For instance, let's use an example of this. There may be a company that owns, for instance, the Empire
State Building. And that Empire State Building does what? Collects rents for offices, may have retail, may
have restaurants, there may be, | don't know if they do, but a residential property in some of these,
maybe they have storage that's there. So these are all styles of income producing properties. I'm not
really sure that me and you would have the capital or the time or energy to own a skyscraper, but it's
just part of that REIT that allows you to have access to that style of income coming in.

(05:42):

One of the nice things about the structure of REITs is certainly that they, through their structure, have to
pay out 90% of their taxable income. This is created and sent to you via dividends. Comparing that to
maybe something like a gross stock where they can reinvest and retain that income, it does have to
come back to you. It's again, a longer term type trade. You do need to keep in mind it can be susceptible
to business cycle moves, and there may be rate sensitivity there depending on what style you're trading,
so if it's a mortgage or if it's one of those equity REITs. And certainly as well, we've seen big shifts in
recent years.

(06:15):

So this may be an opportunity, and it may be costly to you depending on which way you go, if there's
some kind of big changes such as we've seen with baby boomers and millennial habits, we've seen with
malls and shopping, some of these big shifts with where these REITs have been getting their income
from. Not all of them have that same approach. You need to make sure you've done the research and
kind of know, again, what area you may be able to get the most impact out of going forward.

Alex Lieberman (06:39):

Got it. So to surmise, it's important to know where we are in the cycle. It's important to understand the
differences between the REITs that you can invest in. It's important to understand the value of how
REITs work, and the fact that 90% at minimum of taxable income needs to be paid out. And also, just
how sociographic trends impact the value of REITs over time. You had mentioned, obviously the
difference in habits between boomers and millennials.

(07:05):

Now let's talk about a different asset class. So we talked about real estate, let's talk about equities.
Looking into dividend stocks can be exciting for people. It can also be wildly overwhelming. What should
retail investors be looking for when searching for yield, specifically with dividend stocks?

Jonathan Lord (07:21):

Yeah, this is a great question. It's something we do a lot on our desk, where we will run these sort of
sessions and walk people through something called a screener. So you have this universe of stocks that
are available to you. There's some of course that are, like | mentioned, growth or value type stocks. But
one of the things you can search for is dividend yield. And inevitably we will pull that up and what will be
there is some really high yield that's showing up there. That can be really based off of what you think
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about the calculation of yield, which is price. And then you have dividends paid. So it could be that the
price is dropping down.

(07:54):

We want to make sure we're understanding the sustainability of that, so we have some metrics that we
can use. One of the things we can do in screen four is dividend pay out percentage to validate that,
right? Or dividend pay out ratio, saying how much of those profits is being used to pay for it. So that's
one thing we could use to make sure that.

(08:13):

We also want to look at prior history of dividends. There's a really extreme example, something called a
dividend aristocrat. You have to have a top hat and monocle to buy one. But they have over 25 years of
history of increasing their dividend. That's a long time, right? 25 years of doing this. And so you find
there's funds and ETFs that, again, gravitate towards these type of securities. But that sort of long term
growth in dividends, and also you may be getting that capital appreciation.

(08:40):

Those are things we might want to focus on, just sort of make sure that you aren't chasing some kind of
yield there. So again, just comparing those things, comparing the price of a dividend stock versus a
growth stock. You want to make sure you're looking at those things comparatively, so we might also use
something called total return as a way to do that. If you're just looking at price return, you're not seeing
some of those dividends that were being paid out and reinvested, and that can skew those results to a
degree. You may be, again, looking at some tech stock, and not realizing that it's actually not as far apart
versus some of these dividend stocks that have had huge distributions consistently over their lifespan.

Alex Lieberman (09:15):

So it's super important to treat dividend stocks and gross stocks apples to apples, because if you're not
taking into account obviously the cash flow that dividend stocks are paying out over time, the return
profile can look very different. When in fact, it may not be as different as investors may think upon first
look or first glance.

Jonathan Lord (09:33):
Exactly.

Alex Lieberman (09:34):

Let's talk about things that investors may not be aware of or thinking about when it comes to passive
income strategies. Are there any innovative or emerging passive income strategies that you've seen,
that you've spent time researching, that say the typical retail investor may be sleeping on?

Jonathan Lord (09:53):

Yeah, this is where | get really excited if we're talking about options specifically. It's not that innovative
or emerging, but per se, right? It's really come into the retail sphere lately that, "Oh, there is this
product that you can use that might be sort of that missing link for some of that active trading that
creates this more passive type yield." So you got to keep in mind, of course, there's a lot of risks here, in
terms of understanding what it is. There's also a lot of uncertainty when trying to trade these. We'd
spend a lot of time working with clients on how to select the strikes and all the explorations that are
available to you.
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(10:28):

But once you figure that out, you could effectively create your own style of dividend. You can create
some yield based off of uncertainties in the marketplace. Though again, it may take a little bit more of
actual work and sweat in order to make sure that when managing it correctly, understanding it and
keeping that income stream flowing here.

(10:49):

But it is a really interesting thing that we've seen in the past couple years of retail really picking up on
that. Maybe can use an example of this from a defined risk standpoint. We do have what we call a
covered call, which is where you would own a hundred shares of a stock or ETF, and you would be,
again, selling or receiving some income or premium for the right to deliver your shares at a given price.
So you can receive some premium, and you will also, can, possibly, again, get some appreciation, if that
stock even if you go sideways or up a little bit towards that strike.

(12:23):

This is all ways to create some of that income, and say that long term, be able to continue to kind of turn
this out and continue trading and creating that income over and over again. We have many types of
strategies like that. So a covered call is usually the most basic one. We also have cash-covered puts, or
we've now talked about this strategy called the wheel strategy, which is combining those two together.
Again, it's very important that you understand the risks inherent to these types of trades before you get
into them. But they can be lucrative, they can be long lasting, they can be a very important part of your
portfolio if done correctly and utilized to your advantage there.

(12:58):

Again, those are just two strategies. We often use this phraseology for your options give you options.
There are just tons of different types of income type strategies you can use and combined together.
Even for myself trading for many years now, | have just continued to learn more and more about and
have found some just interesting opportunities out there. There's just not a lot of real shortcuts to it,
and you do need to make sure, again, it's done properly, and those risks are being managed.

Alex Lieberman (12:22):

Yeah, | mean, | feel like we could do an entire episode on option strategies and how you can structure
options in a way to effectively act as a passive income generator. Could do a whole nother episode just
on the naming conventions of these options, because they are everything from hilarious to borderline
ridiculous. Wheel strategies, iron condors, butterflies. | want to meet the person who named these
strategies. But let's talk now about thinking about passive income in the context of inflation, right?
Inflation is top of mind probably for any retail investor. We've seen CPI prints above 8% basically since
March of this year. Are there certain passive income strategies that you believe are well positioned to
hedge against inflation moving forward?

Jonathan Lord (13:09):

We've already talked about a few of them to a degree, but we always want to kind of start with that
clarification, and those numbers that you put out there, right? They're extremely high. So typical
inflation we always think of as, actually it's a good thing, right? Economy's expanding, companies
growing, hiring, we'll see wages kind of increasing as well. What we might see shine within that in terms
of the passive income strategies goes back to that real estate that we talked about. So it could be the
REITs, it could be finding ways to own that property.

(13:37):
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Now it's important to also understand extreme inflationary pressures or extreme rate moves can be a
problem, and also keep in mind the risk of leverage here. You don't want to be leveraging to get in too
high with a lot of these products. But that's really going to be in a great spot over the long term. Though
again, we all know recently to an eight obviously had its issues there, and sort of a bit of people,
especially with that leverage aspect.

(14:03):

Historically, we have seen real estate as an asset class outperform usually within these and sort of
inflationary environments. There's also other types of trades we can get into, but we're hearing a lot, of
course, about getting into just bonds because of the rising rate environment, and also specifically with
regards to inflation, some tips in | bonds. Again, probably another entire podcast could be done on those
individually. But those are things that, again, if you want to do more research on them, certainly Fidelity
has a lot to talk about with regards to those things right now.

Alex Lieberman (14:34):

Yeah, | think you've given listeners just a really good appreciation for how, even in the context of passive
income strategies, there's the 101, the 201, and the 301. Obviously as we start talking about more
sophisticated option strategies, or things such as ladders or tips, you start getting into 201 or 301. But
for new investors who are exploring passive income strategies for the first time, what's the 101? What
do you see as the best place for them to start?

Jonathan Lord (15:02):

| think you got to kind of go back to the tortoise and the hare, right? Where, again, we got to keep
remembering that this is a long term slow strategy. If you just buy into something, you may see, | mean
the hare running past you, right? And some of these double digit, triple digit returns, and everybody's
posting these on social media. You want to be reminding yourself about that. That's what this is. It's a
slow build, and it can have a very nice long term effect if done properly.

(15:28):

Some ways you could do this, of course, would be going towards the managed products. We always
want to make sure we focus on that. There are ETFs, mutual funds, that do this. You get that
professional management. You can even go in and look and read their perspectives and see what they
hold. That's another way to kind get a look under the curtain there.

(15:43):

Also, | mentioned already some of the stock screeners. Of course, they already have some pre-built
screens for this for dividends, for reads. So you can go in and also see some of those parameters, too,
like we mentioned earlier, dividend payout ratio, making sure that it's a sustainable type thing as you're
getting into them. But again, we want to be careful about chasing. We want to make sure your best arm
is going to be that education and knowing and looking at, again, what's out there, and understanding
the product before you dive in.

(16:11):

But really again, also just to talk up our own book. Of course we have our webinars, we talk about a lot
of these things. We do a lot of the coaching and of course the learning center. Join us at
fidelity.com/coaching, fidelity.com/classrooms. Trading Strategy Desk sessions that we run on a lot of
these topics. We'd be happy to have you there. Of course, we're also doing these Reddit AMAs now that
we have on Fridays. But again, really excited about the technology and how that's gotten us together
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with a lot of different traders. So happy if you'll join us there. So a lot going on with the Trading Strategy
Desk and Fidelity. The Learning Center will be your best friend there.

Alex Lieberman (16:43):

Love it. Jonathan Lord, thank you so much for providing us a really good foundation for understanding
passive income strategies. Appreciate you joining Fresh Invest.

Jonathan Lord (16:52):

Thanks for having me.

Alex Lieberman (16:58):

Thanks everyone for tuning in to Fresh Invest today. | hope you all feel like you have a strong
understanding of your options when it comes to earning passive income, and hopefully you feel
confident and ready to explore some of these opportunities. What's exciting about passive income
streams today is the wide number of options everyday investors have. Between concerns over market
volatility and inflation, a lot of folks are looking to establish a stronger foundation for building wealth
with secure successes. And the opportunities to do that, they're abundant.

(17:28):

Thanks again for listening, and make sure to join us again next week to learn about a popular alternative
to the traditional investing approach, thematic investing. We'll discuss what exactly this strategy is all
about, how it works, and the ways it differs from the traditional route. It's a pretty intriguing approach,
so be sure to tune in. I'll see you then.

Alexandra Bass (17:48):

Hey everyone, this is Alexandra Bass from Morning Brew. And as the producer of Fresh Invest, I'm here
to let you know that this podcast was created on behalf of Fidelity Investments by the Morning Brew
Creative Studio, and does not reflect the opinions or point of view of the Morning Brew editorial team.
Sources are provided for informational and reference purposes only. They're not an endorsement of
Fidelity Investments or Fidelity Investments products. And on their side, Fidelity is the paid sponsor of
this podcast, which includes providing Fidelity personnel for interviews, and publications with Morning
Brew Studios and content development.

(18:15):

Fidelity and Morning Brew are independent entities. Information presented herein is for discussion and
illustrative purposes only, and is not a recommendation or an offer or solicitation to buy our sell any
securities. The views and opinions expressed by the speaker are his or her own as of the date of the
recording, and do not necessarily represent the views of Fidelity Investments or its affiliates. Any such
views are subject to change at any time based on market or other conditions, and Fidelity disclaims any
responsibility to update such views. These views should not be relied on as investment advice, and
because investment decisions are based on numerous factors, may not be relied on as an indication of
trading intent on behalf of any Fidelity product.

(18:48):
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Neither Fidelity nor the Fidelity speaker can be held responsible for any direct or incidental loss incurred
by applying any of the information offered. Please consult your tax or financial advisor for additional
information concerning your specific situation.

(18:59):

This podcast is intended for US persons only, and is not a solicitation for any Fidelity product or service.
This podcast is provided for your personal non-commercial use, and may contain copyrighted works of
FMR LLC, which are protected by law. You may not reproduce this podcast, in whole or in part, in any
form, without permission of FMR LLC.

(19:15):

Fidelity and the Fidelity Investments and pyramid design logo are registered service marks of FMR LLC,
copyright 2022 FMR LLC. All rights reserved. Past performance is no guarantee of future results.

(19:25):

Investing involves risk, including risk of loss. In general, the bond market is volatile, and fixed income
securities carry interest rate risk. As interest rates rise, bond prices usually fall, and vice versa. This
effect is usually more pronounced for longer term securities. Fixed income securities also carry inflation
risk, liquidity risk, call risk, and credit and default risks, for both issuers and counter parties.

(19:45):

Unlike individual bonds, most bond funds do not have a maturity date, so holding them until maturity to
avoid losses caused by price volatility is not possible. Lower quality debt securities generally offer higher
yields, but they also involve greater risk of default or price changes due to potential changes in the
credit quality of the issuer.

(20:00):

A covered call writer forgoes participation in any increase in the stock price above the call exercise price,
and continues to bear the downside risk of stock ownership if the stock price decreases more than the
premium received. Options trading entail significant risk and is not appropriate for all investors. Certain
complex options strategies carry additional risk. Before trading options, contact Fidelity Investments by
calling 800-544-5115 to receive a copy of characteristics and risks of standardized options. Supporting
documentation for any claims, if applicable, will be furnished upon request.

(20:32):

Stock markets are volatile and can fluctuate significantly in response to company, industry, political,
regulatory market, or economic developments. Investing in stock involves risk, including the loss of
principal. Fidelity Brokerage Services, LLC, Member NYSE, SIPC, 900 Salem Street, Smithfield, Rhode
Island 02917.
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