
Preserving The Family Silver
The strong performance of major equity markets since the 
start of the pandemic has left many investors wondering 
whether it is a good time to raise cash. On the face of it, 
this is an excellent question. Major market indices reached 
all-time highs in 2021 and whilst company profits have 
generally kept up, that pace is likely to ease in 2022, 
especially if interest rate rises gather momentum.
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The market is, however, an extremely broad church. Whilst it is true that 
some equities have performed remarkably well, equally true is the fact 
that many have not. For the year to mid-December 2021, when the 
S&P500 hit a 52-week high, no less than two-thirds of the same index 
was recording a 52-week low. The ‘market’, in other words, has 
experienced mixed fortunes even if the domination of a handful of 
technology giants has skewed the outcome.

Reducing exposure to certain richly-valued technology stocks would, at 
face value, seem sensible. We say ‘reduce’ because none of us know 
for sure how long share prices can keep rising. Rationalising short-term 
equity price movements in an increasingly irrational world will inevitably 
end in disappointment. Or, to paraphrase John Maynard Keynes, 
insolvency.  Part of the problem is that the alternatives are, by and large, 
unappealing. Nomadic herdsmen in the lesser populated regions of 
Outer Mongolia will probably be aware that we have an inflation problem 
right now, not least because the value of their cattle will have soared in 
the local market. What might they do?

Whilst holding cash reserves to meet short-term liquidity requirements 
is common sense, it does not replace a strategic plan for deploying 
capital over the longer term. This is especially the case in times of 
inflation, which can simply rip the spending power of cash to shreds. 
Your bank balance might be dropping by ‘only’ 3% or so in real terms 
each year, but if 60% of that inflation figure was caused by rising energy 
prices (as was the case in 2021) and this, in turn, amounts to 20% of 
your monthly household expenditure, then you suddenly have a serious 
problem. The Mongolian herdsman doesn’t mind this. The inflated value 
of his cattle translates into higher cash prices at market which softens 
the blow of rising household expenditure. But if he were to sell all of his 
cattle for cash and inflation persisted, then a lack of real assets would 
eventually be his undoing.

Although inflation has reduced the real return of equities in recent 
months, it has caused havoc in cash and bond markets. 2021 was a 
year in which even second-hand cars rose in value. But investors in UK 
government bonds, a so-called ‘safe haven’ lost nearly 10% in inflation 
adjusted terms. (NB: Do you know where your pension is invested?)

We expect interest rates to rise modestly in 2022 as central banks react 
to the prospect of ongoing inflation. Whilst year-on-year base effects 
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mean that inflation is already close to peaking in the near-term, the 
headline figure will probably settle at around 3%, which is a little 
higher than currently anticipated. Cash and government bond 
holders can expect, therefore, another year of negative real 
returns, as can many other investments with the word ‘fixed’ 
attached to them.

Owning real assets therefore, as opposed to cash or government 
‘IOUs’, is the key to long term prosperity. According to the latest 
research published by Barclays, the annualised return on UK 
equities over the last 50 years in real terms was more than 5 times 
the return on cash. In the US, the gap is wider still. Selecting high 
quality equities has, therefore, serious inflation-busting appeal, 
provided they are of the right kind and in the right sectors. Other 
types of asset exist, of course, but they rarely possess the ability to 
distribute income (in the form of dividends) whilst providing an 
equivalent depth of liquidity and transparency. 

Ironically, this liquidity is not always helpful. The list of stories about 
what could go wrong with the world at any given moment is both 
relentless and borderline depressing. The temptation to sell what 
my colleague Paul Crocker describes as the ‘family silver’ from an 
investment portfolio on the whim of a tweeted bad news story is 
ever-present and, invariably, value-destructive. The Outer Mongolian 
cattle herder has the advantage of not, presumably, being 
bombarded with such generally unverified nonsense. But in our 
so-called developed world, for the rest of us, such ‘news’ is far 
harder to resist. For our well-being and for our financial health, resist 
we must!
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Real assets? No beef with inflation here.



All The Colours Of The Rainbow
I have some sympathy for Kim Sears, the wife of Andy 
Murray.  Following a match at Indian Wells, Murray left his 
tennis shoes under his car to dry out overnight but found 
them absent the following morning.  This in itself would 
have been more of a disappointment than a disaster, had 
he not developed the habit of removing his wedding ring 
prior to matches and tying it into his shoelace.  Whoops.  
Thankfully, the bejewelled shoes promptly turned up at 
his hotel’s lost property department and Murray 
matrimony was once again restored.

We often hear of ‘the law of unintended consequences’, 
popularised by the American sociologist, Robert K Merton and 
debated by many academics, including the English physician and 
philosopher, John Locke and Scottish economist, Adam Smith.  
Certainly, the residents of Scunthorpe have known all about this 
since 1996, when AOL’s profanity filter blocked residents from 
creating accounts, while  Aspirin, a common pain reliever, turned 
out to be an anti-coagulant which could prevent heart attacks 
and reduce the incidence of thrombotic strokes.  It is part of an 
investment manager’s DNA to consider the unintended 
consequences of actions, be they political, monetary or 
market-driven.  We are already seeing the side-effects of the 
coronavirus pandemic in surging inflation numbers, while, 
ironically, uprisings of new ‘variants’ have stayed the hand of 
central banks when, in reality, they should be tightening 
monetary policy as nominal GDP growth races ahead (at least in 
the US).  Policymakers will also have to take their Hobson’s 
choice between shutting down economies to save us from COVID 
or ensuring that suspected cancer cases are seen on time, 
preventing hospital waiting lists from ballooning and subjecting 
the hospitality industry to ‘winter in Mordor’ as Tim Martin, 
founder of JD Wetherspoon, recently put it.  Politicans are 
damned if they do and damned if they don’t.

Dealing with the myriad of market consequences caused by 
political, fiscal or monetary change is often like trying to catch all 
the colours of the rainbow as light splits through a prism.  As 
things get messy, one never knows where the hammer blow will 
fall or indeed, whether said tool must be wielded in a frantic game 
of risk-mitigating whack-a-mole.  Industry veterans have been 
here before and know that the extent of collateral damage is often 
determined by leverage.  Knowing that you can hold on to good 
investments until markets recover their poise is preferable to 
being a forced seller to cover margin calls.  

In markets for long-established assets, traders will utilise cash, 
property or even gold as collateral to finance leveraged market 
bets but in crytocurrency markets, bitcoin is the weapon of choice.  
The key difference between cash (a unit of account) and bitcoin (a 
unit of speculative FOMO) is that the latter is highly volatile and 
when it falls sharply, leveraged bets quickly crumble.  Yet, judging 
by  open interest (outstanding contracts) in the bitcoin futures 
market, an increasing number of participants in this activity are 
leveraging, possibly without the wherewithal to cover margins, 
taking long-only speculators with them when counterparts are 
forced to sell into a market with relatively few large players.  One 
of bitcoin’s chief UK proponents, Peter McCormack (author of the 
successful podcast ‘What Bitcoin Did’), has already pleaded with 

enthusiasts not to trade and 
‘please don’t use leverage’ but 
it seems that nobody is 
listening.  It would be ironic if 
we worried more about 
corporate debt levels in a rising 
interest rate environment 
(currently standing at some of 
the most affordable levels on 
record: the real interest rate 
over the past five years on 
US government bonds was 
approximately -1.6%), only to 
be side-swiped by market 
contagion caused by a cryptocurrency sideshow.

From the meltdown of Long Term Capital Management in 1998 to 
the collapse of Archegos in March 2021,  we have seen many 
(sub)prime examples of what happens when banks are 
wrong-footed by counterparties, unable to meet margin calls.  The 
collateral damage to those who are last to leave the party can be 
considerable, as Credit Suisse’s shareholders can attest, digging 
deep to fund a rights issue required to patch a CHF4.4bn balance 
sheet hit from the Archegos debacle.  According to the law of 
unintended consequences, would those stakeholders previously 
have envisaged that political sensitivities igniting a sell-off in 
shares of Baidu, combined with a poor market reaction to 
ViacomCBS’s sale of common stock would result in them having to 
re-capitalise their Swiss bank?  None of these events might have 
been materially wedded to each other, if it wasn’t for the use of 
controversial leverage via total return swaps, contracts which 
allowed Archegos to own the profits and losses of a portfolio of 
stocks (or other assets) in exchange for a fee.  This method allows 
swap investors to adopt huge positions while posting very little 
collateral upfront, enabling them to hide their full exposure and 
circumnavigate listing rules.  Should these bets go sour, their 
counterparty bank sells the underlying shares, starting a whole 
new cycle of hell.  Like the little girl who had a little curl, when 
swaps do well, they do very very well, but when they go wrong, 
they’re horrid. 

As we enter another year of post-pandemic silliness, asset class 
diversification and strong finances will be key to avoiding the pitfalls 
of unintended consequences.  The process of ‘normalisation’ will 
likely throw up a wide spectrum of financial foibles for us to 
consider, which might be just as random as wedding rings attached 
to trainers.
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Unintended consequences
across the spectrum.



A New Recommendation System
If I were to ask you what percentage of people make 
their investment decisions from information they have 
seen on social media, what would you think? Possibly 
5-10%? As technologies advance, we are shifting 
towards a more digital lifestyle. 

In recent years, social media has become more evident in its 
influence over our day-to-day lives, including the investment choices 
we make. Now with approximately 30% of retail investors obtaining 
their investment information from social media, this trend has been 
increasing in recent years, only to be amplified over the past 18 
months by the side-effects of a global pandemic.

As social media has provided a digitalised investing environment, 
it has offered investors quicker, more efficient ways to access a 
variety of information that, ten years ago, wouldn't have been 
possible. Now more than ever, with the internet at our fingertips, 
it has meant that vast amounts of information are available, 
aiding increased transparency and efficiencies in markets, with 
daily stock and market discussions in public forums contributing 
to economic growth, as capital allocation improves. The rise of 
low-cost trading fintech apps such as eToro has given many retail 
investors, with small amounts of surplus cash, the opportunity to 
participate by investing in stock markets, something which would 
not have been possible in previous years, unless you had 
significant savings. Investing via these apps only grew 
exponentially during the pandemic, with disposable incomes 
increasing as lockdown restrictions halted our normal daily 
spending patterns.

For younger generations, growing up with these technologies, 
trading apps and social media are here to stay, as they begin to 
save and invest. Over half of Generation Z and Millennials seek 
financial advice online with discourse on social platforms like 
TikTok, Instagram and Facebook increasingly affecting personal 
decisions. Many of these platforms do not regulate the 
advertisements provided to users, being widely suspected of 
providing disinformation and manipulating human behaviour. 
Fake investment firms began to capitalise on this lack of 
regulation alongside a shift towards the digital lifestyle, as false 
advertising skyrocketed during the pandemic, losses from which 
doubled from £55.2 million in the first half of 2020 to £107.7 
million in the same period a year on. 

Based on recommendation systems, these applications suggest 
more of what the user already reads and watches, making it 
simpler for influencers, with limited investment knowledge, to 
share their opinions. As such, inexperienced investors risk 
following the herd – behaving as they believe others are behaving 
– showcased by the meme stock frenzy of January last year. From 
the start of 2021 to its highest valuation point, GameStop saw a 
2,442% share price increase in just three weeks, as bullish 
sentiment, generated by retail investors with the fear of missing 
out, fuelled further gains. 

Nowadays many investors, both young and old, are buying for the 
short-term.  They focus only on the upside of their investment 
choices rather than seeing the whole picture - the risks they face 
on the downside.  The lack of regulation across social media 
platforms has only affirmed these views with day-trading now 

commonplace, however the tables might be turning on this 
short-term cynicism, as tech giants look to crack down on 
adverts for financial scams, refusing advertisements for financial 
companies which aren’t registered with the City regulator.  

Although social media has a reputation of providing 
disinformation to its users, not all data provided by platforms is 
incorrect. As with anything advertised online today, it takes 
further research to find the truth in any set of data and this is 
equally relevant to investing also. To make well-informed 
investment choices, further research on any information 
provided by social media is a must. As noted above, algorithms 
on these platforms provide you with more of the same, 
reaffirming your existing opinions. 

Rather than continuing to take advice from anonymous handles 
or influencers with limited credentials, who are most likely 
reciting information they have read somewhere else, instead try 
following more reputable sources, with credible experience, 
which can better educate you about your personal finances and 
investing in the stock market. By following these disciplines, you 
are likely to generate greater returns in the long-term. As the 
great Warren Buffet once said ‘The best investment you can 
make, is an investment in yourself… The more you learn, the 
more you’ll earn.’
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Short-termism:  There’s an App for that.
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Shovel In Hand For 2022
What does 2022 have in store? There is nothing like 
digging one’s own grave when it comes to making a few 
predictions, so with shovel in hand, here we go.  

Commentators are convinced that Boris Johnson’s days are 
numbered but there are stronger reasons why he will stick it out 
and it’s down to his schooling.  According to Simon Kuper, in a 
recent article for the Financial Times, rules don’t apply to old 
Etonians. Boris cares little about the consequences of his actions 
(which are rumoured to have led to a handful of no confidence 
letters being handed to the 1922 Committee), probably worrying 
more about whether Dilyn (the dog) will get on with his new 
daughter. Nothing is so bad that it can’t be sold to the electorate 
with a few u-turns and a bit of charismatic charm, should the 
need arise.  After all, he got Brexit done, won a massive majority 
and the UK’s vaccine roll-out was successful. Some suggest that 
he is badly wounded.  I suspect he sees it as nothing more than 
a playground graze, knowing that none of his potential contenders 
command the same persona or are brave enough to seek an 
internal political fight while COVID continues to ravage the 
economy, Labour leads in opinion polls and taxes and inflation 
continue to rise.  Money is important to Boris and for every month 
he hangs on, he has another chapter and a higher price tag on his 
memoirs.  I therefore believe he will see in another Christmas at 
No. 10, leading the Conservatives into the next election.  His 
biggest political challenge is yet to present itself and this comes 
in the form of the beer-drinking-and-smoking Nigel Farage, who 
would never have made it into the Bullingdon Club, let alone a No. 
10 cheese and wine party.  

Staying on the topic of Mr Farage, a ‘dead cert’ prediction is that 
his name will have been absent from the New Year’s Honours list, 
but he will soon be back in the centre of UK politics, as Reform UK 
accumulates the right-wing populist vote. His party is unlikely to 
win a seat, although I do wonder if Nigel will stand in a place like 
Sunderland, putting up a good fight and splitting the Conservative 
vote.  Therefore Boris is unlikely to win another outright majority, 
at which point he will resign. Before we get to that point, however, 
Nigel will enjoy knocking back his evening pint on GB News’ 
‘Talking Pints’ slot, widening his appeal and knowing he is the 
‘king maker’ come the next election.  

Delving into American politics, it looks as if ‘The Donald’ will make 
a comeback. With the mid-term elections fast approaching and 
both Biden and Harris’ popularity declining daily, the door is opening 
for him and we must hope there is no geopolitical event in the 
meantime to test their resolve.  I nevertheless suspect that markets 
will suffer from China or Russia-induced jitters over the coming year. 
After the mid-term elections, there will likely be a policy vacuum 
and with a US equity market priced for perfection and a Federal 
Reserve which has only just woken up to the risk of inflation not 
being transitory, US bond and equity market may struggle to make 
ground, particualrly during the second half of 2022. 
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A Tyne Bridge over untroubled waters.

Climate change dominates the news, but panic encourages the risk 
of serious long-term policy errors. Tens of thousands of trees were 
felled during Storm Arwen and in Scotland alone, this equated to 
20% of annual felling, much of the wood being wasted while it took 
weeks for power to be restored. We are led to believe that the 
weather is set to become more erratic, so where is the logic of 
planting trees? Grassland may offer a better carbon sequester in 
exposed areas and unless all rural power cables are moved 
underground at massive expense, then perhaps oil or gas remains 
a better alternative. There are going to be several u-turns when it 
comes to the green agenda and some areas of investment that 
appear to be future winners today will prove to be fool’s gold. 

Predictions would never be complete without touching on sport. 
Scotland’s ‘tartan tax’ has failed to bring in the expected revenue, 
so to balance the budget, taxes will likely move higher. When fiscal 
policies change, so too does behaviour and from both a business 
and residential perspective, it makes sense to live and work on the 
southern side of the border.  That’s before the risk of an 
independent Scotland is even considered.  Scotland’s loss is the 
North of England’s gain, of which there is already evidence but 
there are other catalysts at work, including the ‘levelling-up’ 
agenda. Returning to the sporting theme, one must also wonder 
that, if the richest football club in the world is going to be Newcastle 
United, the ripple effect from this might be as prominent as it was 
during the region’s global industrial leadership. My long-term 
prediction is that the North of England has multiple tailwinds to 
growth and that, over the coming years, it will be pushed to the top 
of many national statistical tables for the right reasons.  

Lastly, it is almost two years since COVID struck but I am 
increasingly optimistic this is the start of the end, and this will be 
the last time I need to use the word ‘COVID’ in the Investment 
Briefing.  Yet, what word will replace it going forward? My hunch is 
that the word ‘recession’ will start to make a comeback by this time 
next year. 
 
Paul Crocker
INVESTMENT DIRECTOR


