
Bearing Up
Bear markets start for various reasons, but the root cause 
is constant. Too much debt, too much euphoria and 
always, the lure of a new paradigm. Technology shares 
often get the blame, as lofty valuations are pierced by the 
reality of higher interest rates and the cold steel of 
economic cycles. Defunct technologies are replaced with 
the new and the savagery of capitalism destroys once 
great (and not-so-great) businesses. Blackberry, Kodak, 
Nokia. All superseded in breathtakingly quick order.
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Bear market history is also strewn with examples of central bank 
‘intervention’ or political interference, on which we now reflect with 
incredulity. Time and again, attempts by ‘authorities’ to influence 
markets have storylines which would have inspired Greek mythologists, 
so great are the ensuing tragedies. Whilst the ill-fated UK administration 
of Liz Truss was the latest and (admittedly) most spectacular attempt to 
steer financial policy onto the rocks, the slow motion horror show now 
playing out in the US, caused by the failure of the world’s premier 
central bank to respond to post-pandemic inflationary pressures 
(dismissed as ‘transitory’) has far greater long-term consequences.

This bear market has, therefore, a familiar feel to it, even though things 
are different this time. Like a waking cicada, inflation is spreading its 
wings after a long period of dormancy, creating pandemonium in capital 
markets.  ‘Transition, The Movie’ is being followed up by its long-awaited 
sequel, ‘The Pivot’, as markets obediently wait for clues that the 
omnipotent Federal Reserve Bank feels bold enough to suspend further 
interest rate rises as inflation rolls over. But we are not there yet.

All of this, and more, produces difficult conditions for investors. Bear 
markets create opportunities too, as well as reminding us that investing 
is not a linear activity and that longer-term returns above the risk free 
line (usually defined by the return on short-dated government bonds) 
can only be achieved with some side effects.

The most unwanted of these side effects is falling share prices. We have 
seen a lot of these in 2022. In bear markets, selling pressure (and 
accompanying volatility) is often indiscriminate; the good gets pulled 
down with everything else. Over the short-term, there is some sense in 
this. Today’s weaker companies have relied on ultra-low interest rates 
for their business models to add up. That era is over and these 
businesses should be identified and sold. Good companies have also 
suffered, but largely because investors expect a higher premium (in the 
form of improved dividend and earnings yields) as they can now earn 
over 3% in cash and bond markets, with little risk. Such companies 
should be retained and investments topped up at these lower levels.

Inconveniently, dividend yields are still some way below the current rate 
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of inflation. Not much, of course, can reliably produce real returns 
in a double-digit inflationary environment. But we are now shifting 
towards a ‘preparation’ phase for the next market upturn, the start 
date for which is generally unknown. Whilst investors wait for this to 
happen, income streams in the form of dividends and bond interest 
play an important role, but they are not the end game.

Economic history reminds us that equity-based investment 
portfolios represent the most efficient way of combatting inflation 
over nearly all meaningful long-term periods. According to Barclays, 
which produces some of the most detailed industry analysis on this 
subject, over the last 121 years, equities have been nearly twice as 
rewarding as government bonds, remaining nearly three times 
ahead of inflation (which averaged 3.7% over this period). Whilst 
this time period is exceptionally long, a similar message emerges 
from much shorter durations too, all of which were punctuated by 
bear markets. 

It may seem counterintuitive to build up equity portfolios when being 
relentlessly bombarded with media stories of impending 
Armageddon. But in the real world, the cogs of business are still 
turning, the best are still churning out profits and the price for 
getting involved has been reduced. Bear up. This will not last forever.
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Inflation and the Pivot: What’s new is old and what’s old 
is new.  



Quail Egg Salad
‘Soon, we’ll be without the moon, humming a different 
toon, and then, there may be tear drops to shed.  So 
while there’s moonlight and music and love and 
romance, let’s face the music and dance.’ 
(Irving Berlin, 1936).

During a random dinner conversation with my younger son, he 
recounted an amusing event experienced while briefly employed as a 
waiter.  On the menu was the light appetiser, ‘quail egg salad’, 
however on more than one occasion, a customer presented with this 
dish would quizically remark that they didn’t expect it to be a ‘salad’ 
or, indeed, that it might contain diminutive, half-slices of egg.  This 
reminded me of a phenomenon experienced in 2022 and during 
every other bear market of my career; the hiatus between 
expectation and reality.  Assessing client risk tolerance is always a 
tricky exercise, no matter how many psychometric questions one 
might ask at the outset.  Often, it is only through actual market 
experience that investors and, indeed, less experienced investment 
managers, can cut their teeth on the rather stale rusk of risk-adjusted 
rewards.  There is a big difference between the theory of draw-down 
and slowly watching unrealised losses accumulating during an 
increasingly protracted bear market, where the only line dance for 
months is often ‘one step forward, two steps back’.  What a 
nauseating little jig this can be, if one does not have the head for it.

If I had a bitcoin for every time I read the tales of woe from 
intelligent, professionally qualified victims commenting in the Wall 
Street Journal about how they were shocked to have ‘lost all their 
money’ in the latest crypto wheeze...well actually, I wouldn’t be 
very rich at all (because, as I have suggested in previous 
commentaries, bitcoin is not a reliable store of value, quod erat 
demonstrandum).  Not that long ago, I was gently encouraging 
friends, clients and associates to eschew this new ‘asset’ class, 
sometimes using our Investment Briefing as a portal through 
which I would issue Cassandra-like portents of doom.   As an 
experienced investment manager, I am too well aware that a 
stopped clock is always right twice per day and that the passage 
of time might well change my opinion on the matter.  Yet, as 
regularly as clockwork, I quote good old JMK who, nearly a century 
ago, advised us that ‘markets can stay irrational longer than you 
can stay solvent’.  One might equally sympathise with Captain 
Caveman, who always seemed to run out of power at the wrong 
moment.  Unga bunga...the more irrational the market, the more 
solvent one must be.

In such an environment, regardless of one’s risk profile, it 
therefore pays to heed another cliché, namely that ‘cash is king’.  
By this, I don’t necessarily mean those welcome 5% deposit rates 
emerging, mirage-like, from a decade-long savings drought.  After 
double-digit inflation, one is still heading steadily backwards in 
cash right now.  To what I refer is another hobby horse of mine, 
namely the spectacular advantage afforded investors by the 
accumulation, growth and reinvestment of dividends, especially 
when the moon isn’t shining.  If we really must dance to a 
different tune, we should do so in proper shoes and remain well 
hydrated.  Feeding portfolio liquidity, buying shares in investments 
which focus on dividends growing ahead of the long-run rate of 
inflation and reinvesting the cash flow (where not required for 
draw-down), is still the only ‘free lunch’ in the investment world.  

Notwithstanding tax implications, the concept of paying dividends 

is also relatively simple.  While one can window-dress financial 
ratios to the nines, living proof of healthy cash flows, strong 
balance sheets and the confidence of management is often most 
easily evidenced by whether or not they a) pay a dividend, b) grow 
the dividend and c) occasionally offer shareholders a special 
interim dividend payment.  Advocates of growth stocks would 
argue that shelling out one’s hard-earned cash flow to 
shareholders is a waste of money when it could be either a) 
reinvested in their own business via tax-efficient share buybacks or 
b) used to buy other ‘stuff’.  As we have seen from the parlous 
merger and acquisition track-record of certain companies (e.g. 
Vodafone on the trail of the lonesome profit margin for several 
decades), buying other businesses, especially large, expensive 
ones, can cause severe capital indigestion and have shareholders 
reaching for their gripe water.    

Share buybacks offer companies more flexibility and businesses 
are rarely punished for slowing repurchase programmes (while 
dividend cuts often crucify the share price). Tax regimes can favour 
buybacks over cash distributions, as capital gains are deferred 
while investors suffer immediate income tax liabilities on the 
payment of dividends. So, when a company buys back its own 
shares, this too is a vote of confidence while avoiding the perils of 
imprudent acquisitions which try to fit square pegs into round 
holes.  The only caveat here (which applies to both dividends and 
buybacks) is when companies use debt to enhance their largesse.  
When driven by by corporate tax benefits, this might be 
understandable, but when driven by a need to stay in this 
‘dividend aristocrats’ exchange-traded fund or that income fund 
manager’s portfolio, issuing debt to pay dividends can cause a 
perilous mismatch between the ability of earnings to cover 
pay-outs and the generous dividend yield.  Such polarised 
pressures can eventually result in growth stagnation and dividend 
cuts (the latter sometimes dressed up as unit ‘spin-offs’ such as 
that experienced by GlaxoSmithKline’s consumer healthcare 
division in 2022). 

So, just as there are big differences between a waltz and the 
Dashing White Sergeant or the perception (versus reality) of 
market risk,  there are dividends...and there are dividends.  Even 
when all the pieces appear to be in place for progressive, healthy 
growth, shareholders are still sometimes denied, a market-wide 
phenomenon last witnessed in the UK during the pandemic, partly 
driven by necessity and partly by misplaced altruism (as some 
shareholders relied on this income).  On ordering a quail egg 
salad, one certainly doesn’t expect to be served a curate’s egg.
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Dividends: suited and booted for the dance.



A Property Problem
Over the last decade or so, homeowners have become 
accustomed to ultra-low interest rates, not moving 
higher than 0.75% in the UK since the global financial 
crisis of 2008. With Covid-19 causing national 
lockdowns, the economic outlook looked bleak.     

To boost economic activity, the government cut interest rates from 
0.75% to 0.25% in March 2020, further reducing this to 0.1% 
only a week later. Though money was cheap, economic uncertainty 
meant that a vast number of people put their house purchases on 
hold and as properties could no longer be viewed in person, sales fell. 

As the British housing market stuttered during April and May 
2020, the Bank of England reported that lenders had approved a 
record low number of new mortgages. To boost the market, Rishi 
Sunak, then Chancellor of the Exchequer, along with various 
support schemes, announced on 8th July that the UK government 
would suspend Stamp Duty Land Tax (SDLT) on house purchases 
of up to £500,000 and while the scheme was to run until 31 
March 2021, it was further extended by three months. With more 
disposal income and working from home becoming the norm, 
consumers were eager to upsize to suit their new lifestyle.  Buyers 
registering interest in properties increased dramatically, with homes 
selling close to, or above their asking prices, which increased by 
15.7% from January 2020 to December 2021. In mid-2021, as 
restrictions eased across the UK, increased disposable income from 
the last 18 months began to flood into the economy. 

With higher spending, inflation quickly surpassed the government’s 
target level of 2%, reaching 5.4% by December 2021. To combat 
the pressures caused by increasing inflation, the government then 
began to raise interest rates for the first time in nearly two years. 
During 2022 inflation soared, with the Bank of England attempting 
to tackle levels not seen in 40 years.  As interest rates increased, 
mortgage rates followed suit, reaching their highest levels since 
the Global Financial Crisis. At the same time, a ‘cost-of-living’ crisis 
gripped the UK economy and to mitigate its effects, Kwasi 
Kwarteng, during his ultra-short tenure as Chancellor, announced 
a range of economic policies which he labelled ‘The Growth Plan 
2022’, dubbed the ‘mini budget’ by the media. Days later, sterling 
fell to its lowest level against the dollar while turmoil in government 
bond prices required an emergency bond buying programme by 
the Central Bank. 

With government yields trending upwards, mortgage rates 
increased even further, as mortgage lenders began to withdraw 
their products while others were repriced upwards. Average 
two-year fixed mortgage rates rose from 4.74% on the morning of 
the budget to a peak of 6.65% just a few weeks later. Since then, 
this rate has retreated slightly, however it remained at 6.14% in 
late November for two-year fixed mortgages and at 5.95% for 
five-year fixed mortgages. For existing borrowers, this means 
higher payments when the time comes to re-mortgage while for 
new entrants, higher interest rates mean tighter affordability 
assessments, as lenders increase their stress rates, ultimately 
meaning that new buyers are unable to borrow as much. 

Despite this sudden rise in mortgage rates, house prices have 
continued to rise, registering an average increase of 10% 
throughout 2022.  Nevertheless, with the number of mortgage 

approvals falling from 66,000 in September to 59,000 in 
October, those wishing to enter the housing market are finding it 
difficult, given the stricter criteria and higher repayments. With 
fewer buyers around, prices reversed during November, falling by 
around 2%; one of the biggest monthly reductions in the last 14 
years. Though this might only be the start of the decline, most 
analysts are predicting that, in the housing market over the next 
18 months, it still may be difficult for those wishing to enter the 
property market to get their foot on the ladder, not only due to 
higher mortgage repayments but also because of the higher initial 
deposit amount required by lenders. The Bank of England recently 
implied that it might not raise rates by as much as the market is 
factoring in, meaning that borrowing rates may have already 
peaked.  Yet, lenders tend to reduce rates more slowly than they 
raise them, particularly when the extent of Bank’s rate hikes 
remains unknown. 

While house prices have risen dramatically during the last two 
years, this only tells part of the story.  The struggle to get onto the 
housing ladder for new entrants has been going on for much 
longer. House price inflation has soared since the 1970s, with 
average house prices in the UK rising by over 70 times, whereas 
(as the above graph suggests) average salaries are only 23 times 
higher.  Furthermore, with around 10% of the property price being 
required for a deposit, the average deposit has increased from 
around four months’ salary to more than 13 months’ salary, 
meaning that the average age for someone buying their first 
property has risen from around 27 years old to an average of 34 
in the UK, as it takes several years to save for a deposit. The 
housing crisis is therefore not a result of Covid or the cost-of-living 
crisis we are currently experiencing.  It has been a problem for 
many decades and how do you resolve this, when the future 
economic outlook is yet unknown? If we cannot answer this 
question and new policy solutions (rather than old ones) are not 
found to this dilemma, as a young person, I am concerned that 
my hopes of getting onto the property ladder over the next few 
years may become a distant dream rather than a possible reality.

Charlotte Cunningham
JUNIOR INVESTMENT MANAGER

Quarter 1   2023

300,000.00

250,000.00

200,000.00

150,000.00

100,000.00

50,000.00

1970

Average Salary Average House Price

1980 1990 2000 2010 2020 2022



Quarter 1   2023

Striking Out At Low Pay And Poor Pensions
While driving along the Tyne Valley, I recently passed 
through Prudhoe (pronounced Pruda) and glanced at a red 
brick house where the person who used to help my mother 
with her housework once lived.  

I reflected on the day when she was upset over the hardship caused by 
her husband being on strike. He was a miner, it was 1974 and there was 
a three-day working week with rotating power cuts. I also knew ‘Big John’, 
another miner, who helped on farms in the summer evenings. His 
strength was incredible.  He could chuck a bale of hay 14-feet high onto 
a loaded trailer. Then there was Howard, who was much older and worked 
in the local farmers’ stores.  Despite lifting bags of animal feed every day, 
he was well past his peak when it came to physical strength. When there 
was a heavy bale, he would sit adjacent to it and pretend to tie his 
shoelace, yet he always wore slip-ons. The headlines, currently obsessed 
by strikes and extending the retirement age, do make one reflect. 

We are shaped by our upbringing, where we live, who we meet and the 
economics of the time. We are influenced by our mentors and what we 
read, drawing our own unique conclusions, which is why I have sympathy 
with some of those on strike, especially where physical work is involved. 
I am also totally against increasing the retirement age for everyone; it 
should be job-specific. Of these four friends, only John reached 
retirement.  Miners’ lung, a heart attack and cancer took their toll on the 
others.  I doubt there were any cash buffers to fall back upon in hard 
times. Some physical occupations, such as the police, offer early 
retirement, so why not builders, farmers and nurses?  The poor wages 
and pensions associated with physical work means that financial 
security is often an impossible goal and too many households then 
become dependent upon state benefits when health deteriorates. Sadly, 
social security has become a rite of passage for some, at a time when 
both health and wellbeing in the workplace are in retreat.  

I don’t have a solution, only an observation about what might happen. A 
nurse’s average salary of £27,055 appears to be inadequate, yet it’s the 
army which steps in to support ambulance drivers and border control 
officers when on strike. The army can’t strike, but the standard wage for 
a private is just £21,424; not much, given the risks involved.  We also 
can’t ignore pension arrangements before drawing conclusions.  Many 
of us in the private sector would sacrifice a chunk of our salary for a 
defined benefit pension.  At the other extreme, it has been reported that 
over 650 striking Network Rail track maintenance workers earn more 
than £80,000 a year, which certainly tests the sympathy vote and opens 
the debate that some strikes are politically motivated. In theory, it would 
make sense to give low-paid strikers significantly more money but with 
tax rates at multi-decade highs and the country massively indebted, who 
should pay - when the NHS already costs every household £13,000 per 
annum? Yet, if Rolls-Royce Motor Cars workers achieved a 17.6% 
settlement, perhaps the bar has already been set. 

Not everyone is motivated by money.  Some prioritise care for others and 
society would be worse off without them but that is no reason for poor 
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An emergency for the emergency services...

pay and struggling with the cost of living. Western society is now divided 
between those who have assets (be it property or investments) and those 
who don’t.  This is mainly dictated by pay and is the dividing line between 
the political left and right. Globalisation undermined wages for the 
unskilled or semi-skilled and with inflation taking a foothold, hardship and 
deteriorating living standards are now exposed. No doubt, the government 
hopes that inflation will soon subside but research by Deutsche Bank, 
which analysed data from 50 central banks spanning 100 years, revealed 
that once it breached 8%, it took two years to get back to 6%, where it 
remained for a further three years. When US inflation surged in 1974, it 
took until 1982 to regain control.  So the potential wage spiral could 
spread geographically, as there is a genuine labour shortage; a  cost for 
business and governments alike.  Alan Hull, a fellow Geordie, left-wing 
activist and a member of the folk rock group Lindisfarne, wrote in his 
1970 song ‘Squire’ (also the title of his mini drama) that ‘a property and 
wealth is what’s required’ if one was to become socially mobile.  Not so 
easy for a low-paid worker.  

Politics will shift to the left, and noting the criteria for Alan Hull’s ‘Squire’, 
we should expect a wealth tax or higher property and capital gains taxes.  
Increasing debt is another solution (but not to the extent of another IMF 
bailout) and Thatcher-like reforms to follow. As interest rates rise, both 
personal and public debt ratchet up, once again potentially causing  
personal distress.  I recall the comedian, Bobby Thompson, saying in his 
pitmatic accent as he stepped on-stage in the 70s, ‘there is a lot of people 
in here, I bet there is a lot of debt’. The disastrous Truss budget has been 
a wake-up call for the UK but the same shock has not happened 
elsewhere. France’s public and private sector debt has reached 350% of 
GDP while Belgium and Finland are not far behind. In the US, it stands at 
around 260% compared to just 130% in the 1980s, yet its government 
can still only afford to pay 80% of the interest from income and this is set 
to fall to around 30% in a few years’ time.  Little wonder nerves are rattled 
over how far the Federal Reserve will push rates in 2023. The West needs 
economic growth, not higher taxes, to address poor pay, but this lesson 
from the past has been forgotten and may have to be relived.
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