
Open Secrets
World markets have experienced one of their most 
turbulent quarters in recent history. Coming so soon after 
the trauma of a global pandemic, the impact of events in 
Ukraine seems that much worse. 
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The spurious actions of an egomaniac in the Kremlin inflicting carnage 
on a neighbouring state has shaken the world, and rightly so. It beggars 
belief that such an archaic form of mass destruction could be deployed 
in so senseless a manner, nearly 80 years after the end of the Second 
World War. The impact on Ukraine has been devastating and is not over 
yet. The Russian economy too, has been set back by decades.  At some 
point, the Russian people will realise that they have been taken for fools 
and, we hope, will react accordingly. 

The volatility of the first quarter started, however, not with the invasion 
of Ukraine on the 24th February, but with concerns over the likelihood 
of rising inflation and higher interest rates. Like it or not, the US now 
constitutes over 60% of global equity market capitalisation and sets the 
tone for global monetary policy, good or bad.  

Despite ample evidence (including forecasts from the Federal Reserve 
Bank itself) suggesting that interest rate rises were looming, the market 
seems to have been taken completely by surprise. After a stellar end to 
2021, investors returned to a sea of red, as bonds and equities 
crash-landed into January. Amidst the debris, the principal casualty was 
a section of the market supported not by earnings nor cash flow, but by 
hope. This was typically, but not exclusively, at the rarefied end of the 
technology sector where profits are merely a projection, a floaty thing; a 
‘nice-to-have-but-not-really-that-essential’ thing.  Sector zealots point 
to Tesla or Amazon as examples of what can go right with businesses 
which depend on near-zero interest rates (and debt) for growth. On 
balance, a more thorough analysis suggests that a visit to Cheltenham 
races is likely to have a better average rate of return, with considerably 
more enjoyment along the way.

The other casualty of the quarter was ESG. This is the generic initialism 
given to companies or funds which aspire to improve the world through 
better Environmental, Social, or corporate Governance behaviour. All 
extremely worthy (and embraced, in principle, by FIM Capital).  What 
grates is the hijacking of these principles by fund management 
companies looking to make a quick buck. The war in Europe has torn 
through the interpretation of ESG like a British-made, Ukrainian-fired 
missile. The abandonment of traditional energy companies (for ESG 
reasons) at a time when Germany was importing over half of its gas 
from Russia suggests that, not for the first time, policy makers have 
become detached from reality. Suddenly, these former pariahs of the 
investment world are in demand because there is a clear gap between 
actual and projected alternative energy sources from wind and solar, 
and the need to keep the lights on in Berlin. Who knew?

We finish with the market’s own Lord Voldemort, inflation. As forecasted 
in last quarter’s briefing, this has finally arrived with a vengeance. Again, 
it was hardly a state secret that retail prices would rise when compared 
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with artificially depressed pandemic levels. Having tired of Boris’s 
‘Partygate’, the media have now latched on to the ‘cost of living 
crisis’, headlines for which will become shriller, as we move into April 
and a UK Retail Price Index level which may well touch double 
figures. The escalation of fuel prices (again, no surprise) is the key 
driver of this rise. But so too is the ongoing escalation of import 
costs, exaggerated by never-ending COVID lockdowns in key 
Chinese ports.

Whilst we expect the Consumer Price Index to subside as the year 
progresses, it will not be at the pace hoped for by central banks. 
Consequently, interest rates are likely to maintain their upward 
trajectory as the year progresses, probably to around 2%. This is a 
guessing game to some extent, but central banks will not want to 
completely suppress global economic growth which, post COVID, is 
still fragile. As such, we would still avoid bonds or any investment 
containing the word ‘fixed’. In an inflationary world, such 
investments guarantee permanent losses in real terms. There are 
few short-term shelters from high inflation, but over the medium 
term, history favours high quality equities with decent cash flow, 
aligned with well covered dividends in sectors which will be relevant 
for the next decade. 

It is easy to be rattled by volatility, especially after a protracted 
period of almost unbroken growth. Time, however, is our friend. 
There are numerous studies on the importance of maintaining 
market exposure for long periods of time, showing how missing the 
best months is significantly worse for your financial health than 
missing the worst ones. Over time, the difference between excellent 
and nil (even negative) returns is determined by market exposure 
over an astonishingly small (less than 10%) period of time. Miss 
that 10% window and you lose. The secret is out!
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Pre-revenue companies or Allaho in the Ryanair 
Chase...place your bets.



The Real Deal
In May last year, my husband and I moved to Onchan, 
just north of the Island’s capital, Douglas.  For the first 
few months, I was particularly observant of my 
surroundings through my rose-tinted newbie specs and 
remarked on the alignment of three adjacent shops at 
the top of Summerhill.  Oblivious to their juxtaposition 
were a bridal shop, a hearing aid specialist and a funeral 
director.  Right here, in front of me, was the commercial 
version of Titian’s ‘The Three Ages of Man’: a wedding, 
old age and death. 

It used to be said that there were also various stages to the 
allocation of client portfolios but perhaps this no longer exists?  
While interest rates rise and inflation remains elevated the only 
guarantee provided by the traditional ‘endowment’ model (a 
chunk of bonds, some equities and cash) is a negative real return 
and a cold house.  It used to be a rule of thumb that an investor’s 
age should correspond to their bond allocation (e.g. a 25 
year-old would have 25% in fixed income securities, an 80 
year-old, 80% etc.)  While equity markets have tested nerves this 
year, the fixed income element of our internal benchmarking 
(based on sovereign bond returns) is currently recording a 
nominal decline of approximately 8% year-to-date, which, after 
factoring in some heady UK inflation, translates into a negative 
real capital return of approximately 14%.  For those relying on the 
so-called ‘safety’ of sovereign bond markets, that’s a bitter blow.  
It’s no wonder that the endowment model has significantly 
evolved (see the graph below, with thanks to Sarasin & Partners).

There is also the matter of an outdated perception that 
retirement is the cut-off point of your investment time horizon.  
For those with self-invested personal pensions or plans (SIPPs), 
there is no requirement to buy an annuity, upon which your 
income might be based until your closest relatives visit Eric 
Faragher to talk obituaries and look through his coffin catalogue 
(yes, there really is one of these, and swatches to match).  Going 
into draw-down does not mean the end of your portfolio’s equity 
exposure and I would argue that it should be anything but.  For 
those important years between kicking up your heels in the 
garden and turning up your toes, your pension pot still needs to 
outpace inflation.  This can be achieved via exposure to real 
assets (highly profitable 
equities, precious metals 
and alternative investment 
income streams with strong 
links to price increases), 
rather than nominal assets 
(fixed income bonds and 
cash deposits).  To avoid 
living your last years on the 
odd tin of spam at the back 
of the larder cupboard, it is 
imperative that retirement 
income be supported by real 
earnings growth from a wide 
range of well-managed, 
dominant companies which 
make essential goods and 
services, infrastructure 

investments with real pricing power and high quality commercial 
real estate investments, delivering incremental income to 
shareholders from reliable rental flows and creditable tenants.

Aside from the pension conundrum, we are also asked to prepare 
investment proposals for ‘immortal’ entities, such as companies 
and trusts, where, in some instances, the beneficiaries might still 
be in the cradle or a twinkle in their mother’s eye.  Sometimes, 
such a mandate may be complicated by a beneficiary who has an 
interest in possession with immediate liquidity requirements, 
where a balanced approach to investment and a shorter 
investment horizon, for at least part of the portfolio, might be 
appropriate (and longer-term price erosion is therefore less of a 
concern).  Where this requirement is absent, however, there is no 
real justification for holding large chunks of the mandate in 
nominal assets, even if inflation ‘normalises’ to the Bank of 
England’s former target of 2% or thereabouts.   

One could argue that there is a ‘flight to safety’ benefit from 
holding UK gilts, just as one might favour some ‘insurance’ in gold 
bullion, yet aside from the fact that the latter is a real asset, why 
would one buy a nominal asset, which appears to be at the wrong 
end of a 20-year bull run, facing higher interest rates and 
significantly higher government deficits?  It is also worth 
remembering what the UK sovereign bond market now represents 
to its creditors over the longer term:  ‘Job of the Year Award 2022’ 
goes to the UK Chancellor, Rishi Sunak, who now juggles with a 
rather pungent Molotov cocktail comprising a large shot of 
renewable investment, reducing the UK’s longer-term reliance on 
autocratic fossil fuel providers, a jigger of defence spending, a 
tablespoon or two of healthcare spending, a ‘levelling up’ spritzer 
for a covid-impacted education system...all combined with a 
‘go-slow’ stir on the swizzle stick of tax rises, in the face of a 
looming ‘cost of living’ crisis in the sediment of absent 
productivity.  The Chancellor must continue to sharpen his pencil 
of fiscal conservatism while balancing on a knife edge at the top 
of a precipice...on roller-skates with his pants on fire. 

At the risk of being haunted by the ghost of Philip Larkin, what will 
survive of us is not only love but real assets: investments in 
inflation-beating shares and income streams where their 
custodians have a common, long-term vision and a lasting 
business model.  It is the timeless fruits of these labours which 
will endure through marriage, old age and death.  

Mary Tait 
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Sinners and Saints
‘The nine most terrifying words in the English language 
are: I'm from the Government, and I'm here to help.’ 
– Ronald Reagan 

Loose purse strings bolstered by even looser monetary policy and a 
vast web of supply chains has enabled the standard of living for the 
developed world to improve at an extraordinary rate.  In turn, this 
has made people comfortable enough to consider their impact on 
the world and how it could be changed for the better. Politics is 
downstream from culture, so it is this cultural shift which has given 
tacit approval to governments and corporations to announce a wide 
range of net-zero carbon emissions targets and other initiatives to 
live life in a more sustainable way.

Such campaigns are generally reserved for those countries that can 
afford it, while emerging economies must continue to increase their 
dependence on fossil fuels in order to keep up. However, now that 
inflation is firmly back on the agenda and interest rates are set to rise 
by a magnitude not seen since before the banking crisis, the 
electorate’s conviction to the green agenda and all that it 
encompasses will be put to the test. Usually, when things turn for the 
worse, people are forced to assess their priorities. We’ve not 
witnessed a complete one-eighty, but the winds of change have 
already started to rise, with Rishi Sunak announcing a 5p cut to fuel 
duty.  Currently set at 58p per litre, this reduction does not sit 
comfortably with ardent eco-activists, but this is where idealistic 
visions of the future meet reality. While making petrol cheaper may 
not be strictly in keeping with a net-zero goal, the public is less 
sympathetic to such initiatives when people are struggling to put 
food on the table and still need to drive to work. The change could 
be reversed after a short while, but a struggling electorate with a 
short memory could easily make such a move politically unpalatable. 

Either way, such adjustments won’t offset the array of hidden costs 
associated with the sustainability initiative. The Green Party hasn’t 
gained power but, then again, it doesn’t need to, as every major 
party has been making broadly the same promises and committing 
greater amounts of cash towards a net-zero target. Following 
COP26, it was announced that all UK listed businesses and financial 
institutions would have to publish their plans for net zero by the end 
of next year or risk facing fines. Not to miss a beat, EY soon 
announced that it would be investing £100m in a new consulting 
division with a focus on net zero, as it seeks to benefit from this 
same cultural and government-enforced drive for sustainability. 
Ultimately, this is what the public wants and such measures have 
generally received broad support, but the costs of implementing 
them will ultimately fall on to the consumer. 

I’m not trying to argue the virtues (or otherwise) of shifting the world 
towards renewable energy, but companies must be allowed to strike 
a balance between giving due consideration to negative externalities 
(i.e. their impact on the environment) and their obligations to 
stakeholders. Having briefly considered the impact of higher prices 
on customers, employees are also stakeholders and with costs 
rising across the board (wages, commodities, national insurance), 
an increasing regulatory burden will eventually force management to 
trim fat, if they haven’t done so already. Remember that policies 
associated with the green agenda aren’t the only regulatory costs 
companies have to absorb and when jobs are on the line, it won’t be 
the newly appointed (and expensive) ‘Chief Sustainability Officer’ 
with their head on the chopping block. 

Most readers of this article will also be familiar and sympathetic 
with another significant stakeholder: shareholders.  A booming 
economy over the past decade, reinforced by the tailwinds 
highlighted at the beginning of this article, has set the stage for 
companies to direct more of their resources towards marketing and 
improving their environmental, social and governance credentials. 
Some companies are fighting an uphill battle as, by the very nature 
of their business, they are quickly identified as ‘sin stocks’, to be 
avoided entirely. With the wholesale exit from such investments, 
their shares become cheap and combined with an increasingly 
hostile regulatory environment, they become easy prey for private 
equity, where the scrutiny applied would be notably lighter. The oil 
giant, Shell, is aiming to become the world’s largest green energy 
provider and being an engaged shareholder allows one to hold 
management accountable. Avoiding these shares entirely because 
they’re seen as ‘dirty’, abdicates this responsibility, where 
shareholders can make a difference. 

Nowadays, investors would rather buy into firms which laud their 
positive credentials, a skill which is now well practiced. Unilever has 
long been seen as a bellwether of good ESG practices, however it 
now insists on advertising that each of its brands has a specific 
purpose. When times are good, this doesn’t matter, but when such 
a core component of many pension funds struggles to grow its 
revenue, then patience with these types of initiatives wear thin. As 
Terry Smith so brutally highlighted, ‘a company which feels it has to 
define the purpose of Hellmann’s mayonnaise has in our view 
clearly lost the plot’. This does not suggest we should all sell 
Unilever and buy Shell, but it’s important to recognise that there 
is a middle ground between companies which rate highly within 
ESG scoring methodology and those which are changing for the 
better. Ultimately, neither position works when a company is unable 
to cover its costs, and if Paul Crocker’s recessionary expectations 
come to fruition, then these firms will need to order their priorities 
carefully, for the sake of all stakeholders.

Michael Craine
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Between the Devil and the Deep Blue Sea.
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Do We Learn Nothing From History?
While the woke continue to eliminate unpalatable elements 
of history and there are few perfect parallels, the 
unchanging nature of humanity still makes it a useful guide.   

Fascism, supply issues, labour shortages and inflation dominate the 
headlines and the quotation that continually resonates is: ‘the only 
thing that we learn from history is that we learn nothing from 
history’. We are only passengers as these events unfold, made 
worse by not learning lessons from past wars or economic 
shambles, such as the 1970s. Given our good fortune, we are 
poorly prepared but who is to blame? Perhaps the education 
system, for failing to prioritise history or family elders for not sharing 
their experiences.  Maybe political leaders, for complacency, lack of 
foresight and personal monetary ambitions, regardless of the 
consequences. We could even blame central bankers and regulators 
for not acting when a financial bubble was so apparent.  Perhaps we 
should all read a little more history to help our resilience.

There are two key dates in recent years which are instrumental in 
terms of where we are today, namely 27th August 2020 and 21st 
August 2013, while the pandemic and the Global Financial Crisis 
also played roles. The use of Quantitative Easing has derailed the 
natural economic cycle which allows the weak to fail, undermining 
globalisation and not for the first time. Indeed, at the outbreak of 
the First War, the world was highly globalised but war in Europe 
meant that it did not fully recover until the 1990s, when food and 
energy priorities were overtaken by price competitiveness. State 
support and objectives have global consequences on an uneven 
playing field and while globalisation fuelled Russian and Chinese 
military escalations and ambitions, the west was blinkered by profit.  

The first of these two transformational dates, in August 2013, was 
when the Assad Government stepped over the red line and used 
chemical weapons in Syria, the first weapons breach of international 
law for decades. The US sought to act but David Cameron lost the 
vote in the Commons, ruling out joint US-led strikes because 
politicians, haunted by the Iraq War, had no appetite for conflict. 
Putin will have seen this as an opportunity and his intentions were 
never hidden. The former Moscow U.K. defence attaché, Air 
Commodore Scott, repeatedly warned about the inevitability of 
Russian conflict given the rearmament programme, demand for 
complex lethal weaponry, militarisation of society and elimination of 
dissenters. The evidence was compelling but ignored. Putin 
marched into Crimea in February 2014, the most serious breach of 
European borders since 1939, with little more than a ticking off and 
a series of half-hearted sanctions.  Ultimately, this only made Russia 
stronger, putting it on a firmer war footing while boosting agricultural 
productivity and preparing its finances for sanctions. It also 
ensnared unsuspecting Europeans into dependence on Russian 
energy with no alternative. 

In August 2020, the Federal Open Market Committee changed its 
inflation targeting from proactive to reactive.  Remembering UK 
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inflation in the 1970s, this was a surprise given the ease at which it 
can become embedded in an economy. There was no doubt that we 
would see an uptick in inflation data as the global economy reopened 
but Jerome Powell, Chair of the Federal Reserve, failed to appreciate 
that inflation was no longer transitory and he started on the back foot. 
The Bank of England was also guilty, perhaps ignoring the 70s 
example because, in part, that was driven by an oil shock and the 
mass unionisation of the workforce. We now have a combined oil and 
food shock leading to a further surge in inflation, while union 
membership is stirring once again.

The events of these two dates have created a combustible reaction, 
as Putin seeks to recreate a Russian empire. Deemed reckless and 
lacking empathy by the KGB, with the pedigree of a Pit Bull Terrier, the 
West took him at his word, ignoring troops on the border until the day 
the invasion commenced. Little wonder that capital markets reacted 
badly, but perhaps we forget: wars are good for business once the 
initial shock recedes. It’s going to take time to adjust to a sanctioned 
Russia but for every company losing business, another benefits. 
Mines, oil and gas explorers, alternatives and logistics all take time to 
develop but could be stimulative. I wrote about the fertiliser 
challenges in this Briefing ten years ago and the West needs potash.  
This is now restricted but the Sirius mining project in North Yorkshire 
is ongoing and Shell has just committed £25bn to UK energy. Britain 
is in a stronger position than Europe and certain emerging economies 
which are dependent on imported food and energy. Global interest 
rates will head higher, GDP growth will slow and populism will flourish.  
We may even see a technical but short-lived recession. Oils, 
agriculture, resource companies, selective financials, defence, and 
armaments could all perform well and experience levels of heightened 
demand.  Meanwhile, ESG box-ticking will likely adopt a different 
dynamic. One must wonder how investors who shunned defence 
stocks now feel about Ukrainians fighting for their country against 
fascism. Should they have been subservient to Russian aggression (to 
tick those ESG boxes) or should one provide weapons as defence 
against an aggressor?  History suggests the latter.

Paul Crocker
INVESTMENT DIRECTOR

‘There’s an east wind 
coming all the same, such 
a wind as never blew on 
England yet. It will be cold 
and bitter, Watson, and a 
good many of us may 
wither before its blast’ 

‘His Last Bow’,
Sherlock Holmes: Sir Arthur 
Conan Doyle, 1917.


