
The Fog And Filthy Air
‘It rains every day and when it doesn’t, the sun makes you 
feel worse, anyway’. (Jarvis Cocker)
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And so it goes on. The relentless selling pressure of the first quarter 
continued unabated throughout the second quarter of what is proving to 
be a thoroughly miserable 2022. The brief respite given to previously 
unloved parts of the market in the first quarter, namely miners, oil 
companies and banks came to a shuddering standstill as investors 
decided that impending recession would sink all boats. Fledgling 
technology companies for whom profits were just a ‘nice-to-have’ are 
shot, as too is the crypto market. 

There are numerous paradoxes in the market right now. Unemployment 
is low and most businesses with whom we speak report of staff 
shortages, not the other way around. In Britain’s ageing society, fewer 
skilled workers are available to fill these vacancies and pay taxes. The 
formula of a declining and already highly-taxed workforce effectively 
subsidising state pensions which, this year will increase by around 10% 
(the upper end of the so-called ‘triple-lock’, one of the UK government’s 
crazier policies), is not a winning one. Like Wile E. Coyote, suspended in 
mid-air after running off a cliff before the inevitable plunge, the 
employment market is poised for a dramatic rebalance as jobs 
evaporate and companies contract. 

We are, of course, not in a recession yet but central banks are doing 
their best to put us there. Having been firmly behind the curve in 2021, 
a policy of catch-up has ensued as inflation has rocketed. This has left 
the Fed with little choice but to accelerate a programme of rate hikes 
which should peak in 2023.  We expect short-term rates in the US and 
the UK to converge at 3% or even a little higher next year, unless their 
respective economies come to a complete standstill. No wonder 
markets are confused.

To some extent, bond markets have already carried out most of the 
heavy lifting. Although equity indices tend to dominate the headlines 
(unless they are rising), US government bonds have also had a 
forgettable year. Short-term yields have risen from less than 1% at the 
start of the year to over 3% now. This might not sound scary, but the US 
Government Bond Index has fallen by 10% this year. Remember, this is 
supposed to be one of the world’s safest asset classes and the 
backbone of numerous pension schemes and portfolios. At a time when 
governments are trying to reduce debt, the cost of issuing new paper has 
risen sharply, as too has the price of servicing inflation-linked bonds. We 
keep on saying this, but who is going to pay for it all? We can genuinely 
see a time when major government bonds are downgraded a notch or 
two by credit rating agencies, so flimsy are state balance sheets. In 
today’s upside-down world, this would invariably trigger a market rally!

Russell Collister 
CHIEF INVESTMENT OFFICER - JULY 2022   

At times like these, there are few hiding places. Maybe a bit of gold; 
a depressing thought. The residential property market is still riding 
high, but tighter mortgage rates will inevitably force house prices 
into retreat. The latest UK government wheeze to help lower-paid 
workers use their housing benefits to buy homes (yes, seriously) 
surely marks the peak of the cycle: the perfect contra-indicator. Post 
pandemic, this is no normal cycle, of course, and commercial 
landlords, especially office and retail owners must be wondering 
whether trends such as working from home or e-commerce will ever 
end.  It is unlikely and we expect some softening across most parts 
of the commercial property market as prices realign with interest 
rates and as the economy back-pedals into next year.

Although we have been raising cash through the duration of the year 
to date, this is a short-term tactic and no more. It recognises that 
with so many variables, it is easy to make a wrong move and we are 
in a period when all news is interpreted negatively. But there are 
some glimpses of blue sky. As rare as a decent Manx summer 
perhaps, but there, nonetheless. Inflation is likely to peak this year 
as the base effect filters through the system, making year on year 
comparisons easier. China cannot lockdown forever and supply 
chains are already showing signs of easing. Resolving the Ukraine 
war will be easier with a united and enlarged NATO. 

When the news flow is so relentlessly bad, a steady nerve is needed 
to invest back into the market, as well as patience. But, over the 
medium and longer term, this is how capital is built.  We expect to be 
redeploying cash as the year matures, confident that our timing will 
be imperfect, but equally sure that we will be buying great companies 
at prices and yields we could only dream of a year or so ago.
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Wile E. Coyote negotiates a pay rise... 
(With credit to Warner Bros.)



Hearing Without Listening
As my colleagues will tell you, I avoid clichés like the plague 
and I’ve told them a miilion times not to exaggerate when it 
comes to investment narrative....two good examples of 
what we’ve seen in abundance recently.  

During the past six months, we have endured eye-watering data on 
market movements and inflation and while I am not a fan of media 
hyperbole, finally, there has been some justification for a generous 
ladelling of ‘oohs and aahs’ in the press.  Despite this, we must still 
engage scepticism and drown out noise, with precious little ‘signal’ to 
suggest where shorter term market direction might lie.  Now more 
than ever, we must cast our leery eye over the degree of separation 
between spurious speculation and cold fact. 

One interesting observance of this was the market’s tantrum in 
May, following warnings from both Walmart and Target that 
sales were slowing sharply, forcing them to discount and squeeze 
profit margins.  This was interpreted by traders as a recessionary 
red flag but was it, really?  In truth, both retailers had successfully 
gained market share during the pandemic by boosting inventory 
and selling as much ‘stuff’ as their bored, locked-down clientele 
might buy.  My recent visit to ‘Hell On Earth’ (a.k.a. Gatwick 
Airport) will attest to the fact that consumers have had it with 
patio heaters and garden furniture and have a pressing need to 
travel, see the world (the universe and everything).  Having first 
languished in Chinese ports, retail goods then languished on 
shelves, forcing larger retailers to discount heavily and shift 
goods.  As Depeche Mode once suggested, everything counts in 
large amounts and Target and Walmart were greedy for market 
share, being caught with their allegorical pants down, as 
emancipated consumers suddenly switched to services (a much 
larger contributor to US GDP growth than goods).  Yet, equity 
markets and traders, only able to focus on one small sound-byte 
at a time, took this as a recessionary warning and sold the 
market.  None of this made sense when US household balance 
sheets were at their strongest level for a decade and the labour 
market remained tighter than a drum, with two job openings for every 
unemployed person in the US.  Lost in the noise was Target’s own 
account of luggage sales for the first quarter of 2022: increasing by 
50% year-on-year, while Booking.com, the online travel agency, set 
a new record for gross bookings in 1Q 2022.  

The headlines tell us that a cost of living squeeze has already 
commenced and what’s to say that a lot of this newfound 
freedom travel is not being funded by ‘stimmies’ and credit cards, 
neither of which are sustainable means of consumer spending?  
Furthermore, markets are usually forward-looking and an even 
more reliable indicator of economic activity, the US Treasury yield 
curve, has inverted again. As far as its track record is concerned, 
the yield curve has inverted 28 times since 1900 and in 22 
instances a recession followed; an 80% prediction rate (wich is 
better than most economists’ best guesses).  This presents a 
quandary, however, for those day-traders and short-termists 
looking at the noise, rather than the signal.  If interest rate 
expectations are likely to retreat over the longer term in response 
to any kind of material economic slowdown, the entire premise 
upon which the ‘growth’ to ‘value’ rotation would disippate.  As 
interest rates fall again, the present value of future growth would 
rise and the predominance of cyclicality within the ‘value’ sector 
of global markets (e.g. oils, banks and miners) would be first to 

feel the chill winds of reduced demand.  Already, the price of Brent 
Crude, that bastion of hyperbole and speculation, has reacted 
accordingly, falling by 13% since its March highs.  Be careful what 
you wish for, value investors.

As a child, my brothers and I would play a game called ‘vice-versa 
land’ where anything we said would be perceived as the opposite; 
quite tricky, when you wanted a share in their bag of sweets and 
the rules changed right in the middle of asking.  With weak 
sentiment and low summer trading volumes, it would seem that 
we’re in for a summer perforated with vice-versas, where good 
news is percieved to be bad (because it’s ‘inflationary’) and bad 
news is also bad (because it’s ‘recessionary’) but is never good or 
‘disinflationary’.  Any noise at all from Jay Powell will be an excuse 
to do just about anything, probably a day or two after the event.  
Reflecting the words of the great Paul Simon, people are talking 
without speaking and hearing without listening and the one thing 
eluding all of us right now, is the sound of silence.

So where, in this noise, do we look for signals?  I wrote recently 
about the need to listen to companies (at the ‘coal face’ of 
business) and a better opportunity to see the effects (or 
otherwise) of rising costs and/or falling demand on US companies 
will be when they report their second quarter results over the next 
few weeks.  There is also core inflation to consider.  In both the UK 
and US, this has started to moderate, while more astute US 
economists are focussed not on CPI nor the Fed’s preferred 
Personal Consumption Expenditure Index but on growth in 
broader (M2) money supply, perhaps because this measure 
traditionally dictates domestic inflationary pressures.  On the 
other hand, this may also be the reason for the Fed’s decision to 
control monetary policy by setting the reserve rate, rather than 
removing reserve liquidity altogether, mindful that a large chunk of 
current inflation (energy and food) is both backward-looking and 
outside of their control.  The epicentre of all these influencers is 
not, perhaps, the fickle consumer (fuelled by debt or 
trigger-happy with post-pandemic deliverance) but the 
corporation. Management has a fiduciary duty to accurately 
report its company’s daily commerce to shareholders, helped by 
expedient real-time data management (thank you for this, 
Microsoft, Amazon, Alphabet and Accenture).  When they are 
talking, we are listening.

Mary Tait 
INVESTMENT DIRECTOR
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Too much news, not enough logic.



As Spring Follows Winter
When I joined the investment management team two 
years ago, the US economy had just experienced its 
sharpest decline in history, with the S&P 500 
plummeting by nearly 20% in just six weeks, hit by the 
first wave of the pandemic.  

As the world continued to deal with COVID-19, markets slowly 
regained traction during the remaining part of 2020, the S&P 500 
Index closing the year with a rolling 12-month return of 16%, 
demonstrating the incredible resilience of markets.  Returns 
climbed even higher during 2021 and despite the mention of 
‘transitory’ inflation filtering into headlines towards the year-end, 
global markets posted further gains, some shareholdings more 
than doubling since their March 2020 lows.   

Entering 2022, supply chain bottlenecks caused by the pandemic 
created a disequilibrium between supply and demand, where 
consumers’ needs couldn’t be met and prices rose, sending 
markets lower, further exacerbated by the Russian invasion of 
Ukraine. Inflation became less transitory, broader and more 
persistent with Consumer Price Inflation hitting levels not seen for 
40 years. Markets continued to de-rate, revisiting pandemic lows, 
as central banks implemented contractionary monetary policies by 
increasing interest rates for the first time in three years, cooling 
demand and reducing price pressures. 

With all these attributable factors, the UK entered a cost-of-living 
crisis and concerns mounted that the US could follow suit. Low 
consumer confidence raised fears that economies might enter a 
period of recession, but with further negative market sentiment 
encouraged by the media, stagflation fears began to mount. Many 
will have experienced the effects of a recession during the Global 
Financial Crisis of 2007-2009 and its subsequently adverse 
impacts, the FTSE 100 falling by 31% during 2008.   Fewer are likely 
to remember the upheaval of the 1970s, where stagflation affected 
markets for a decade. A recession, coupled with high levels of 
inflation (hitting 25% in the UK at one point) left the Bank of England 
with no choice but to raise interest rates to 17% to try and fight it. 

Uncertainty in the near-term, with markets declining around 15% 
during the first half of this year, coupled with the worst-case 
scenario ‘bias’ from media outlets, have increased concerns of a 
repeat of the economic circumstances experienced during the 
1970s. Like then, supply chain bottlenecks have fuelled inflation 
while low interest rates are a product of developed economies 
expanding the supply of money in circulation for years, hurting 
central bank credibility, however future outcomes don’t necessarily 
unfold like the past. The media fixates on the similarities but with 
the Great Inflation of the 70s lasting a decade and current, elevated 
rates of inflation persisting for less than twelve months, are we 
ready to draw like-for-like comparisons between then and now?  

There are several differences also. Economies are significantly 
larger and more diverse, while central banks are able to implement 
a wider variety of monetary and fiscal policies.   While interest rates 
are set to increase during the remaining part of this year (expected 
to reach 3% in the UK) this is far lower than the double-digit 
interest rate figures which persisted over several years during the 
70s and 80s. Many lessons have been learned from the Great 
Inflation period.  Back then, stagflation was unfamiliar to global 

economies so efforts to mitigate its impact were delayed, as many 
did not understand how to cope with a recession coupled with 
high levels of inflation. 

While a long period of stagflation is hardly guaranteed this time, 
investors and consumers have valid concerns about the prospect 
of a recessionary period. Concerns don’t necessarily guarantee 
that a recession will occur but rather prompt two questions: Firstly, 
how likely is it?  Secondly, how long will it last or how severe might 
it be?  At the moment, those who believe that a major global 
recession and a prolonged bear market are on the horizon are in 
the minority.  A greater number of economists are more optimistic, 
even if they believe that a recessionary period may still occur, 
albeit briefly. First quarter US Gross Domestic Product fell by an 
annualised 1.6% and if estimates are correct, we are on track for 
a further decline in the second quarter which would mean, by 
definition, a recession.  There are, however, other factors to 
consider this time.  During previous recessions, decreasing GDP 
has been accompanied by significant rises in unemployment, 
however currently the opposite is happening.  Since January, US 
unemployment has fallen and has remained at around 3.5% over 
the last three months. So, despite the current economic gloom, 
the majority of forecasters remain confident that inflation can be 
tamed without causing an outright slump, believing that the 
additional capital balances consumers and companies have built 
during the pandemic will help cushion the blow of rising prices and 
interest rates. 

With so many questions and so few immediate answers, we 
expect markets to remain subdued and sentiment fragile, so the 
possibility of a brief recession can’t yet be excluded.   What we do 
know, from both recent and long-run history, is that markets don’t 
decline forever, and at some point, growth prospects will return.   
As the former US Senator, Robert Foster Bennett, once said ‘As 
sure as the spring will follow the winter, prosperity and economic 
growth will follow recession’.

Charlotte Cunningham
TRAINEE INVESTMENT MANAGER
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Winter is coming...and going.



A Toad in a Hole?
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Kissing Toads
As a kid, I had a passion for collecting anything with a pulse, 
starting with snails which were laced with cider and raced, 
usually with fatal consequences. Frogs and toads followed, 
until one evening I discovered the equivalent of a levada 
running through some gardens. 

I smuggled about three dozen frogs into my bedroom and kept them 
in a tub under the bed.  The following morning, there was chaos and 
mummified frogs were discovered around the house for weeks. On 
the night of Big Frog Collection, I would have made Gussie 
Fink-Nottle proud, as I had also discovered some newts and started 
a much-cherished outdoor collection.  The risk factor ratcheted up a 
notch on holiday when, with a Swedish friend, I spent hours hunting 
scorpions and after being tormented and knocked around, the big 
ones would be pickled.  Starting with snails and transitioning to 
more dangerous creatures without ending up in hospital, I got away 
with the extra risk, although I knew my limits and simply refused to 
kiss a toad. Not unlike investing, we can keep ratcheting up the risk 
based on past success but it’s not until things go wrong that we 
appreciate how far up that ladder we have travelled.        

Our investment approach has rightly focused on resilient business, 
largely shunning cyclicals, as they can inflict financial pain.   That 
said, I have followed the oil sector for decades, being influenced by 
the research of Matthew R Simmons and was therefore mindful that 
the 2015 oil crash was different to others, given the massive 
investment in shale which left companies hobbled with debt. Profits 
collapsed, investments were cut and support services companies 
were crucified. As the pandemic emerged, shares in electric vehicle 
makers surged as oil stocks collapsed.  Combined with the climate 
change emergency, this implied that the days of oil were over, 
supporting our theory. Even students, indoctrinated with an 
ESG-orientated education, have shunned geology-based degrees 
while badly burnt shareholders demand that boards focus on 
returning capital via dividends and share buy backs, heeding the 
Government message that this is a dirty, outdated industry with no 
future.  Yet, there is growing evidence to suggest otherwise. 

The world is at least a decade away from peak oil demand. EVs will 
replace many modes of transport, but what about substitutes for the 
remaining 75% of products which rely on oil? Where is the copper 
coming from to make the EVs and transform our energy 
infrastructure? A reality check was inevitable and the sanctions 
against Russia, ranked first and second for gas and oil exports and 
first for nitrogen fertiliser, has been the catalyst. Europe, led by 
Germany, faces a dilemma because their industrial bases are 
founded on cheap and plentiful Russian gas and they will struggle 
without it. This increases the risk of Germany pushing for 
appeasement, splitting Europe and inspiring Putin’s hidden 
ambitions. Central bankers are also facing challenges.  They can’t 
confess to enjoying some inflation (to erode debts) but as the oil 
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price surge manifests itself 
in a cost-of-living crisis with 
a knock-on effect on food 
production, one must ask if 
we are moving into a very 
different era which will 
persist until the resource 
sector eventually opts to 
invest in production.  

The resource sector not 
only suffers from lack of 
new entrants, but rapidly 
retiring older talent, as 
years of investment in 
share option schemes 
mature at prices that were unimaginable just a few years ago. Even if 
boards wished to invest, the talent base has diminished and this 
needs to be addressed in schools. The timescale for new mining 
developments has also expanded significantly. Where it used to take 
around seven years for a mine to reach production, it now takes 
twenty years, once all the ESG boxes are ticked, as customers need 
to know the environmental footprint of every ounce of extracted 
material appearing in finished products. In some developing 
countries, projects are delayed until the political backdrop improves, 
given the risk of nationalisation or tax hikes. Hard currency capital is 
then used sparingly, preferring instead to reinvest local revenues to 
fund capacity expansion, adding extra time while heeding lessons 
from the past. Planning conditions now frequently include energy 
self-sufficiency, which adds further cost and time. Little wonder that, 
despite the price of copper rising almost threefold over the past two 
years and its abundance, not a single new copper mining 
development has been announced. The services industry is equally 
constrained, suggesting that the broader sector is incapable of 
satisfying either new demand coming from energy transition or old 
demand for fossil fuels, while well depletion rates take their toll on 
production numbers. 

Few investors warm to the broad resource sector these days and this 
is apparent in the rating of related stocks which typically trade on 
single-digit multiples with high dividend yields, often supplemented by 
special payments and share buybacks.  Yet it is important not to 
become wedded to one opinion. The industry is stuck and for this 
reason I understand why some investment houses believe that we are 
on the cusp of a commodity super-cycle, where profits surge for an 
extended period. We know it will eventually end in pain and I know that 
this is the equivalent of playing with scorpions, rather than harmless 
newts, yet this may be a way to fight inflation headwinds albeit with 
similar consequences to kissing a toad.

Paul Crocker
INVESTMENT DIRECTOR


