
Crash Landing
After cheering investor spirits with a brief mid-summer 
rally, global financial markets subsequently sold off 
through to the start of October. 
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Equities, bonds, commodities, property, gold. All down. This is classic 
bear market stuff. A glimmer of hope occasionally pierces the gloom of 
relentless selling. But not often. Then, to cap it all, a good old-fashioned 
sterling crisis. We would almost feel nostalgic, were it not for the fact 
that so much of this feels man-made and unnecessary. A lunatic in the 
Kremlin, a tired octogenarian in the White House. And now, with 
markets crying out for stability, a gambler in the UK exchequer.

The madness continues at the most senior of levels. The Federal 
Reserve Bank, a bellwether for global monetary policy, singularly failed 
to act in 2021 when inflation was spiralling amidst the post-COVID-19 
euphoria. Now, faced with an alarming acceleration in the cost of living, 
interest rates are being quickly hiked in a desperate attempt to prevent 
things getting out of control. Too late, Mr. Powell.  Whilst the central 
bank rhetoric is soothing, the only thing likely to bring inflation down in 
the near-term is a recession. This is what equity markets, which typically 
forecast conditions several months into the future, are telling us. It 
might not feel like it now, but a proper slowdown is on the cards. 
Unemployment is rising, the housing market has reached a tipping point 
and the corporate body count is just beginning.

The irony is that by the time all of this reaches the real world, probably 
in the first quarter of 2023, markets may well have already started to 
recover. For the first time in many years, the shakeout has created 
opportunities, and not just in equities. The artificial compression of 
interest rates during the pandemic created a situation where cash and 
bonds simply could not compete with the attraction of the stock market. 
Now, short-term bond yields in the US and UK are over 4%, a near 
quadrupling of income in a breathtakingly short period of time. We have 
long advised avoiding the fixed interest market but even we have been 
surprised by the savagery of the accompanying price movements. 
Year-to-date, US Treasuries have lost 13% of their value; gilts are down 
by 27%. Sterling weakness has further harmed the UK’s dependence 
on the ‘kindness of strangers’. A US dollar investor in sterling bonds has 
lost 46% this year. These are (or used to be) ‘safe haven’ assets.

But now, at least, there are genuine alternatives. We expect portfolios 
to become increasingly balanced in a wider range of asset classes as 
the risks surrounding bond markets dissipate and yields improve. 
Although real returns are likely to remain non-existent in the near term 
as inflation recedes only frustratingly slowly, short-term bonds finally 
offer value. Parts of the equity market look appealing too, even if 
nobody can perfectly time the bottom. Interest rate sensitive sectors 
such as property have been especially hard hit, and dealing screens are 
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glowing red everywhere. But this is not a repeat of 2008. That was 
a banking crisis. Today, a more tightly regulated financial sector and 
a modestly indebted equity market presents less of an existential 
threat. We still expect some distress, as mortgage rates rise to 
unaffordable levels and banks and other lenders find themselves on 
the wrong side of fixed rate loans. But this crisis is all about higher 
interest rates and the fight against inflation, triggered by an entirely 
avoidable energy shock.

Meanwhile, the dark riders of the International Monetary Fund have 
landed on the shores of the UK. Those familiar with Turkish 
economic policy will be aware that the strategy of cutting interest 
rates to stimulate an economy riddled with inflation (the latest CPI 
print there was 80%) has not been a winning one: the Turkish lira 
has subsequently halved against the US dollar over the last year. It 
seems, though, that the UK is interested in following suit, with the 
newly installed Truss administration posting a ‘mini-budget’ of tax 
cuts and giveaways at a time when the country’s debt has never 
been higher. 

Currency markets are nothing if not dispassionate and regardless of 
one’s political colour, the post-mini-budget plunge in the value of 
sterling speaks for itself. To add insult to injury, the IMF is ‘closely 
monitoring’ developments in the UK, a headmaster-like expression 
which it usually reserves for errant emerging markets. Whilst 
currency markets are notorious for persistently over or 
under-shooting fair value, the Chancellor of the Exchequer’s 
position is now precarious. As a certain Margaret Thatcher would 
have told him (as he packed his bags), trying to buck the market is 
not and never has been a winning strategy, especially for politicians.
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Putin, Biden, Kwarteng and Powell out for a nice
day’s hack.



The Darned Truth
‘Who will take the promise that you don’t have to keep?  
Don’t look now, it ain’t you or me.’
(‘Don’t Look Now’, Creedence Clearwater Revival, 1969)

I would be lying if I said that I wasn’t going to make myself very 
unpopular in the next few minutes. With the cost of living 
increasing at a blistering pace, it might come as a very 
unpleasant surprise to suggest that we don’t pay enough for 
many goods and services, even now.  We should be shelling out 
for our shoes, coughing up for our clothes and upping the ante 
on our animals.  Not to mention those tangibles we enjoy 
consuming, throwing away and repurchasing on a regular basis.   
How seldom nowadays do we hear of ‘cobblers’ or ‘darning 
needles’ in conversations about our wardrobe? My husband 
might also bemoan the fact that the phrase ‘hill start’ no longer 
forms part of our automobile servicing experience (replaced by 
‘diagnostic testing’). We hardly give this a moment’s thought, 
distracted as we are by life’s frequent vicissitudes.

It was during the Spring of 2019, at a half-day seminar in 
London, when I first heard the phrase ‘uncosted negative 
externalities’.  Without further context or explanation, this sounds 
like a phrase taken straight out of ‘Minority Report’, but it refers 
to the additional costs, (largely to the environment but also to 
societies and health) which are mostly unaccounted for on a 
company’s balance sheet.  The words of Creedence quoted 
above were really supposed to reflect a ‘class war’ message that 
the rock stars and hippies had their fun on the back of the 
invisible sweat and toil of hard working farmers, miners and 
clothing makers.  Turning this on its head, it is probably true that, 
if it were not for the wealthier classes of Great Britain, we may 
never have developed rock or pop music at all, within the wider 
evolution of art and theatre.  The muse doesn’t tend to visit 
canaries in coal mines or pigs in pokes.  

Ironically, however, it is now the quotidian individual who is largely 
ignorant of the intricacies involved in the pursuit of ‘First World’ 
comfort, being heavily subsidised and largely unaware of the 
trouble this causes, further afield.  If anyone is in doubt about the 
logistics of manufacturing even the simplest of objects, I would 
invite you to read the free essay, ‘I Pencil’ by Leonard E. Read, 
first published in the December 1958 issue of ‘The Freeman’.  
The many aspects of Mr. Pencil’s creation remain accurate even 
today but makes it harder to believe that you can still buy a pack 
of 10 good ones (with eraser tips, to boot) for only £6.99 from 
WH Smith.

Take the various definitions of carbon emissions, as just one 
example (and often a favourite topic of Paul Crocker in this 
Briefing).  First came ‘ scope 1’, emissions which emanate from 
a company’s owned or controlled sources (for example, natural 
gas, fuel, refrigerants).  Then came ‘scope 2’, those emissions 
which currently account for at least a third of global greenhouse 
gasses, relating to purchased energy, such as electricity by a 
utility company, off-site.  Scope 3, on the other hand, covers all 
indirect emissions occurring within the value chain of a reporting 
company, which are neither controlled nor owned by the 
organisation.  Within that categorisation there are also 
‘upstream’ emissions, classified as indirect emissions within a 
company’s value chain related to purchased or acquired goods 

and services which are generated throughout the production 
cycle.  ‘Downstream’ emissions, by contrast, include indirect 
emissions within the value chain relating to sold goods and 
services which are emitted after they leave the company’s 
ownership and control.  

Essentially, ‘scope 3’ includes just about every other greenhouse 
gas within a company’s value chain.  Like the Chinese proverb, 
which claims that ‘the flapping of the wings of a butterfly can be 
felt on the other side of the world’, tracing the paths of scope 3, 
especially ‘downstream’, without the benefit of significant 
technological assistance, would be like trying to find the 
proverbial needle in a haystack.  Yet, trace them companies 
must, if they wish to meet increasingly tight environmental 
standards.  The same applies to other measurements, such as 
energy usage by third party suppliers, employment policies and 
pollution, to name but a few.  It subsequently doesn’t take a 
genius to understand that this added complexity is likely to 
benefit global companies which can facilitate such complicated 
measurement, including the French-listed automation and 
energy solutions specialist, Schneider Electric and a solid cabal 
of global utility companies which, springboarding off decades of 
expertise in measuring energy output, now also pride 
themselves in their ability to assess all manner of uncosted 
externalities.  Aligned with the capabilities of big data, 
aritificial intelligence and cloud computing, the nearly 
impossible becomes entirely possible.

Of course, if such externalities are increasingly measurable, they 
also become quantifiable in real money and someone has to pay 
for it all.  This might initially be borne by the state but that only 
serves to push the cost onto future generations in the form of an 
even greater national debt, encouraging a ‘boom and bust’ 
economy fuelled by fiscal instablity and currency volatility.  A 
promise to be kept by our grandchildren?  Hardly fair.  Perhaps 
we need to face an even more inconvenient truth: the pattern of 
our consumption must change once again; buying less and 
making what we do buy last longer.  It might be time to get 
reacquainted with a darning needle.
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Did someone say ‘hill start’?



Game Changers
I write this article as the ‘new boy’, having recently 
completed my first six months at FIM Capital Limited, 
this new opportunity following on the heels of 
significant life changes.    

Let me turn back the clock a little (two-and-a-bit years to be 
precise) to establish context and offer a relationship between 
change and investments, which is why I am here, after all.  In 
August 2020, I worked for a company which was about to be 
acquired. As a director who helped to establish this enterprise over 
an eight-year period, this change was necessary to secure the 
future of the business and its team.  As is often the case, the sale 
was followed by variations in culture, strategy and investment style 
which prompted my decision to make a change. Fortunately, an 
opportunity with FIM Capital Limited arose, providing a path 
around this challenge and securing the continuation of my career 
and aspirations. 

The next hurdle was my home. It was old, inefficient, shabby and 
failing to fulfil my needs but...it had so much potential. The 
required work, however, was not a lick of paint.  Over a period of 
thirteen months, I watched from rented accommodation as my 
home was demolished and rebuilt. At some stages this was 
bewildering, however after a great deal of change, I recently moved 
back into the property.  It is now meeting all my needs and fulfilling 
its potential. The experience was a massive learning curve, ending 
with the right result for the right reasons.  In both examples, there 
was clearly a situation that required attention. Both were important 
for professional and personal reasons. Ultimately, in some 
circumstances during one’s life, sizeable changes need to be 
made to continue to grow and follow one’s aspirations.

Reflecting these thoughts in the investment mirror, once again I will 
step back two years, when we were in the midst of a worldwide 
pandemic. Global interest rates were very much zero, inflation was 
a side-note, quantitative easing (QE) was still in play. We also had 
a stable geopolitical environment and the future world, post QE 
and pandemic, was pointing towards normality. The FTSE 100 was 
at 5,800, Brent Crude at $40, the dollar at $1.32 against the 
pound, the UK base rate at 0.1% and UK headline inflation at 
0.5%. Fast forward to today and the FTSE 100 is at 6,928 
(+17.5%), Brent at $88 (+114%), cable at $1.08 (-16% against 
sterling), the UK base rate at 2.25% (+2,150%) and UK CPI at 
8.6% (+1,620%). These figures have settled down a little from 
even more extreme levels (e.g. UK CPI at 10.1%). Global statistics 
are remarkably comparable and outside of the US dollar, very few 
currencies have appreciated.

At the start of 2022, the plan was to manage the world back to 
relative normality with sound monetary and fiscal policy via a 
consensus ‘Goldilocks’ (not too hot, not too cold) scenario. Global 
change was needed to correct debt levels and reduce central bank 
balance sheets while also keeping growth reasonable and volatility 
low. So what happened in 2022?  The word ‘change’ took on a 
whole new meaning when Vladimir Putin invaded Ukraine on the 
24th February. His abominable action introduced ‘unknown’ 
turbulences into a relatively smooth flight path, with uncertain 
outcomes. Initially, many thought that the invasion would be short 
lived, however it has dragged on, with greater implications for the 
global economy. Once matters looked longer term, change was 

required by governments, 
consumers, and companies, in 
order to protect what they had 
whilst mitigating damage.

This tectonic shift in the size and 
cadence of many market 
influences quickly impacted 
inflation levels, in turn requiring 
swift changes to fiscal and 
monetary policy, international 
transactions, supply, demand, 
sanctions and more.  Naturally, 
this prompts us to re-evaluate 
our investment goals and time 
horizons.  At a personal level, 
despite the recent setbacks, 
mine remain unchanged, so I’m 
happy to buy more high-quality 
assets while prices are relatively 
cheap.  For investors who have 
accumulated higher than 
required cash holdings, this 
turbulence represents a good opportunity to seek better real returns 
after inflation.  This is a good time to take advantage of some 
excellent value in bond and equity markets, while simultaneously 
being conscious of diversification, risk and time frame. 

The largest ramifications of Russia’s actions have been severely 
disrupted global energy supplies (particularly affecting Europe) and 
global food supplies, exacerbated further by rolling Covid 
lockdowns in China and low water levels on the Rhine.  Low supply 
and high demand have pushed prices higher across a wide 
spectrum of items, including food, shelter, travel and heating, 
resulting in much higher inflation than any central banker thought 
possible or wished to tolerate. Temporary inflation became ‘sticky’, 
while unanticipated ‘catch up’ interest rate rises now clash with 
recessionary forecasts, the latter already being a technical reality 
in several countries. All this, on the back of very tight labour markets.

Looking back through history, there have been similar situations 
however possibly not where so many forces have impacted the 
market in sync.  When looking at markets, one can unequivocally 
see that they are seeking longer-term stability with very little 
shorter-term confidence.  As we enter the fourth quarter of 2022, 
therefore, one must ask the question, ‘is there a reason to expect 
significant further changes’?  If the answer is ‘no’, one should hold 
fast to their longer-term strategy which will ultimately benefit from 
the stabilisation and recovery of markets, exchange rates, energy 
prices, supply chains, consumer activity and investment returns.  
As demand and inflation start to cool and we potentially see 
central bank rates roll over, we should see that light at the end of 
the [2022] tunnel we’ve been waiting for.  Change can be tough, 
but the rewards, far greater. 

David Bushe
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More than a lick of paint...
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The Great Re-set
Over this past year, there has been a steady stream of 
news which will remain embedded in our memory.  In years 
to come, we will look upon this either as an experience or 
as a scar. 

There are several more chapters to be written about the war in Ukraine, 
whilst the passing of Queen Elizabeth II and her funeral was, for many, 
the ultimate experience of her reign. This completes a chapter, as does 
the end of the pandemic. Events currently driving capital markets are 
likely to leave flesh wounds from bad judgement calls, especially now 
that long duration assets have hit a brick wall after years of falling 
interest rate tailwinds. There is currently a generation which has never 
experienced a market rotation and emotions must transition from 
complacency to concern and then to inevitable capitulation, leaving the 
necessary scar. All experienced managers have them and it forms part 
of a hard learning process, when assets such as property or 
cryptocurrencies fall, having previously believed that ‘it’s different this 
time’.  We do become wiser.  Investors, long in tooth, or who are 
acquainted with economic history, know it’s never different, it’s just a 
matter of time because economic and market cycles are part of the 
DNA of the capitalist society in which we all participate.  This also 
means that there is nowhere palatable to hide during such times. Who 
in their right senses would relocate to North Korea, the only true 
escape? Interest rates dictate the prices applied to the capitalist 
system, ultimately determining our financial decisions.  Taking these to 
almost zero has caused massive global distortions and this process 
must normalise, yet it is difficult to believe that this can be completed 
without pain, when the Federal Reserve is in the driving seat.  What is 
happening is not a minor setback, but the great ‘re-set’, the end of a 
deflationary global trade tailwind and the free money experiment.

The reversal of globalisation, war, climate change, energy or food 
shortages and the tech revolution pale into insignificance compared to 
the actions of the Federal Reserve.  It all started two years ago, when it 
became reactive rather than proactive on inflation, subsequently 
underestimating the inflationary pressures it faced and falling behind 
the curve. If it were any other country, the consequences would be 
local, given that this is the world’s first reserve currency and while the 
impact has been worldwide, domestic considerations still take 
precedence. Should investors lose confidence in the US dollar, its 
status would be lost and the cost of funding the US deficit would soar. 
Indeed, it would finish America, but their backs are already against the 
wall. The US weaponised the dollar when the Ukraine war started, 
which will lead to it being bypassed as the trading and investment 
currency between China and Russia. China has already announced 
plans to offload its dollar bond positions as they mature but who will 
buy? The Fed’s decisions directly impact what is earned on deposit or 
paid in interest, which, in turn, determines lifestyles, jobs and business 
decisions. It is both right and proper that we should question its 
actions, given that its incompetence will create pain for many.    

Everyone knows that once inflation becomes embedded, it can be 
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problematic, so why have 
central banks allowed inflation 
to surge? The answer is simple.  
Their computer-generated 
models were not relevant to a 
world of deglobalisation, 
geopolitical risks, disrupted 
supply chains and massive 
state handouts, all leading to 
rising inflation.  The data output 
here should have been ignored 
and overridden by human intuition and experience, yet, who dares say ‘no’ 
when the computer says ‘yes’?  Those nine people who sit on the FOMC are 
arguably the most powerful in the world and they are supported by hundreds 
of economists. They all know now that inflation is out of control and that they 
must drag the US economy into recession, regardless of the fact that their 
actions are potentially catastrophic elsewhere.

From an investor’s perspective, there are two key lessons from the past that 
we should heed.  The first is that we should be prepared for ongoing volatility, 
not measured in months but in years, driven by repeated inflation 
aftershocks. The second is that most global market crashes start with Fed 
tightening.

Finishing on a positive note, bear markets typically last a year and 
markets usually fall by around 30%, therefore we are not far from this 
point at present, especially when some stocks are already heavily 
oversold.  Stocks were at all-time highs twelve months after the ‘87 
crash, although that was not caused by an inflationary shock. It is time to 
start buying, but not necessarily the winners of the past decades.  It’s 
those overlooked stocks and sectors which are not burdened with debt 
which perhaps represent the best value*. Money is going to have a real 
cost, and this will undermine many business models and property values, 
whilst supporting more capital-intensive models.  Investors may struggle 
to make money out of expensive stocks, as they did in the 1970s, when 
US equities grew both earnings and dividends faster than the rate of 
inflation, yet lost 75% of their value because investors overpaid. 
Valuations are going to matter most in the future, as the global economy 
undergoes the re-set. The younger generation will benefit most, being 
able to buy cheaper houses whilst commanding inflation-busting pay 
rises.  Retirees should also benefit, buying bonds with real yields, as 
income generation drives portfolio returns once again. On the other hand, 
those who bought property as a retirement investment, sought out bond 
surrogates or assets dependent on cheap leverage, may have a problem. 
This is not uncharted territory, just a massive re-set, which we forgot was 
possible. There is no need to panic or sell, just rotate, as the foundation 
stones are laid for the next bull market.

Paul Crocker
INVESTMENT DIRECTOR

*The editor notes that Paul Crocker has ‘skin in the game’ and is 100% 
invested in good-value equities.


