
The Fourth Wall
The approval of vaccines to counter the misery of 
COVID-19 has driven equity markets higher into the New 
Year as a hint of, whisper it, ‘normality’ can be glimpsed on 
the horizon.
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At the eleventh hour, a Brexit deal has been cobbled together, 
despite the predictable rearguard action by the French. Smashed 
crockery in the White House is being swept away to prepare for an 
altogether different president. The world seems a little calmer, even 
if many are still locked down as the infernal virus mutates into more 
contagious forms. 

In times of crisis, innovation speeds up, necessity being the mother 
of invention. What may ordinarily take several years to develop can 
be achieved at warp speed as budgets are freed up and red tape 
loosened. Genius is allowed to flourish, hence the astonishing 
speed at which vaccines have been produced as professional, 
corporate, and international barriers have melted away. 

After such a tumultuous year, predicting the short-term direction of 
the market is unusually perilous. Like the advancement of science, 
equity markets too have been compressed and grouped into 
winners and losers in a relatively short period of time. The 
ebullience surrounding the share price performance of the likes of 
Microsoft and Amazon, for example, contrasts with the collapse of 
numerous shops and other businesses for whom lockdowns were 
simply the final straw.

Some things we do know. Firstly, the pandemic has cost the world 
a lot of money and that debt is going to take many years to pay off. 
Thankfully, interest rates are ultra low and likely to remain so for the 
foreseeable future. For governments and strong businesses, raising 
capital has never been as easy, or as cheap. Equity markets still 
have plenty of support, therefore, but governments will need to 
raise money from somewhere and rich companies and investors 
will be in their cross-hairs. Taxes will rise in 2021.

Secondly, the value of traditional currencies such as the Dollar has 
been eroded by the massive expansion of government debt. This 
explains, in part, the current popularity of cryptocurrencies, but real 
assets (i.e., not cash) have, by and large, all been in demand as a 
consequence of the money printing, and will remain so in 2021. 
There is no alternative (TINA), as Mary is fond of reminding us.

Thirdly, the precipitous fall in equity markets in the first quarter of 
2020 was mirrored by the fall in corporate bond markets. The 
alignment of these two asset classes highlights the difficulty faced 
by modern investors in capturing genuine portfolio diversification. 
Historically, this has been achieved by holding government bonds 
to balance equity exposure. But low interest rates and quantitative 
easing have distorted the market to the extent that the paltry few 
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basis points left on offer from government bonds could be 
wiped out in an instant with a burst of inflation.  This is a 
particular problem for those dependent on their portfolio to 
generate a secure income, such as pension funds. Equities and 
TINA again, then.  

Fourthly, at some point, parts of the economy which have been 
savaged by lockdowns will come back to life. The obvious 
beneficiaries are travel companies and parts of the hospitality 
industry. There will, however, be serious capacity constraints 
everywhere as mothballed businesses and borders re-open. It 
will take time, as well, for the likes of airlines and airports to 
restore services to anything like pre-pandemic levels. In the 
meantime, margins will remain precariously thin. This is far from 
a one-way bet.

The equity market will, therefore, remain sharply divided 
between winners and losers. It is tempting to look for deep 
value in companies whose immediate prospects were 
devastated by the pandemic. In many of these instances, 
though, COVID-19 was an accelerant but not the cause. Going 
back to the theme of compression, the trends which defined 
2020 will not just disappear as the world comes back to life. 
Technology and biotechnology are, for example, going through 
the early phases of an extraordinary period of growth. It is 
unlikely that, over the medium and long term, returns in these 
sectors will be below the market average, even if valuations 
currently seem uncomfortably high.  

The title of ‘The Fourth Wall’ refers to the imaginary screen 
separating actors from their audience. Thanks to social 
distancing and lockdowns, many of us have been obliged to 
become actors on Zoom, Teams, and the like in 2020. 
Impressive as this technology is, for most of us it can never 
replace the dynamic of physical meetings. We all look forward, 
therefore, to the time when we can turn off the camera and 
resume our face to face meetings. With luck and some careful 
planning, this could be in 2021. While we wait, we wish all of 
our readers a happy, peaceful, long-equity and, hopefully, 
pandemic-free year.
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The Devil Take The Hindmost
As if my family didn’t already have enough evidence of my 
nerdiness.  Towards the end of a recent domestic viewing of the 
Bond movie ‘Goldeneye’, there is a high-wire chase in ‘Cuba’ 
between Bond (Pierce Brosnan) and the baddie, Marcus 
Trevelyan, played by Sean Bean who (yet again) dies in style, 
plunging to his death in the arc of a giant dish which was 
supposed to activate a villinous electromagnetic weapon of mass 
destruction.  At this point, I enthusastically exclaimed that this is 
actually the Arecibo Observatory in Puerto Rico, the world’s largest 
single-aperature telescope for over 50 years, only surpassed by 
China in 2016.  Faced with ‘the paddle of rebuke’* from my sons, 
I zipped it for the remainder of the film.  I’m not usually 
sentimental about mechanical things but as a young girl with 
more than a passing interest in Astronomy, this radio telescope 
caught my imagination.  I marvelled at its 1,000ft dish, 
suspended over a natural sinkhole in the depths of the Puerto 
Rican jungle by enormous supporting towers.  Arecibo also 
illuminated the darkness of our universe, revealing many things 
(the first pulsar in a binary system which confirmed Einstein’s 
theory of general relativity, for example).  Clearly, far worse things 
saddened our hearts in 2020, yet mine sank a little further on that 
day in November, when the US National Science Foundation 
decided, for valid safety reasons, to decommission the telescope 
permanently.  As if it knew its own fate, part of the structure 
subsequently collapsed on 1st December.  

While it faced its final demise in 2020, Arecibo’s technology had 
already been superseded by generations of radio astronomy, 
notwithstanding the Five-hundred-meter Aperture Spherical 
Telescope (FAST) in southwest China, one of many radio eyes on 
the universe around us.  The world had moved on from Arecibo, 
seemingly in the blink of an eye.  Another advancement which 
grabbed my attention late last year was Alphabet’s artificial 
intelligence programme, ‘Deep Mind’, which developed a piece of 
software to quickly and accurately predict the structure of 
proteins, solving a 50-year-old ‘grand challenge’ to significantly 
increase understanding of disease and drug development.  Not 
being a doctor, I didn’t realise that nearly all diseases, including 
cancer, relate to how proteins function.  In a world of COVID-19, 
we also realised that necessity was, after all, the mother of 
invention and we now have mRNA technology being applied not 
only to vaccine development but in the fight against ovarian 
cancer and myocardial ischemia, the latter being a key factor in 
coronary heart disease, the world’s leading cause of death which 
kills around 7.2m people each year.

While these are heartening developments, they serve to remind us 
creaky old investment managers that the march of technology is 
never-ending and during crisis periods such as this one, that pace 
is more like the Charge of the Light Brigade.  Unlike the third 
sector, us capitalists have a fiduciary duty to avoid the laggards, 
so companies which rely on technological advancement to drive 
their margins and revenues must constantly reinvest in 
themselves.  This causes problems with a traditional method of 
valuation, the price-to-earnings ratio, as reinvestment is often 
classified as a cost, rather than an asset for accounting purposes.  
As a witness to the dot-com bubble, the disintegration of which 
cost me my job, I am only too well aware of how high PE ratios 
were ‘justified’ for companies with little or no earnings.  Our 
generation of investment professionals still bites its lip at the 
mention of ‘intangibles’ and ‘goodwill’ as a factor of equity 
valuation.  Yet, here we are in 2021.  Today’s world is alien to 

2003, the year after Sony made its last Betamax video recorder 
and four years before the first iPhone was launched.  Like a small 
child growing into their elder sibling’s hand-me-downs, the cut of 
the technology sector finally fits just right.  This doesn’t stop us 
from squirming quietly, however, when we see traditional valuation 
methods quantifying companies’ potential future growth. Tesla 
now trades at a forward PE of 158 times (against a 28x multiple 
for the broader US market) while the cloud services and online 
retail giant, Amazon, is but a steal at 60 times its future earnings.  
With the advent of retail investor day-trading, aided (ironically) by 
technology and the subsequent birth of easy-access sites like 
Robinhood and eToro, I suspect that there is more than a flimsy 
factor of FOMO driving certain multiples, a sentiment crystallised 
by Tesla’s CEO, Elon Musk, who tweeted last year that his 
company’s shares were ‘too high imo’. 

Technology is not the only sector flanking a galloping cavalry.  A 
score of companies either slashed their dividends or suspended 
share buyback programmes in 2020 (see my next article) and 
where liberated cash flows were not used to plug COVID-related 
revenue gaps, they were ploughed into accelerated investment 
programmes, attempting to catch either the sudden 
transformation from analogue to digital, fossil fuel to green 
energy, eating out to stay-at-home or bricks-and-mortar to 
e-commerce.  While conspiracy theorists continue to expound the 
idea that the COVID-19 pandemic was a hoax, designed to ‘reset’ 
the world in a pan-global power-grab, technology companies have 
used this pandemic as an opportunity to ‘re-set’ their own balance 
sheets, realising that, in the world of capitalism, failure to invest 
in a pricey business model risks leaving the cavalry charge behind 
and the devil snapping at their heels.
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Sleeping Beauties
Still on the subject of movies, one of my childhood 
favourites was the Walt Disney version of the fairy tale, 
‘Sleeping Beauty’.  

This was a good old-fashioned victory of love over hatred (and 
scary dragons), with one delightful moment, as Prince Phillip 
bestows upon Princess Aurora the kiss of true love and a castle 
gradually awakens.  You might wonder how on earth I could 
possibly compare this to the UK equity market in 2020, which 
has offered investors more maleficence than fairy dust.  
Hoarding cash in the face of the pandemic, UK companies 
halved their pay-outs by the end of the third quarter last year, 
compared to the same period in 2019.  While a dearth of 
dividends may seem inconsequential during a year of 
extraordinary human hardship, it nevertheless left high and dry 
many pensioners who relied on these payments in the absence 
of deposit interest.   Like Maleficent’s evil spell, a pall was cast 
over a previously-reliable source of income and just as the good 
fairies downgraded the curse of Aurora’s death to a long sleep, 
dividend destruction was accompanied by a promise: that in 
certain situations, payments would eventually be restored.

Having received a green light from the Bank of England, UK bank 
shareholders still await that fateful day and let’s hope it’s not 
when HRH Princess Charlotte of Cambridge turns sixteen.  In the 
meantime, a number of companies outside the finance sector 
have restored dividends with additional interim payments, 
including the packaging company, Smurfit Kappa PLC and the 
distribution specialist, Bunzl PLC, while some UK property 
specialists, such as LXi REIT and Tritax Big Box REIT are 
quickly catching up.

In the manner of bold Prince Phillip, there are also companies 
seizing their magical Sword of Truth and Shield of Virtue, taking 
this extraordinary opportunity to cut payouts more permanently 
and hacking away the thorns of complacency from their future.  
All too often in the past, we have seen companies remain in 
thrall to high-profile equity-income funds, keen to be a ‘top 10’ 
shareholding. This typically meant committing to dividend growth 
which outstripped earnings, ultimately imperilling the payout.  In 
some instances, this left balance sheets burdened with 
significant debts, used to plug the lesions which inevitably 
appeared in cash flows. For several years now at FIM Capital, we 
have sought to diversify our equity income exposure more 
globally, recognising that dividend cover within the FTSE100 was 
precarious and that investors relied upon it too heavily for 
income.  With hindsight, this shift towards a global mandate has 
been to our clients’ benefit so far but what about UK equities 
now?  The advantages of a huge dividend fire sale might seem 
less obvious to those currently grasping painful thorns.

As the global economy starts its long climb back from the meteoric 
impact of rolling lockdowns, I suspect the words ‘creative destruction’ 
will feature more frequently.  For shareholders in UK equities with 
diminished dividends, this may mean the ultimate sacrifice of an 
outsized payment in favour of a leap of faith, as companies are 
entrusted to redirect cash flows towards future investment.  Shock, 
horror.  As veteran investors know, this option is not without significant 
potential execution risk.  Some years ago, Vodafone went on a largely 
earnings-depletive acquisition binge to the detriment of its share 
price and balance sheet, while others, such as Tesco PLC and 

HSBC made equally disastrous acquisitions in the US with Fresh 
& (not so) Easy and Household International respectively.  

We previously suggested that a dividend is a ‘bird in the hand’; 
often preferable to its expensive, complicated counterpart, 
which sings sweetly from deep within the briar but with a broken 
wing and a few missing feathers.  Yet in 2021 we are committed 
to following some of our companies down this other path, 
knowing that the option to continue paying large dividends 
presents an even greater risk in the face of a rapidly-changing 
world.  One such example is the UK’s largest oil company, Royal 
Dutch Shell PLC. Shell’s green mission statement, announced 
in 2016, was met with scepticism by the market, given that the 
company’s free cash flow was fully engaged in pulling an 
enormous annual dividend out of a magic hat.  Having culled its 
payment by two thirds last year, its shares still yield a 
respectable 3.5% and dividends are growing again.  In the 
depths of the crisis, Shell took aggressive action to shift capital 
expenditures towards its most profitable segments and 
continued investment in renewable energy projects, ranging 
from solar power to biofuels.  As a result, it stands some chance 
of meeting promised carbon reduction targets before hell 
freezes over (or 2060, whichever comes first).

Less visible to the financial media is the FTSE All-Share member 
and payment services company, PayPoint PLC, previously a big 
dividend payer but one which failed to keep pace with the 
inexorable shift away from cash.  The market rewarded it with a 
weak share price and a valuation more befitting Tesco than 
Fiserv.   As COVID rules fed a cashless society, PayPoint found 
itself bringing up the rear, prompting management to cut the 
dividend by approximately one-third, halting a previous 
programme of generous special dividends and making profitable 
disposals. It also redirected its strong cash flows towards 
carefully integrated acquisitions while still rewarding 
shareholders with a 5% dividend yield.  Having spied the digital 
wood for the analogue trees, PayPoint now stands a better 
chance of preserving its cash flows, high margins and a balance 
sheet which bears very little debt.  While 2020 was a thorny 
path for income-seekers, en route, they may well have 
witnessed the awakening of some sleeping beauties.
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Bridging the gap: Fairy dust...or cash flows?
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Nowt About
There is nothing like a plain-speaking Yorkshireman to provide a dose 
of common sense. Show jumping legend, Harvey Smith, is reputed to 
have said ‘you never earn owt out of what you know nowt about’ 
which rules out a cryptocurrency update from me, at least.  This 
aside, however, how can an individual create wealth? 

A bit of ‘Lady Luck’ in betting is one answer, improving the odds with 
a little knowledge, perhaps, but one must question whether the 
return justifies the risk, a rule universally applicable to investing. One 
must also consider whether to pursue a single opportunity or whether 
to diversify risk over a longer time frame. I have lost count of the 
number of people who received speculative share tips which went 
wrong, putting them off investing for life. As a trainee broker, I recall a 
client seeking to invest in a zombie company called Rotaprint. Trading 
at around 6p, they wanted my thoughts. In those days, we would 
review the Extel card, which provided a snapshot of the company and 
its financial predicament.  On this occasion, it did not read well, so I 
discouraged the client. A few weeks later they returned, however, 
demanding to see me. The shares had doubled and several expletives 
were used to describe my prior advice. A bundle of cash was placed 
on the counter (quite acceptable in those days) and I promptly 
scuttled upstairs to execute the trade. The client left a short time later 
but was never seen again, as the shares were suspended shortly 
afterwards, pending clarification of the company’s financial position. 
It had gone bust.  

There is no quick or sustainable way to make money unless luck is 
consistently on your side. The boom we are experiencing in certain 
tech stocks and IPOs seems unsustainable but could continue for 
some time.  Once commentators start justifying a rating based on 
price-to-sales ratios (because it’s a growth stock) or suggesting that 
‘this time is different’, alarm bells should be ringing. Good luck to 
anyone attempting to borrow against a price-to-sales ratio, as such 
companies must either quickly return a profit or be dependent on 
further stock issuance, diluting their original shareholder base. Fine, if 
the market is booming but more difficult if sentiment is deteriorating.   
For anyone under the age of thirty, the dotcom bubble is market 
history, yet for those of us around at the time, they were crazy days. 
VA Linux (LNUX) came to the market via an IPO on the 9 December 
1999 at $30 and surged to $239 within a day. Its name dominated 
NASDAQ over the turn of the century, yet a year later, it traded at $9. 
Those who made money at the time commanded heroic publicity, but 
have long since been forgotten. Indeed, the only person I can 
remember is Bernie Ebbers, CEO of WorldCom, a $180bn company. 
Today there is no sign of him either, spending his final years in jail for 
fraud. Could Nikola turn out to be the 2020 equivalent? 

Robinhood investors are the ‘heroes’ of our time. How can we 
possibly suggest that they do not know what they are doing, when 
they have made massive gains on the likes of Tesla, sitting tight in 
anticipation of ever greater returns? My gains are pitiful by 
comparison but that is because I have the scars of experience.  There 
is no excuse for making the same mistake twice; once is bad enough. 
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Today, momentum matters, valuation seems irrelevant and there is a 
seemingly boundless belief in Elon Musk’s talent. Shareholders believe 
that incumbents will fall by the wayside in the same way that the Red 
Sea parted for Moses, but experienced investors are more sceptical, 
knowing that only a great company can justify an extortionate rating. 
George Muzinich, a corporate credit guru with decades of experience 
and the founder of New York-based Muzinich & Co., describes the 
current environment as ‘living in Disneyworld’; an artificial construct 
devoid of reality. Who can disagree?  The money printing presses are 
rolling, day and night, providing ever greater amounts of liquidity, 
resulting in selective but sometimes irrational euphoria. Often, Muzinich 
light-heartedly suggests that he is only just coming to the end of his 
apprenticeship in an industry where we repeatedly try to achieve 
credible returns, yet are bombarded by the unexpected. 

Capital markets are a wonderfully accessible means for everyone to 
make money, even with modest monthly subscriptions.  Retaining 
those gains, however, is a key challenge.  That is why an understanding 
of compounding and a modicum of patience are the two most 
important attributes of an investment manager, while diversification 
offers a strong third defence. From my own experience, I believe there 
are two simple approaches to investment: either seeking growth from a 
broad range of assets knowing that there will be winners and losers or 
focusing on a diversified income stream which can then be reinvested. 
Twenty years ago, I would have opted for the former.  Now, with several 
more market cycles under my belt, I would favour the latter, 
appreciating that it is difficult to make money by backing every horse in 
a race. An income stream keeps all options open, as the cash flow can 
be reinvested. If you are seeking a target return of 7% per annum and 
half of this might be underpinned by income, why take the extra risk? 
The odds of beating other strategies over the short term might be 
reduced but this is a long game and I suspect this is why I’ve never 
heard anything about JD Rockefeller’s insomnia.  
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Sweet dreams for Harvey, George and John.


