
Suspension Of Disbelief
“We shall not cease from exploration
And the end of all our exploring
Will be to arrive where we started
And know the place for the first time.”

(T. S. Eliot, “Little Gidding - Four Quartets”, 1942)
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The stock market, frequently an enigma, has played a blinder. As 
countries around the world queue up to report their worst ever 
falls in economic growth, equities have been rising. From the 
pandemic equivalent of ground zero in late March, in sterling 
terms, global equities have risen by over 25%. We are almost 
back to where we started at the beginning of the year.

But no cure has yet been found for the COVID-19 supervirus, no 
miracle panacea, no wonder drug.  Surely the stock market 
should be down and out, routed, flattened. Worn down by the 
prospect of what lies ahead. Instead, the equity rally seems to 
resemble fake crowd noise at newly televised football matches, 
piped in to recreate normality.

It is not, however, background commotion which has driven the 
market recovery, but money, and lots of it. Since the crisis 
began, the Federal Reserve Bank has injected nearly $3 trillion 
into the economy, buying up fixed interest securities in a show of 
strength unparalleled in history. In co-ordination with other 
central banks, the Fed has also cut interest rates (nearly to 
zero). The cost of this action will be felt for years to come, but 
the prospect of ultra-low rates for the foreseeable future has 
driven parts of the stock market to eye-wateringly high levels. 
But this may well be the new norm and, if so, we need to get 
used to it. 

What we have witnessed over the last few months has been an 
unstoppable surge towards trends which may otherwise have 
taken years to develop. Shopping centres have closed, 
e-commerce is booming; the climate is a little greener; new 
drugs are being developed; offices are emptier, technology is 
advancing.  Zoom, a hitherto obscure tech stock is now worth 
nearly as much as BP, once a stockmarket titan. 

Fundamental analysis is a primary component of any 
professional investor’s toolkit, but it needs to be constantly 
adapted to meet modern times.  This means embracing 
technology (now one fifth of the world equity index) and 
ruthlessly culling companies which have lost their relevance in 
the post-coronavirus world. As we enter the third quarter of the 
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COVID19.  Whichever way you throw it, it will stand.

year (and the anticipated bloodbath of Q2 results), the tide 
is rapidly ebbing and many are looking somewhat exposed, 
including the Berkshire Hathaway chairman himself.

The crisis has also put paid to the long-term dividend 
aspirations of nearly half of the UK stock market. By the end 
of the first quarter of 2020, nearly £24bn of income had 
been scrapped with the promise of more to follow. Many of 
the dividend cutters used COVID-19 to save face but, in 
practice, some could barely afford to fund their dividends 
anyway, even before the pandemic. 

This, then, is the perfect environment for stockpickers to 
flourish. Unlike the last ten or so years, we do not expect the 
wider stockmarket to be anything like as easy going forward. 
The race to find potential winners and losers for the next 
generation has accelerated. Yes, it requires disciplined 
investment analysis, but it also requires confidence and 
imagination to look through a set of accounts to visualise the 
potential value of a company over the next few years. So fast 
is the world moving, that the best performer in your portfolio 
over the next 5 years may not have been invented yet.
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The Third Way

Judging by Netflix’s subscriber numbers, the US-listed video 
streaming service which added 15.8 new subscribers globally 
during the first quarter of 2020, we were not the only ones 
indulging our new-found “lockdown” boredom by goggling at the 
box.  It wasn’t all misspent time, however, as our sons were 
willingly educated in movie classics over the past three months, 
including a streak of Hitchcock, a love affair with Audrey Hepburn 
(“Roman Holiday”, “Breakfast at Tiffany’s”) and a brace of 
comedies, including the quirky 1967 romance, “Barefoot in the 
Park”, based on the 1963 play by Neil Simon.  Oh how we 
laughed.....although not always at the comic farce.  Near the 
beginning, Paul Bratter (Robert Redford) complains to his new 
wife, Corie (Jane Fonda) that their honeymoon at The Plaza was 
costing him $30 per night.  Our sniggers elicited confused looks 
from the younger of our teenage sons, who has yet to stomach the 
cost of a hotel room in 2020........ (and certainly won’t this year). 

As another US comic writer, Robert Orben, once suggested, 
“inflation is the crabgrass in your savings” and words used to 
describe its deleterious effects on savings and the cost of goods 
are often synonymous with the moves of a silent assassin.  From 
both sides of the economics fence, the Keynsians and the 
Monetarists watched agog at the sheer scale of fiscal and 
monetary largesse unleashed, kraken-like, by global governments 
and central banks in the wake of COVID lockdown, the full scale of 
which has been captured in the above graph.  Note, by 
comparison, the mere splash of cash in the aftermath of the GFC 
in 2008-9 (circled).  In the past three months, the ECB has 
expanded its emergency bond buying programme by a further 
€750bn, having already hoovered up nearly €2bn of (mainly) 
European sovereign bonds in five years, a move still being 
challenged by Germany’s constitutional court.  Across the 
Channel, the Bank of England recently added another £100bn to 
its QE pot, now totalling £745bn and expected to grow by another 
£250bn in the next twelve months.  Past-masters of this dark art, 
the Bank of Japan, ramped up its purchase of equities and could 
soon own over a fifth of many large Japanese companies.  If other 
central banks follow suit, this smacks of nationalisation via the 
back door (let alone UK Chancellor, Rishi Sunak’s “Project Birch”, 
which proposes part-nationalisation via the front door with a 
battering ram).  The railways today, Rolls-Royce tomorrow.   These 
numbers seem but a trifle, compared to a $1.7trn expansion of 
America’s monetary base, the Federal Reserve adding junk bonds 
to the balance sheet.  Quoting another (Irish) comedian, Tommy 
Tiernan, from 2011, “it’s not even a number, it’s just a noise.”

Having prevented a 1930s-style recession after the Great 
Financial Crisis in 2008,  central bank creation of money 
“ex-nihilo” (out of thin air) countered a massive contraction in the 
broader money supply caused by an equally substantial shrinkage 
of expenditure by households and companies, inflation therefore 
remaining low.  Monetarists argued, however, that massive QE 
stimulus did not lead to an equally huge increase in money supply 
growth because credit growth (bank lending) was weak, as 
regulators ordered banks to rebuild capital buffers.  Wage growth 
did not take off because employees were working for longer into 
retirement and automation continued apace.  Meanwhile the 
gradual evolution of globalisation and regionalisation (and the 
manufacture of subsequent cheap goods) depressed consumer prices.  

With the Federal Reserve forecasting a year-end US 
unemployment rate of 9.3% and a 6.5% contraction in full-year 
GDP, mirrored by much of the developed world, this does not bode 
well for aggregate demand.  Banks are better capitalised than in 
2008 but given that default rates are likely to rise, will they be 
willing to lend?  The Fed has already warned US banks to protect 
their balance sheets by suspending share buybacks and capping 
dividends.  Workplace demographics remain relatively unchanged 
since 2008-9 (retirement coming later and automation likely to 
increase post-COVID) and while everyone is peeved at China 
because of coronavirus/IP theft/bashing Indian soldiers (delete as 
appropriate), the reversal of globalisation which was was already 
in motion post-GFC, is accelerating towards “regionalisation” 
post-COVID.  This may eventually result in a higher cost of goods 
but only if prices are impervious to weaker aggregate demand.  At 
the risk of getting splinters in an embarrassing part of my 
anatomy, there is scope for both near-term deflationary forces to 
take hold and a longer-term inflationary surprise.  There are two 
key pieces of advice to remember when deciding on which side of 
that splintery fence to fall.  The first is: “don’t fight the Fed” and 
the second is encapsulated by Herbert’s wise words above.  With  
global debt rising to levels last seen at the end of WWII, wouldn’t 
it be tempting to repay some of our national bills that third way?  
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“There are only three ways to meet the unpaid bills of a nation.  The first is taxation.  The second is repudation. 
The third is inflation.” (Herbert Hoover, 31st US President, 1874-1964).
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“It’s just a noise.” (Tommy Tiernan, 2011)



Time Immaterial

When I first heard of the watery demise of Edward Colston’s 
graffiti-covered statue in Bristol harbour, toppled from its plinth 
and rolled down Colston Avenue, my first concern (perhaps 
inappropriately) was for another sculpture which I hoped would 
survive the post-COVID culling: a bronze equestrian beauty 
called “Physical Energy” in Kensington Gardens.  My London 
business trips sometimes include an early morning run and 
achieving that magic 5K would involve a heavy plod up Lancaster 
Walk towards this glorious silhouette in the early dawn: a man on 
a horse, shielding his eyes from the (yet unrisen) sun, seeking 
“the still unachieved in the domain of material things”, according 
to its creator, George Frederic Watts. I always felt invigorated by 
its presence at the start of the day (or maybe it was the 
endorphins).  This statue is a second copy of the original, which 
was cast in 1902 and adorns the Rhodes Memorial on Devil’s 
Peak, above Groote Schuur near Cape Town in South Africa.  
Having also heard that campaigners were once again calling for 
the removal of the statue of Cecil Rhodes at Oriel College, 
Oxford, as a symbol of imperialism and racism, I feared the worst 
for my lovely bronze horseman in Hyde Park.  The best I could 
hope for was an innocuously-placed traffic cone of protest, as 
often undeservingly bedecks the bronze bonce of a local Manx 
scholar, T.E. Brown (usually after a lively Friday night in Douglas).  

Watts created “Physical Energy” as an allegory of humanity’s 
ceaseless struggle for improvement, a topic which has come 
under fire in the wake of the coronavirus pandemic and 
subsequent “Black Lives Matter” protests across the world.  I 
can certainly identify with the intimidative power of statues.   
During my visit to Westminster a couple of years ago, the 17th 
century English general (and Ireland’s bogeyman), Oliver 
Cromwell, glowered at me from his pedestal, a man who once 
told the Irish to choose between “Hell or Connaught” and might 
as well have cancelled Christmas, while he was about it.  That 
said, iconoclasm without petition is pure vandalism and it fills 
me with dismay. I am nevertheless encouraged by the ceaseless 
innovation arising from lockdown and social-distancing (no 
longer required in the Isle of Man) and such efforts offer hope 
that our struggle for human betterment is alive and well.  An 
inglorious, imperialistic past (conquer, enslavement and 
oppression) were accepted at the time as part of “progress” but 
are now, rightly, seen as unpalatable solutions, still causing 
social repercussions today.

As an observer of financial history during my 27 years in this 
industry, no matter how unacceptable it may seem to modern 
eyes, I am too well aware of the fact that, should history be 
buried in the dusty annals of the past, it is bound to be repeated.  
I listened recently to a radio announcement with some unease, 
stating that the US streaming service, HBO Max, had removed 
“Gone with the Wind” from its catalogue, while the BBC’s 
“UKTV” briefly removed certain episodes of “Fawlty Towers” from 
its streaming service, reinstated only after actor, John Cleese, 
described their actions as “cowardly and gutless and 
contemptible”.  The last time the media was eviscerated in this 
selective manner, it involved the burning of novels by 
Hemingway, Wells, Kafka and Huxley because they were viewed 
by students in Nazi Germany as being subversive, representing 
offensive and opposing ideologies to their own.  Sound familiar? 

History is not a “safe space” 
where we should feel 
comfortable.  It is chock full of 
conquest, murder, torture, 
rape and other 
abominations.  As Robbie 
Burns once suggested, 
“man’s inhumanity to man 
makes countless thousands 
mourn!” Yet, out of such 
ashes should come a 
renewed understanding of 
how humankind need not 
be treated in the future.  If 
we forget our origins, we 
forget our humanity.  What 
has this got to do with 
investment management, 
you might wonder, or is 
Mary Tait just sitting on her 
high (bronze) horse again?  I would argue that the same 
concept applies to our industry, where a long and inglorious 
history of crises, greed and fraudulent schemes have often 
brought it into disrepute, so much so that it is now categorised 
as a capitalist antagonist in this growing movement against 
imperialism and inequality.  

It would not come as a surprise to my readers that I see 
capitalism as part of the solution but further reform is inevitably 
needed and the “green” shoots of this are already evident in a 
material shift towards social capitalism, which is not as 
oxymoronic as it sounds.  As ESG (Environmental, Social and 
Governance) scoring kicked off in 2005, mega-capitalised 
companies quickly wrangled good scores out of the system, 
leaving firms like Volkswagen (before its emissions scandal) and 
Wells Fargo (before its fake depositors scandal) firmly within the 
FTSE4GOOD Index.  Clearly, “greenwashing” was alive and well 
but the planet was still dying and Greta wasn’t happy.  
Post-COVID, however, cash strapped governments and an 
increasingly restless and wealth-divided public, forced to 
re-assess its general purpose, will demand more from our 
large-cap companies in future, be it in the form of pollution 
taxes, carbon taxes or other un-costed externalities.   In short, 
to reform capitalism, the environmental or social impact of our 
ongoing search for material “betterment” must have a price.  
We are advancing quickly in our quest for betterment at the right 
cost; a fact to be celebrated.  Yet, by selectively obliterating 
history (the good, the bad and the ugly) we risk forgetting what 
we have already learned.  
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The irregular attire of T.E. Brown,
Prospect Hill, Douglas, Isle of Man.

“Those who cannot remember the past are condemned to repeat it.” 
(George Santayana, 1863-1952)
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A Rose-Tinted Dawn
In the future, I suspect that a frequently asked question will be: “what 
did you do in the 2020 lockdown?” Many people will have suffered 
from stress or tragedy, but I have been fortunate.  “WFH” and not 
furloughed or fearing redundancy but hardly venturing out, my car was 
last filled with diesel on 20th March. I have had the benefit of 
watching my garden develop almost by the hour, from Spring into 
Summer, something I’ve never seen before, despite living in the same 
property for 28 years. A break from the screens has enabled me to 
wander, studying flower buds as they develop, first the camellias, then 
clematis, wisteria, azaleas, bluebells, peonies and finally the roses, 
which were the most intriguing. After numerous failed attempts trying 
to order out of stock plants, I pre-ordered a rose selection from 
world-renowned David Austin Roses early last year and the plants 
arrived in November. These are no ordinary roses.  They are 
perfection, and little wonder that he won so many awards in his 
lifetime. I regularly inspected each, from the moment the first green 
buds appeared, followed by hints of colour that changed, as more of 
the bloom burst forth and then finally flowered, the scent then 
savoured and complexities admired. Yet, regardless of how closely 
each flower’s development was studied, there was little indication of 
the end result: if it would have a scent or not.  Even early indications 
can be misleading and from this I have drawn interesting parallels 
with today’s capital markets and the global economy.   

No matter how closely one studies the news, there is little reliable 
evidence to suggest how the world will appear in a few years’ time. To 
protect wealth and exploit opportunities, an investment manager 
must anticipate consequences, yet these are so broad. History is 
considered a useful guide and my makeshift office was littered with 
books on everything from stock market history to social history, as I 
attempted to grasp where the world economy was heading.  Yet, I am 
struggling to make conclusive progress. The newspapers are read, 
cover to cover, but I cannot find a rational consensus, let alone draw 
my own conclusions. Most frustratingly, when serious market 
corrections have occurred in the past, the way forward has been 
more obvious. Gurus like Bill Ackman and Terry Smith appear to have 
clear strategies, yet all Warren Buffett has done is to sell airline stocks 
and sit on a reputed $137bn cash pile.  What does he know that we 
do not? Thinking of my budding roses, I am mindful that what we may 
see today could be very different to what unfolds.  

I nevertheless expect two core themes to drive everything: inequality 
and China.  Globalisation has dominated for decades but it has been 
on the wane since the credit crisis. It has allowed some companies to 
achieve global domination, transforming China into a superpower. 
The virus will create an unprecedented wave of unemployment and 
many will not have had the opportunity to accumulate assets upon 
which they can rely, leading to poverty and the start of a blame game. 
China will be held to account for job losses caused by the virus and 
poor wage growth across the middle classes, globalisation and 
technology for more job losses, poor diversity for lack of opportunities, 
political corruption for hoarding wealth, carbon intensive lifestyles for 
climate change anxiety, crop failures and weather conditions that 
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humans can’t survive. Once the blame starts, politics change and I find 
it difficult to see how a swing to the left or populist movements in 
western society can be avoided. The way in which state control has 
been implemented in recent months will sway opinions, leading to 
protectionism and nationalisation, as well as windfall, digital and wealth 
taxes. Meanwhile, China seeks to benefit from the virus chaos, taking 
greater control over Hong Kong. With France commencing arms sales 
to Taiwan, it’s obvious where some political leaders see this heading. 
Businesses will take heed of rising tensions and recent logistic issues.  
Increasingly, goods produced in China will be for Chinese consumption, 
creating domestic economic headwinds for the Communist party, which 
knows this must happen.  Western businesses may consider sanctions 
and where to safely relocate manufacturing. With Japan and Vietnam 
coming under growing pressure from an increasingly militant China, the 
entire region could be impacted. Mexico and Hungary perhaps offer 
greater appeal for American and European companies, despite such 
moves resulting in higher costs and further inflationary pressure, after 
all the money printing of recent weeks. If higher inflation leads to higher 
interest rates, will we see equity markets de-rate, property values 
decline, and rising unemployment create more unemployment: the 
dreaded feedback loop? I believe this is all possible, along with secular 
stagnation, now that the odds of the hoped-for “V” shaped recovery 
have lengthened.  

At home, our lives have changed with the coronavirus leaving some of 
us with “wartime” anxiety.  An apartment is no fun in lockdown, whilst 
even a modest garden inspires new interests, ambitions, and lifestyles. 
Perhaps materialism will replace consumerism, a house with more 
space paid for with less holidays and eating out, helping climate change 
whilst also increasing household resilience. It’s going to take time 
before the true lie of the land becomes apparent and in the words of 
Nina Simone, “It’s a new dawn, it’s a new day” but it’s just too early to 
know if we will also be “feeling good”. Perhaps a financial sacrifice is 
inevitable to improve our wellbeing when in recent years, more was 
never enough.
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When life throws thorns, hunt for roses... in Paul’s garden.


