
Jungle Drums
Another quarter, another record-breaking rally for global 
equities. Despite social restrictions still being imposed by 
governments across the world in one form or another, 
stock markets have flourished. 
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An intoxicating environment of low interest rates, rising employment, a 
reflating world economy and generous state handouts have driven 
most sectors of the market higher in 2021 to date, compounding last 
year’s equally impressive, but more narrowly focussed returns. 
This has not been an easy period for worried would-be investors to 
be out of the market. From the start of the pandemic to date, 
global equities have risen by nearly 60% in sterling terms. It would 
take a catastrophe of almost unparalleled severity to bring the 
market back down to those original levels. Threats exist, of course, 
they always do. But the risk-free nominal returns offered by the 
safety of sterling government bonds are currently a desultory 0.8% 
whilst cash returns are lower still. This is a high relative price to pay 
for the privilege of ‘security’ which, of late, has been anything but. 
This year, equity performance has been more widespread than in 
2020 when market indices were driven higher by a small number 
of American technology giants. These so-called ‘FAANG’ stocks 
have performed well again this year, but not in isolation. As 
confidence in the economic recovery has grown, so other sectors 
have joined the rally. For those businesses where longer term 
prospects are fading, this moment should provide investors with an 
excuse to make a sharp exit, albeit at prices which may still be 
some way from pre-pandemic levels. This is not a time to be 
yearning for the good old days. Portfolios need to reflect the reality 
of the next 10 years, not the past. There are some good recovery 
stories around but, these days, a lowly valuation is more likely to 
reflect terminal decline rather than a compelling buying opportunity.   
At these valuation levels, of course, the air is thin and there is little 
room for disappointment. For the last several years, markets have 
depended on the goodwill of a small group of central bankers in 
Washington, D.C. to provide stability in the form of low interest 
rates and market liquidity. This group, otherwise known as the 
Federal Open Market Committee, has duly served this up in 
abundance. Even the current burst of inflation is being talked down 
as ‘transitory’ and such is the brilliance of the Fed’s marketing 
machine that equity and bond markets have bought into the 
argument. Bond yields have stabilised, volatility is low and longer 
term projections of inflation are benign. 
Inflation is, by definition, a comparison of price movements from an 
earlier period. The FOMC is absolutely right to argue that the 
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dramatic impact of year-on-year comparisons can fall away 
quickly when stability returns to markets. Oil, still an important 
constituent of the Consumer Price Index, is a good example of 
a commodity which has leapt in price over the last year (by over 
80%), but from a pandemic-induced low point which is unlikely 
to be replicated in the months ahead. Transitory, in other words. 
Not all price increases will fall away so quickly, however. The 
price of copper has staged an equally impressive rally over the 
course of the pandemic, but demand for the metal has been 
driven not just by reflating markets, but a near insatiable thirst 
from manufacturers of electric vehicles whose consumption 
cycle has only just begun. Wages, too, are rising, as vacancies 
in essential roles, such as lorry drivers, exceed availability, and 
by some margin. Cost increases of this nature are far stickier 
than a spike in the price of a single commodity and may well be 
the one thing which derails the Fed’s predicted inflation utopia. 
After the emotion of Brexit, the trauma of the pandemic and the 
chaos of the Trump administration, it feels refreshing to be able 
to concentrate on company and market performance without 
too much external distraction. As the wedged container ship 
blocking the Suez Canal in March reminded us though, micro 
events can upset the tranquillity of rising markets in a gust of 
wind. For now, we remain fully invested and confident, but more 
alert than ever to the sound of distant drum-beats from central 
bankers in far-away lands.
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The Ever Given...Almost ever-grounded by a dusty, 
gusty zephyr. 



Closer Encounters Of The Lateral Kind
‘Just milling about in a social environment generates 
serendipitous encounters.  It also lets us absorb 
non-verbal signals for others, and gain a sense of 
peripheral vision that widens our lens on the world.’ 
(Gillian Tett, Financial Times)

As my colleague Paul Crocker would attest, I’m not a big fan of 
banks.  For shareholders, wafer-thin interest margins, outdated IT 
systems, increasing competition, weak pricing power, anaemic 
returns on capital (as a result) and a penchant for grabbing market 
share at the eternal expense of earnings growth leaves me feeling 
rather tepid (with apologies to my father, a banking veteran of 
many years).  Since the Financial Crisis, if I had a penny for every 
client who has asked me to fulfil a role no longer being offered by 
their bank, I would be retired comfortably and planting roses in my 
back garden by now.  That said, I have to admit taking a shine to 
James Gorman, CEO of Morgan Stanley, who recently suggested 
that if his employees could visit a restaurant in New York City, they 
could also return to the office.  Wearing a suit and tie (shock, 
horror), he also opined ‘if you want to get paid New York rates, you 
work in New York.’  With both Goldman Sachs and Citigroup itching 
to return their flocks to the fold, banks are leading the charge for 
the re-establishment of a post-COVID normality and all I can say is, 
hurrah to that, banks rule.

Like a pair of elasticated trousers, the flexibility of remote working has 
its benefits on a case-by-case basis and may increase productivity in 
certain industries or where personal commitments dictate.  That said, 
since the start of this crisis I have harboured a suspicion that unbridled 
jubilation over ‘WFH’ has been somewhat influenced by the very 
medium which promotes it; where an editorial can be as efficiently 
executed from the spare bedroom as it is from a city office.  For our 
industry, however, WFH was less serendipitous.  Training junior staff 
(and, ultimately, our successors) is carried out in situ and investment 
ideas need to be shared in real time, rather than via email ping-pong 
(sometimes easily dodged) and stilted Zoom calls where everyone 
starts looking like Max Headroom after a depressingly short interval.  
WFH for investment managers can mean incarceration in one’s own 
thoughts, which (during stressed market periods) risks fear and 
paralysis.  It was therefore refreshing to hear Gillian Tett (quoted above) 
acknowledging what we already knew, i.e. that ‘incidental information 
exchange’ and ‘lateral vision’ are essential if we want to achieve our 
potential.  More recently, Paul Johnson, Director of the Institute for 
Fiscal Studies, suggested that we can only feed upon accumulated 
‘social capital’ for so long before staff turnover and succession erode 
the team cohesion we might otherwise take for granted.

As Whitehall debates a populist bill to ensure WFH by default, the Isle 
of Man is adjusting its own peripheral vision.  Having been jabbed by 
Pfizer for the second time at the end of June, this (and the return of 
Easyjet) is my passport to UK freedom and I will take great delight in 
replacing Zoom calls with London meetings.  It’s not always the 
seminar which stimulates the mind but those conversational coffee 
breaks and the body language of face-to-face encounters.  A recent 
Asian study on pandemic remote working revealed that total output per 
worker fell by 20%, despite the working day being 30% longer.  Why 
was this?  Contrary to my office coaster (see photo), many workers 
succumbed to extra meetings to demonstrate that they were working; 
valuable time which might have been better employed....actually 
working.  The sooner the office world remembers what it has missed 

and gets vaccinated, the sooner the army of ugg boots and 
comfy-pants-wearing afficionados will dissipate and L’Oreal will return 
to its rightful place on the bathroom shelf.

Aside from improved spontaneity and succession planning, what 
else does this mean for stocks?  With London city centres 
abandoned since March 2020, office REITS have duly suffered.  
British Land, one of the UK’s largest landlords and the owner of 
prime London office space in Broadgate and Canada Water, lost 
more than £1bn over the past year, now trading at around a 20% 
discount to its underlying net asset value.  Within our Pound a Day 
Portfolio last year, we followed the  vicissitudes of Derwent 
London PLC, a high quality office landlord trading at a 12% 
discount to NAV with steadily recovering rents.  For city centre 
shops, already victims of a secular sea-change towards 
e-commerce, WFH has been an unmitigated disaster.  The UK high 
street lost more than 11,000 outlets in 2020, with a further 
18,000 likely to follow this year.  Across the pond in Lower 
Manhattan, a record 13% of shopfronts in the trendy retail and 
restaurant area of West Village now lie vacant.  

While WFH acted as a catalyst to the longer-term secular decline in 
bricks-and-mortar retail, soundbites from James Gorman and 
Gillian Tett suggest that offices have a chance at recovery (populist 
government decrees notwithstanding). If Morgan Stanley’s CEO gets 
his way, remuneration may be commensurate with location.  Should 
it transpire that some cannot be prised away from government 
cheques and furloughs while others remain blind to the benefits of 
lateral vision, there’s always automation.  Already this year, America 
Inc. is spending 15% more on business investment, from robot 
cleaners to cyberfinance.  Great news, perhaps, for financial 
technology specialists like Augmentum Fintech PLC and 
automation companies such as France’s Schneider Electric, but 
those still shunning the work wardrobe should be careful what they 
wish for.
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Great Expectations
‘It was one of those March days when the sun shines hot 
and the wind blows cold: when it is summer in the light, 
and winter in the shade’ 
- ‘Great Expectations’, Charles Dickens (1812-1870)

May was a devilish month for Manx weather.  Bright sunshine 
and a cloudless sky would prompt sunglasses and shorts, 
popping outside for a quick dose of vitamin D; a scarcity, with our 
path to mediterranean sun hindered by COVID travel restrictions.  
Yet, no sooner than one had secured a suitably sunny spot, than the 
ever-present easterly wind would whip up goose-pimples and blow 
the week’s Economist out of your hand.  About four layers of clothes 
(and some swearing) later, one would return indoors, defeated.  

Much like glancing out of the window on a sunny Manx day in 
May, life’s expectations sometimes fail to live up to reality.  
Unlike the weather, for economics and markets it is often 
expectation which drives reality in a cruel kind of financial wish 
fulfilment.  One such example of this is inflation; buzzword of the 
summer and hotly debated by investment managers, central 
bankers et al, as core inflation edges up to 2% in the UK and 
factory gate prices rise at an annual rate of 4.6% in a 
consumption-led frenzy.  Some immediate price increases and 
wage growth have already taken place, correcting for 
post-pandemic supply and demand wobbles and a lack of 
suitably trained workers for certain jobs, as employers doggedly 
fit square pegs into round holes.

Some of these factors should prove transitory, as UK furloughs 
end and the supply/demand see-saw levels off.  In the meantime, 
however, the UK Government’s ‘triple lock’ commitment to 
pensions calls for increases by the highest of earnings, CPI or 
2.5% and basic wages are currently rising at an average of, 
er...5.6%.   While the triple lock may be in peril anyway, (Rishi 
will shortly be looking for pennies under the sofa), will average 
wages normalise before this rate is fixed later this year?  With 
the CEO of Honeywell, Darius Adamczyk, warning that raw 
material price inflation is ‘probably a bit more pronounced than 
most people think’, it may also take longer than expected for 
Amazon to stop telling me that its products are ‘currently 
unavailable’.

In such an uncertain environment, wish fulfilment risk is high: 
rising inflation unwittingly caused by expectations of rising 
inflation. Subsequently, it is not hard to see why real asset 
prices are flying this year, particularly those linked to a 
positive economic cycle, such as copper, a mainstay of energy 
and transport efficiency solutions, where prices have risen by 
over 20% year to-date.  The bad boy of ESG, oil, has 
rebounded from near negative pricing in March 2020 to a 
Brent crude price touching $75 a barrel (+43% year-to-date).  
Despite its recent sell-off, even Bitcoin has risen in value this 
year, self-identifying as a ‘real’ asset in the great race for 
portfolio diversity.  Some areas of the commercial REIT (Real  
Estate Investment Trust) market, traditionally seen as a 
prudent inflation hedge, are also doing well in anticipation of 
rising inflation, especially those which suffered most last year 
(to which my previous article refers).

For equities, higher inflation expectations have caused a 
reactionary rush towards the value end of the stock market, 

where companies are considered to be cheap, often trading at 
single-digit multiples of future earnings per share.  
Unfortunately, choosing ‘value’ as a generic equity strategy is a 
bit like pulling a Christmas cracker to find that, after the 
excitement of the bang, you don’t get much for your buck.  
Stock-picking is back in vogue but the homework must still be 
done - don’t rely on a passive ETF to do it for you.  While it may 
seem counter-intuitive, buying higher-yielding, dividend-friendly 
stocks also offers a solution to expectations of higher inflation.  
In the past at FIM Capital Limited, we have occasionally 
suggested that a ‘bird in the hand is worth two in the bush’ as 
far as cash returns to shareholders are concerned and this is 
particularly true if the price of goods and services are likely to be 
more expensive in the future.  Spend now, fret less later.

Of course, it remains to be seen whether 1970s style inflation 
or modest, longer-lasting inflation is likely to be the stickiest 
after this rather shifty summer.  For every argument in favour, 
there is one against.  The predictive powers of US bond yield 
curves have historically been held in high regard and the risk 
premium currently paid for corporate debt (the yield spread over 
AAA-rated US Treasuries) is at its lowest level for over a decade.  
While this has not halted a unilateral rise in yields or persuaded 
us that this asset class presently offers more return than risk, it 
indicates that corporate bond markets are sanguine about rising 
inflation.  If those expectations prove wrong, duration risks 
could be substantial and there is a strong counter-indicator: 
record inflows to inflation-linked passive investments ($4.4bn in 
May alone).  Narrowing credit spreads also suggest confidence 
in the US business environment (a stronger economy bodes well 
for the credit cycle).  Perhaps then, these mixed signals, blowing 
hot and cold, may presage a sticky rise in inflation this year 
while corporate earnings rise at a faster pace.  This would 
indeed be a great expectation.
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Wish fulfilment risk...even Sigmund looks confused.
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England’s New Journey 
Pimm’s, cricket, roses and a Fedora are the epitome of a 
British summer, as are bunting and flag flying, but no one 
wants to see an old rag on a grubby pole. 

My pre-summer clean revealed the impact of Manx weather on our 
finial yet the cost of delivering a replacement was disproportionate, so 
I decided to order another flag at the same time.  My collection 
currently covers most occasions, including the Jolly Roger (skull and 
crossbones) and the European flag which looks new...for good 
reason. Flag etiquette was dictated to me by a neighbouring RAF 
retiree years ago, giving me several Civvy Street court-martials as an 
irresponsible flagpole owner. Full mast before half and lowered by 
dusk minimised wear and tear, so no replacements were required.  I 
am a Novocastrian and Newcastle was founded in the 7th Century by 
King Oswald as part of Northumbria. Its flag appeared on the front 
cover of my primary school exercise books and when I was 
despatched to school, I joined Northumberland House.  This dictated 
my decision to choose the British county flag of Northumbria, leading 
me to wonder why the only school friends remaining in the north were 
farmers, everyone else relocating to London and its environs. If they 
had all remained up north, there would have been fewer late nights 
and hangovers during my pre-COVID trips to London. The answer is 
simple, of course: they followed the jobs.

Norman Tebbit, a Cabinet Minister in Thatcher’s Government, made a 
notable speech in 1981 when unemployment was approaching 10%, 
a number which included my father. Tebbit said, ‘I grew up in the 30s 
with an unemployed father, he didn’t riot, he got on his bike and 
looked for work and he kept looking until he found it’. The problem 
was that Northerners needed to be supremely fit to use a bike to find 
work, as employment was only available in the south, where Tebbit’s 
father lived. By 1984 the unemployment rate was 18% and we had 
moved south like many others.  It was not the first time the UK 
regions had been forgotten, a trend stretching back to the end of WWI 
when the country’s industrial base went into decline. This was 
compounded by repeated failings of political classes to invest or even 
travel beyond glamorous places.  Indeed, the better off were ignorant 
of the fact that it was the cheap labour of these poverty-stricken 
communities that supplied the coals which kept them warm on a 
winter’s night. 

My parents were born in the 1920s and 30s and were often quizzed 
about their youth.  I was furnished with few details and was therefore 
ill-prepared for the revelations of J.B. Priestley’s ‘English Journey’, 
which recorded his observations of English life and the state of the 
nation in 1933.  The northeast shocked him and I was horrified when 
reading the final chapters, given my family connections.  I can 
remember petting blind, retired pit ponies living out their final years on 
my Aunt’s farm, as they experienced sunlight and rain on their backs 
for the first time in their lives.  Yet, I had no idea about the extent of 
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hardship endured by the 
mining communities. Priestley 
comments on middle class 
women from London seeking 
change, suggesting that they 
should perhaps try being a 
miner’s wife in East Durham to 
open their eyes. In 1942 he 
helped create the Common 
Wealth Party, which argued for 
public ownership of land, 
greater democracy and a new 
‘morality’ in politics and I 
suspect his tour of England 
greatly influenced his views. 
The party did not last long and thereafter he helped Labour win its 
landslide victory in 1945, after which Clement Attlee became Prime 
Minister. Attlee created the National Health Service and nationalised 
about a fifth of the British economy which may have helped stabilise the 
dire situation in the regions but created another series of problems 
instead.

The northeast has been ignored by generations of political leaders; 
Thatcher took the hatchet to what was left of its industrial base but 
managed to attract Nissan to Sunderland. Blair was raised in Durham 
and as leader of the Labour Party, he should have been the person to 
transform the region but stupid, he is not. He made millions and was 
undoubtedly aware that a prosperous constituency would desert his 
party. Despite being privileged, white and an old Etonian, Boris Johnson 
understands the importance of getting a post-Brexit Britain to fire on all 
cylinders, something we have not seen in 100 years. Northerners are 
hard workers, patriotic, loyal and proud but they want a chance to 
prosper, as do other forgotten regions and the levelling-up agenda 
provides hope. The Hartlepool by-election success for the Conservative 
Party, in a Labour stronghold seat once held by spin-doctor Mandelson, 
demonstrates how the country is changing and the monkey hangers have 
nothing to lose, given that the doom mongers were wrong about Brexit. 

Much of Boris’ life may have more in common with a 1970s comedy 
sketch, but he has pride in his country, confidence in its people and 
understands its history. We are on the cusp of what could be the most 
exciting period of economic prosperity since the industrial revolution, as 
Britain reverts to its trading nation status. Now is the time to increase 
UK equity weightings, as new, dynamic businesses emerge and old 
ones evolve, throwing off the shackles of a protectionist Europe. To 
ensure the prosperity of future generations, it’s time to back Britain.
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This Hartlepool monkey might 
get his wish.


