
Evergrande, Ever Thus
The stock market euphoria, which accompanied the 
reflation of major global economies in the wake of the 
pandemic, is abating.
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As students return to their desks and furlough schemes are wound up, 
reality is starting to kick in and not before time. Eventually, common 
sense will displace much of the COVID-19 inspired routines which have 
sprung up over the last few months. Travel will become easier, working 
from home rarer and mask-wearing confined once again to the 
medically qualified. 

The long-term scarring of economies from the pandemic has been less 
than originally forecast, but the financial cost has still been material. 
Contagion of the non-virus kind also continues to thrive. Cross-border 
paperwork is hampering the smooth transfer of goods from Europe to 
the UK and beyond. Already tiresome border crossings have been 
over-complicated by a barrage of passenger locator forms, QR codes 
and the like, all needed to prove a negative. Therefore, to the increase 
in raw material prices can be added rising delivery costs and delays. All 
of this has created ideal conditions for the return of the ‘I’ word: 
inflation! In the US, the latest Consumer Price Inflation print has risen to 
a dizzy 5.3%. When asked, central bankers reply that such figures are 
‘transitory’ whilst no doubt hoping that they are also illusory. Actions 
speak louder than words, though, and no less than half of the Federal 
Reserve Bank’s rate-setting Open Market Committee has now jumped 
ship, supporting an interest rate rise in 2022 (all but one of the 
eighteen members expect a hike in 2023).

Persistent inflation is bad for most asset classes. It is invariably 
accompanied by higher interest rates (although we are not there yet), 
stagnating economies or worse. At least companies can generally pass 
on price rises to consumers. For bond and cash holders, inflation is a 
black hole. It is better news for governments for whom price increases 
can conveniently inflate away the real cost of debt, which is 
stratospheric. Western economies now routinely report debt to GDP 
figures in excess of 100% (the US currently sits at 129%). There is little 
doubt that this will have an impact on long-term growth.

US debt has increased materially since the early 1970s. Up to that 
point, the US had adopted the gold standard. It seems strangely 
old-fashioned that (relatively) modern monetary policy should have 
been attached to the value of a metal. But, if nothing else, it prevented 
politicians from profligacy. Although there were brief periods of 
prudence following the abandonment of the gold standard in 1971, US 
debt has generally been on an upward path ever since. The last 10 
years and the last year in particular, have destroyed any vestiges of financial 
discipline for which the Federal Reserve Bank used to be a byword.

The Bank of International Settlements has noted that when government 
debt to GDP exceeds 85%, economic growth suffers. A case study, 
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Japan, notoriously the world’s largest borrower with a staggering 
266% debt to GDP ratio, has watched equity market growth 
evaporate over a generation. A Nikkei-225 index tracker bought in 
1989 would have annualised less than 1% to date. Could this 
happen in other major markets?

We think not. Japan had all sorts of issues peculiar to that country 
which are unlikely to be replicated elsewhere, notably in the US. For 
all their apparent shortcomings at the ballot box, Americans are 
great innovators and better still at reinvention when things go wrong 
(as they frequently do). In terms of stock market returns, other 
countries aspire to follow. But the US now represents nearly 70% of 
the MSCI World Index and that figure is growing. Catching up is 
going to take a long time.

Although interest rates may inch up over the next couple of years, 
the cost of borrowing is still likely to remain ultra-low. Valuations are 
elevated but largely justified by strong earnings momentum and the 
slingshot of a post-pandemic recovery. As ever, sector and stock 
selection are key to portfolio performance. Not all boats are being 
lifted by this particular tide. 

One thing over which markets have little control is the apparent 
ease at which structurally important businesses can still get 
themselves into bother. Time after time, this involves property firms 
or hedge funds (which are usually anything but). The latest casualty 
is China’s largest property developer Evergrande. History is strewn 
with similar sagas of too much debt/too little collateral and one 
wonders what their institutional lenders were thinking. Did they 
learn nothing from 2008? So important is Evergrande (and 
property) to the Chinese market, however, that the company is likely 
to be propped up by the central government before any serious 
cross-border contagion occurs. But it is a warning sign that proper 
trouble is never really all that far away.
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Free money for everyone....but what’s it worth?



It’s Not Monkey Business 
‘On a 10-year view I think government bonds are a horrible 
investment....the end game for all this is monetization and 
trade war and very rapid inflation.’

I have deliberately left out references to the above quote which 
looks as though it were written yesterday by any mainstream 
economist of note.  In reality, these words were penned over ten 
years ago by Société Générale’s resident perma-bear, Albert 
Edwards, an individual not known for popping champagne corks on 
stock market rallies.  A commonality between him and his fellow 
worriers is that they are rarely answerable to private clients and this 
perpetuates their mandate of misery.  They have a broad licence to 
be wrong, vague on timing and sometimes entirely contradictory, 
without losing their jobs or their business.  Two years later, Edwards 
told CNBC that depreciation of the Chinese yuan would unleash a 
wave of global deflation, sending the US into its next recession.  
tomayto tomahto, let’s call the whole thing off. At around that 
time, his bear-buddy, Andrew Roberts (at RBS), announced that 
‘danger is lurking’ for every investor and spoke of his compulsion to 
‘sell mostly everything’, a mantra repeated in 2016 and swiftly 
challenged by Stephen Koukoulas, the managing director of 
Market Economics, who suggested that Roberts should put his 
money ($10,000) where his mouth was.  It was never revealed 
whether Roberts accepted the wager (some quipped that he never 
received the call, having already sold his mobile phone).  Unlike 
private client managers, who will lose clients if proven consistently 
wrong, the high profile awarded these analysts by a press which 
worships bad news, is free advertising for their respective 
investment houses, whether their doom-clad edicts chime with 
house views or not. 

While bearish utterances are often wrong for longer than one might 
remain solvent, they also serve three important functions.  Firstly, 
they enable markets to climb what is termed as the ‘wall of worry’, 
a Sisyphean ascent which started in the 1950s (when the term 
was first used).  Just as small earth tremors secure tectonically 
active places, a little worry in markets, leading to manageable 
corrections, is a healthy state of affairs.  Ironically, if the brothers 
Grimm (Edwards and Roberts) both reached for their party hats 
and went long on everything, Contrary Mary might dig a bunker and 
stock up on tins of spam.  That said, selling everything, lock, stock 
and barrel is rarely the right answer.  This is encapsulated by two 
well-known sayings, firstly that investing is about ‘time in the 
market, not timing the market’ and a second, blunter suggestion 
that ‘only monkeys pick bottoms’.  Despite the crudity of this 
second statement, it is is supported by analysis from Bank of 
America spanning the past 91 years, which implies that if an 
investor missed out on the S&P500’s 10 best days in each 
decade, their total return would stand at 28%, whereas a 
steadfast investor, remaining committed to the market during all 
vicissitudes, would have achieved a total return of 17,715%.  The 
small print always warns that the past is not a guide to the future 
yet, to paraphrase Michael Craine’s American literary father, while 
markets don’t repeat themselves, they often rhyme.

Secondly, uber-bears can spook short-term investors out of the 
market, removing froth and providing us with good opportunities to 
purchase many good quality assets ‘on sale’ in a falling market.  
We are often asked what constitutes a good entry point for new 
money and this question is almost impossible to answer, in the 

short term.  Over the longer term, however, the answer is clearer.  
Despite the current ‘wall of worry’ markets are climbing (valuations, 
COVID, inflation, China, the list is always long) we point to a wall of 
retirement savings looking for a new home, where interest rates on 
deposit have a long way to run before offering a real return after 
inflation. Even US corporate profits, where some point to a 
slow-down coupled with high valuations, are still expected to grow 
at a fair clip in 2022. Meanwhile, bond markets continue to 
generate ‘return-free risk’, as yields fall and defaults rise. By 
contrast, high-quality equities and equity collectives (funds and 
investment trusts) which focus on prudent capital allocation, high 
cash generation and healthy returns on equity, enabling quick debt 
repayments, progressive dividend policies and share buybacks, are 
always worth buying when they are in the bargain basement 
afforded by weaker trading periods.

Thirdly, unlike Pope Francis, we are not infallible.  While we might 
groan and roll our eyes at the latest utterances of the Doom and 
Gloom Brigade, the comments of naysayers should never be 
completely ignored, despite knowing that a stopped (analogue) 
clock is always right twice per day.  We too should remember the 
‘Babson Break*’.   Bear commentary still prompts us to ask ‘what 
if they are right this time’?  Aside from cash management for 
withdrawals, we will take profits off the table and rebalance certain 
positions if they threaten to dominate portfolio performance.  We 
also build modest cash positions out of such profits (mainly to take 
advantage of a bargain after corrections) and we pay attention to 
counterparty risks, largely avoiding deep cyclicals and highly geared 
balance sheets where even a sharp correction can cause 
irreparable damage.   We are hardly the blindfolded, dart-throwing 
monkeys of Burton Malkiel’s ‘A Random Walk Down Wall Street’, 
but neither are we omniscient.  There are always dangers, both 
seen and unseen, ‘lurking’ around the corner, threatening to derail 
investment strategy, March 2020 being a case in point.  What 
stops these potential risks from making a monkey out of us is our 
willingness to accept and embrace their existence, whether we like 
them or not.
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*The ‘Babson Break’ was named after Roger Babson, a financial advisor known 
somewhat derisively as the ‘sage of Wellesley’. He annually predicted a bear 
market in the lead up to the 1929 Wall Street Crash and was eventually proven 
correct.  The proverbial ‘stopped clock’.  
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Do you feel lucky, punk?  Buy the dips.



Compelling Compounding
‘October: This is one of the peculiarly dangerous months to 
speculate in stocks. The others are July, January, September, 
April, November, May, March, June, December, August and 
February.’  
(Mark Twain, 1835-1910).

The period since the beginning of the pandemic has drawn 
significant attention to the differences between the haves and 
have nots, the value of the stock market reaching record highs 
at a time when swathes of the working age population were 
consigned to work from home, placed on furlough or made 
unemployed. Whilst many firms were, by law, unable to operate 
successfully, companies such as Amazon continued to deliver 
(excuse the pun), allowing market values to soar to the benefit 
of their wealthy shareholders. 

Stories of this swift wealth creation, in the most dominant areas 
of the market, together with national boredom and huge savings, 
caused a surge of interest in trading accounts, as prospective 
investors piled into high risk stocks and speculated on 
cryptocurrencies in the hope of being a passenger on board the 
next momentum-driven upswing.  Unfortunately, much of this 
behaviour has been encouraged by niche forums with names like 
‘WallStreetBets’, which gained notoriety at the beginning of the 
year by pumping the price of GameStop to eye-watering levels, 
implicitly highlighting the wild west approach taken by these new 
market participants. By now this is old news and I hope that, in 
the months since the term ‘meme stock’ was first uttered from 
the front desk of the newsroom, those investors caught in the 
storm have found a more measured way to benefit from the 
stock market. Experienced investors know that it’s not wise to 
approach the market from such a win-or-lose perspective, but 
the reality of truly sustainable returns, accrued over an extended 
period of time, is not nearly as alluring as the perceived gains to 
be made from short term speculation. There is a direct 
comparison between this and gambling, as we all have that one 
friend who boasts of their winnings whilst saying nothing about 
how much they have lost overall. Similarly, someone winning big 
by trading on eToro rarely puts it in context by highlighting how 
much was risked in the first place. There should be no need to 
bet the house. 

This is why the benefits of compounding over a period of years 
cannot be stressed or repeated enough. It’s easy to take this 
knowledge for granted when you’re buried neck deep in financial 
news as part of your day job, but most of us have, at the very 
least, covered compounding to some degree in our formal 
education, so everyone should be somewhat familiar with the 
message. However, I get the impression that little weight is given 
to compounding’s real world applicability in school lessons.  To 
be fair, I can hardly blame teachers for struggling to get a class 
full of penniless 16-year-olds to appreciate the 10-year 
cumulative impact of compounding dividends or interest. Whilst 
the calculation is easy, it seems that the idea of compounding is 
best learnt through first-hand experience rather than on a 
spreadsheet. Pairing this with pound-cost averaging into the 
market with a regular savings scheme will also amplify the 
benefits whilst mitigating the downside impacts; often a concern 
for those entering the market with a cash lump sum. Starting 

from nothing, investing little and often to eventually reach the 
point where your annual dividend payment equals your monthly 
contribution, is a more effective lesson than any taught in the 
classroom and is an approach to investing which can never be 
adopted too soon. 

Someone investing £200 per month from 20 years of age at an 
annualised total return of 6.37%* would have a savings pot of 
£670,000 by the time they reach the UK retirement age of 67. 
This is after a total of £112,000 in monthly contributions, 
making it an effective illustration of compounding’s powerful 
effects. Leaving it too late to build a nest egg, however, can be 
expensive in the long run. A 30 year-old starting from nothing 
would need to save £390 (£173,000 in total) per month for a 
retirement pot of the same size whilst, at 40 (£260,000 in 
total), this rises to a monthly contribution of £800. Of course, 
you could theoretically maximise gains by selling high and 
buying low, but there’s a reason Warren Buffett, the Sage of 
Omaha and one of the world’s most successful investors, is a 
huge advocate of buying a tracker and sitting tight. As Mary 
Tait’s article illustrates, to see performance slip badly, your 
portfolio only needs to miss out on a few of the market’s best 
days. It’s impossible to make the right call consistently and you 
only need to be wrong once. However, staying invested and 
topping up through the market cycles is a proven way of building 
wealth. An old lesson but still an important one.

Tackling the notion that investing is only for the wealthy or is 
simply a fancy alternative to the roulette wheel, we launched 
the Pound a Day PortfolioTM in 2012. Within this strategy, we 
invested in securities with the intention of holding them forever 
and our ultimate objective was to provide a professional level of 
service to smaller investors who might otherwise feel 
overwhelmed by the range of options available, being 
simultaneously disappointed by returns currently generated by 
traditionally ‘safe’ alternatives, such as cash or premium bonds.  
Since its inception, some years have been better than others, 
but aided by the joy of compounding, healthy annualised 
performance has proven our point.

Michael Craine
INVESTMENT MANAGER

*The annualised total return from global equities in sterling terms for the 
twenty-year period to the end of 2019.
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Compound interest...Who knew?
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Los Angeles, 1937...
‘...there are lots of guys like J J Gittes, they’re easy to 
find, if you want to find them’.  

These are the opening words of the 1974 movie trailer for 
‘Chinatown’ with Jerry Goldsmith’s classic theme tune playing in 
the background. Featuring Faye Dunaway and Jack Nicholson, 
this film is based on sinister family secrets and Californian water 
wars, a conflict between farmers and city authorities as domestic 
demand outstripped supply because, without water, this region 
would be a desert. Selected by the Library of Congress for 
preservation in the US National Film Registry, this film is deemed 
‘culturally, historically, or aesthetically significant’ and is free to 
watch on YouTube. Could history be repeating itself?  

Lake Mead, America’s largest reservoir, is barely a third full after the 
toughest drought since the 1500s and it will take four years of 
average rainfall to restore levels.  Starting with farmers, water 
rationing has already been confirmed.  It’s a different California to the 
one inhabited by Mr Gittes, with abundant water supply from major 
1930s dam projects transforming it into the world’s breadbasket. As 
the world’s fifth largest supplier of food due to its mild Mediterranean 
climate, California has drawn Americans from the east coast for 
generations, water consumption exceeding the provisions of the 
Colorado River for decades. There are similar, man-made 
weather-related challenges occurring globally and several 
governments have declared  climate emergencies. In California, 
home to one of the most expensive real estate markets in the world, 
moving millions of people eastwards to avoid fires, drought and a cliff 
edge in food production is a serious challenge for America. Are 
humans responsible and can anything be done? Will climate 
evolution eventually destroy the Californian dream?

History and cartoons are littered with emergency-induced panics, 
some with hilarious consequences, but they can also be used for 
suppression, extortion and tax hikes or hijacked by those with ulterior 
motives. The UK leads the world in climate change initiatives, but one 
must question some research conclusions as we strive to improve 
our environmental footprint. With the diesel car debacle still fresh in 
our memories, it is vital that those in authority make the right 
decisions for the right reasons. With the modest word count allotted 
to our Briefing articles, its difficult to know where to start. 

‘The Spectator’ recently quoted research from the University of 
Maryland concluding that tree cover had increased by 2.24 million 
km2 (7%) since 1982 yet many people seemingly believe that trees 
are disappearing.  Why is this not more widely reported? Does it 
undermine pressure groups and government initiatives with vested 
interests? Individuals are not equipped to measure global forestation 
but such statistics undermine trust. The article went on to illustrate 
that global ecosystems have been getting greener for the past 35 
years because of carbon dioxide emissions. According to NASA, the 
additional foliage density equates to two times the continental 
United States, which is why deserts expanded during the Ice Age 
when CO2 levels were low. Even China, the celebrated ‘bad boy’ of 
climate change, appears more respectable after a report in Nature 
magazine revealed that it accounts for 25% of the global net 
increase in leaf area. 
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With an interest in agriculture 
and a robust appetite for red 
meat, it’s disappointing to 
see the meat industry coming 
under pressure as a contributor 
to global warming. One can 
robustly defend pasture-fed 
livestock but not feed lots, 
which comprise most of global production, yet a different metric, Global 
Warming Potential (GWP), is gaining traction. It appears that there are 
two: GWP100 and GWP and for some reason, the former has been 
adopted and is responsible for vilifying red meat. Under GWP, which 
measures contributions from short-lived greenhouse gases, livestock 
become part of the solution.  Great news for farmers but one must ask 
how such oversight occurred, given the consequences for such a 
massive global industry. 

Society is vulnerable to poor long-term policy decisions and electric 
vehicles could be another. Their production, end-of-life environmental 
footprint and carbon-hungry infrastructure required to make national 
power grids more robust does not appear to have been quantified. 
Why? Elon Musk’s disciples believe he will save the planet but perhaps 
Tesla deflects criticism away from his carbon-hungry space tourism 
project, a strategy often employed by big business in a woke corporate 
world.  After the Fukushima disaster of 2011, a rush towards wind and 
solar energy, combined with hurried closures of coal-fired and nuclear 
power stations across Europe, has handed signfiicant influence to 
Russia and its gas reserves.  Economic sanctions have no teeth when 
Vladimir Putin can tighten the gas tap in retaliation.  European 
politicians have short memories, forgetting that soaring fuel prices and 
inflation, resulting from a lack of contingency, can cause both 
economic and political instability.  In the UK around 25% of electricity 
bill costs are environmental taxes which could be suspended, 
suggesting that climate emergencies are great for government coffers, 
regardless of geopolitical risks.   

Locally, a 1920s hotel is about to be demolished, but what is the 
carbon footprint of the demolition and rebuild compared to a full 
refurbishment? The Isle of Man has declared a climate change 
emergency but the inconvenient truth might be that refurbishment 
creates less jobs and taxes. What about medicines?  Aerosol-based 
asthma inhalers contain a greenhouse gas which is 1,500 times more 
powerful than carbon dioxide, so a typical user emits half a tonne of 
CO2 per annum, not an insignificant amount, given that an average 
household emits just 12 tonnes. If this is common medical knowledge, 
why do dry powder inhalers not dominate prescriptions?

Its easy to criticise and there are many good intentions, but evidence 
suggests that the climate emergency agenda has been hijacked and it 
is important that we don’t regret our knee-jerk reactions. We can but 
dream of a correctly calculated and equally applied carbon tax, to create 
a level playing field, so let people choose (via the ballot box) and allow 
economics, rather than grand policy statements, drive the transition. 

Paul Crocker
INVESTMENT DIRECTOR

‘To tell you the truth...I lied’.  
(J J Gittes, ‘Chinatown’).


