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Economic and Investment Update Conference Call Transcript – 9 July 2020 

 

Nick Fletcher:  Welcome everybody to this morning’s call, especially as we are competing 

with Test Match Special.  It comes exactly three months since our last one, 

during which time a lot has happened both to the economy and 

international markets across the globe.  Though it seems a while back, we 

were asked to go into hibernation by the Prime Minister just 14 weeks ago 

to stem the spread of the virus and protect the NHS.  Over this relatively 

short period we have learnt a lot about the virus, its transmission and 

treatment, as well as about how economies and governments have coped 

with the crisis. Hence this update.  Before launching in, I do hope you, your 

families and friends have managed to keep safe and well, and our thoughts 

are certainly with anyone who has suffered or lost a loved one, whether 

listening or not.  Before I introduce my colleagues, regulatory 

requirements oblige me to inform you that that London Wall Partners is 

regulated and authorised by the Financial Conduct Authority and the views 

expressed in this call do not constitute formal investment advice or 

recommendations, which we can provide separately and individually as 

appropriate.  Full details of our performance can be found on our website 

www.londonwallpartners.com. 

So this morning, in addition to my opening comments, we’ll be hearing 

updates from two other members of the London Wall Partners’ Global 

Investment Team: Ian McCafferty and Stuart Fowler.   

Ian is one of the UK’s leading economists and from 2015 to 2018 he was a 

member of the Monetary Policy Committee at the Bank of England.  He 

joined London Wall Partners just over a year ago.  As well as working with 

us, he is a visiting professor at King’s College London.  He is a valuable 

addition to the team, and we’re delighted to have him onboard. 

http://www.londonwallpartners.com/
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Stuart is a partner and the Investment Director at London Wall Partners.  

He joined the firm just over five years ago following his role as Head of 

Global Equities and Fund Manager Selection at the in-house fund manager 

of the National Grid Pension Fund and previously at HSBC and Kleinwort 

Benson.  When I first met Stuart, I knew he was the right person for us 

because firstly, he cross-examined me, my motives and methodology as 

though I was on trial in a court of law, which demonstrated to me his 

experience and knowledge, and secondly, he shared our long-held 

philosophy of investing in top quality businesses and top quality assets.  

Ian and Stuart, welcome and thank you for being on the call. 

In our last call, we talked about how this crisis was an unusual shock to the 

world, how governments were faced with a trade-off between social 

welfare and their economies, and how some sectors have been more badly 

hit than others that have prospered.  Thankfully, we’ve been invested 

largely in the latter, in particular, healthcare, technology and consumer 

and non-durables sectors which have, along with highly rated sovereign 

bonds, contributed to positive investment returns, with which our clients 

seem to have been pleased.  Indeed, one even said, and I repeat with his 

permission, that upon receiving their end of April half yearly review, he 

and his wife were so amazed that they opened a bottle of champagne to 

celebrate.   

While that’s great to hear, we’re always quick to remind ourselves that a 

large part of our job is to stay constantly alert to what might surprise us on 

the downside, and try to anticipate the future, to avoid any calamitous 

situations – or what we call the “investment black holes”.  For us, there is 

no time to celebrate, that’s our clients’ prerogative, and I want to 

emphasise that despite material outperformance over each of the last five 

years, it’s not in our nature to claim victory because we are focused on 

continuous improvement.  Indeed, we are very aware that any sense of 

pride when investing may precede a fall,  so we work on the knowledge 

that there’s always something prowling around ready to bite us and we 
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need to be on our guard.  When analysing investments and providers, our 

starting point is guilty until proven innocent and we think very carefully 

about where we tread, in the words of one of our referees to a new client, 

“they (referring to London Wall Partners) will do the worrying for you.”  

And that is true.  

As we are not perfect, there are areas for improvement.  One of them we 

would have been well to avoid sooner is commercial property, allocations 

to which we’ve now reduced to zero as we believe that clients will actually 

prosper more in the future from higher quality businesses in other sectors, 

which have greater possibility for compounding of returns.  While each 

client situation is different, our recommendations vary accordingly 

therefore, but we’ve allocated the relevant property disposal proceeds in 

our model portfolios to near cash in the form of a short dated UK 

government bond for now, prior to reallocating them into more of the 

same high quality company shares, where appropriate, once the economic 

and investment outlook becomes clearer.  This, what I call, “prudence 

pause”, provides an opportunity for us to re-assess balance sheets on a 

personal and corporate level with our clients and Stuart will expand on this 

later.  But being financial fortresses should be our first priority – in the 

words of a former Indianopolis 500 race winner, to finish first, you must 

first finish.   

In our last call, we also discussed how Ian thought there was a likelihood 

that there would be a gradual lifting of the economic lockdowns towards 

the end of June, how easy it was to exaggerate the extent of what is 

happening when the mood is negative, how different this crisis is to both 

the great depression of the 1930s and the more recent global financial 

crisis, and how important it is to keep a long-term perspective.  Stuart 

spoke about why our strategy has proven resilient, largely due to the focus 

on quality global businesses in growing sectors.   

For my part, I recall the timeless wisdom of Professor Benjamin Graham of 

Columbia Business School from the 1950s – that the market should be our 



London Wall Partners Economic and Investment Update 9 July 2020 

 
 

Ref.: 200066  4 
 

servant, not our guide.  And it struck me again over the last few months 

how many investors, both professional and otherwise, speak in terms of 

suggesting the market is their guide rather than their servant, when it 

should be the other way around.  How often have we heard people say, 

“the market has dropped, therefore must be a good buying opportunity”, 

or, “it’s toppy and therefore we should sell” or even that, “the market has 

dropped and therefore we should sell out quickly before it drops further.”  

Actually, the market is a broad collection of different businesses with some 

high quality ones on their way up, and some low quality ones on their way 

down, sectors that are growing, sectors that are declining.  Our aim at 

London Wall Partners is to invest in the high quality businesses on their 

way up and in the right sectors that are growing.  Why then would we 

need to let the short-term emotions of the market, largely made up of 

short-term buyers and sellers of financial products, be our guide, rather 

than simply as a place to choose to buy great quality marketable securities 

at sensible prices?  The concept reminds me of a trip to a Moroccan 

market my wife and I made on a weekend wedding anniversary trip when 

we were endlessly pestered to buy goods of no use to us, at outrageously 

high prices one minute and rock bottom prices the next.  Letting 

stockmarket indices be our guide is tantamount to buying goods we don’t 

want at any price.  We should rather go to the market at the time of our 

choosing and use it as our servant to buy shares that we want at the right 

price for the long term.  This is how we should be viewing the market. 

Applying this to clients and their portfolios and individual levels of risk, our 

first task with any new client is to work on the client’s overall financial and 

cashflow planning at a personal level to identify short and medium-term 

requirements, including contingencies for the unknown, and doing that on 

a highly cautious basis; I normally refer to this as allowing for death, 

disability and destruction.  This is a similar concept to if you were building 

your own house where the first port of call would be an architect to 

consult with you about objectives and desires, and then develop the plans.  
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Once this is done, we then set the appropriate investment allocation for 

the client between investing in high quality listed company shares held for 

the long term and cash and sovereign bonds for the shorter term, without 

having to be overly concerned about short-term market movements.  In 

this way, the market has served us, but has not guided us, and we use this 

method of working both on behalf of our clients and for ourselves when 

we invest our own hard-earned after-tax savings.  Of course, the financial 

planning needs to work hand-in-hand with a first class and rigorous 

investment process, and more from Stuart on that later.  I believe this 

confusion over the market, along with inappropriate financial planning, is 

in no small way responsible for the poor returns offered by many 

investment products and the disappointment some investors experience; 

it is why they would be well advised to consult with us sooner rather than 

later, so do please let others know and spread the word!  

Let’s come back to a more macro level which affects the micro 

implementation of what we do.  As lockdowns around the world begin to 

ease, our thoughts turn to the future.  How will the global economy 

emerge from the period of shutdown?  What sort of shape will it be in and 

how long will it be before we return to anything like normal, if at all?  I’ll 

be turning to Ian to answer these and other questions before Stuart takes 

us through how our selected fund managers are thinking, among other 

insights that he has. 

So, Ian, let me ask you first, how has the global economy faired in recent 

months and how does this compare with your expectations at the outset 

of the crisis? 

 

Ian McCafferty:  Thank you Nick and good morning everyone.  It’s quite amazing to reflect 

on how much has happened in the past three months or so.  Normally a 

quarter is a single data point in the GDP statistics, but in the past three 

months alone we’ve seen the sharpest downturn in modern history, but 
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also there are some very early signs of what could be a relatively swift 

recovery in economic activity.  Across the world, the onset of the lockdown 

saw dramatic falls in economic activity.  In March and April in most 

advanced economies, GDP fell by close on 20-25%, that’s far exceeding the 

falls in the financial crisis of 2008.  For the UK for example, the Bank of 

England estimated that the last time that GDP fell by that much in a single 

quarter was in the early 1800s – during the war of the Spanish Succession 

and the Great Freeze of 1709.   

In one sense, this is not surprising.  This recession differs from most others 

in that it was self-imposed.  Governments across the world chose to shut 

down large parts of their economies for health reasons, effectively cutting 

economic capacity by about a quarter overnight.  Of course, the fall in 

activity has not been uniform across sectors.  Some, such as food and 

accommodation, travel and recreation, and construction saw output all but 

collapse at least initially, while others, where a higher level of remote 

working or social distancing proved possible, saw output decline by less than 

10%.  And there has been some, including finance and public administration, 

where activity continued at much closer to ‘normal’ levels, even during the 

lockdown.   

But April does seem to have been the low point. By May, even before 

lockdown started to be eased in some countries, there were some early 

signs that activity was starting to recover as businesses and their workforces 

began to adapt to the new conditions.  And more recently, as lockdowns 

have begun to ease, there have been some more encouraging signs about 

how the recovery might unfold.  In much of Europe and in the US, business 

surveys and other short-term indicators of demand and activity are all 

starting to bounce sharply, and this has exceeded expectations.  So, I would 

say that so far, the emerging data are in line with our earlier expectations 

of a very sharp downturn, but hold out the prospect of a relatively rapid 

bounce back and recovery. 
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Nick Fletcher: But most of the economic news we read and hear about in the media still 

seems very gloomy.  I mean, are you not jumping the gun? 

 

Ian McCafferty:  I think there are probably two points to be made to that.  The first is that 

when the crisis began, I warned of the problems about following economic 

data in a fast-moving situation.  Official economic statistics appear only with 

a significant lag and are essentially very backward looking.  Much of the 

latest official data now being published is still for April and May – the 

bottom of the lockdown.  These statistics are now the ones being reported 

by the journalists who also, I would say, have a penchant for bad news 

stories, so the size of the downturn has received lots of coverage. 

  But in terms of tracking the economy in real time, which is what we need to 

do to understand this very fast moving situation, I think we need to look 

more at what economists would call “micro data”,  which are much more 

up-to-date.  These data are mostly derived from sources other than the 

national statistical agencies, and they don’t get as much media coverage.  In 

recent years, this type of data and its availability has boomed.  It 

traditionally came from surveys from business associations and intelligence 

from central banks, and has recently been supplemented by all sorts of IT 

generated data – Google movement tracking, internet searches and all of 

those sorts of things, and those tell us about economic activity.  Most of it 

is only partial and covers a single aspect of the economy.  But each is a bit 

like a piece of a jigsaw, and when they’re all put together, they can be quite 

revealing.  And it’s these data, if you look at them closely, that show an early 

pickup in activity in May, and, where we now have the data for June, are 

already suggesting a surprisingly rapid bounce back in activity already.  It’s 

the improvement in these indicators that’s one of explanations why the 

mood in stockmarkets has been improving.  But I think there’s a second 

reason why I’m slightly less gloomy than you might think.  Our investments 

at London Wall are essentially global, so that when we study the global 

economy, we need to avoid being too focused on the UK experience.  Now, 
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most of us on this call will get our news from UK newspapers and the BBC 

and they cover developments mostly in the UK.  However, it’s unfortunate 

that the UK has suffered more than average from the crisis, and unfortunate 

too, the way in which the crisis has been handled in the UK has, in several 

respects, been less deft than elsewhere.  And as a result, I think the easing 

of the lockdown in this country is likely to be somewhat slower, and the 

necessary social distancing somewhat more prolonged, than we’re seeing 

elsewhere.  Many other countries are returning to something closer to an 

economic normal somewhat faster than we are in the UK, and that’s also 

being reflected in relative to stockmarket performance. 

 

Nick Fletcher: So do you still think we will see a V-shaped recovery, Ian? 

 

Ian McCafferty: It’s early days, but I think the evidence for June so far is encouraging.  Andy 

Haldane, my former colleague, and the Chief Economist of the Bank of 

England, also believes we’re seeing a surprisingly rapid recovery.  He said 

recently, “So far, so V.”  But I do think we need to be careful not to get too 

far ahead of ourselves as there is still a number of potential downsides and 

pitfalls that could befall us before the virus is vanquished.  As we’ve seen 

recently in the United States, in Portugal and in Australia, as well as, of 

course, closer to home in Leicester, regional outbreaks of the virus are going 

to continue to complicate matters.  And even if things on the health side 

continue to go well from here, I still think we need to think of the economic 

recovery as happening in at least two stages.   

  In the first – this summer and autumn – the easing of the lockdowns will 

allow a good deal of activity to resume.  We’re likely to see a swift bounce 

back in the third quarter almost across the world economy, and the record 

falls in world GDP that we saw in the first half, down about 12% or so, are 

likely to be followed by record bounce backs of some 10% in the second half.  

But of course, this first stage bounce does not take us fully back to where 
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we were before the crisis and I think there are two reasons for this.  First, 

we’re going to continue to need social distancing for some time and this has 

an effect on certain economic activities.  And second, I think it’s likely that 

some consumers and businesses will remain cautious, as fears of the virus 

continue to affect confidence and behaviour, and that holds back other 

sectors of activity. 

  The second stage of the recovery can start only once these two factors start 

to diminish, and at that point the economy can then resume operating 

rather more as it did before the crisis began.  But for that to happen, we will 

need either good track-and-trace systems to isolate and contain future 

outbreaks, or a vaccine that provides widespread immunity.  So that second 

stage is likely to be a little more drawn out and country specific and will 

probably last through into next year.  Overall, the best forecast I’ve seen so 

far suggests that global GDP should return to its pre-crisis level by 

somewhere in the middle of 2021, and that pre-crisis growth rates should 

resume thereafter.  If that scenario does transpire, then I think it would 

represent quite a short, if very deep, recession, compared with recent 

history. 

 

Nick Fletcher: Well, some of the things that you’ve said about the social distancing and 

caution on people is in fact borne out anecdotally as we read and hear the 

news.  So, are you saying that the crisis should be fully behind us by mid-

2021? 

 

Ian McCafferty: No, I don’t think it will be fully behind us, I’m afraid, and there are a number 

of reasons for that.  First, while the outlook, that I’ve just described, is a 

reasonable central case, there are a lot of risks around it and a good deal of 

uncertainty.  There are both economic and medical uncertainties that could 

slow, or even reverse, the recovery that now appears underway. 
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  And the second reason, other than simply there is uncertainty, is that some 

countries are having what you might call a better crisis than others.  In the 

advanced economies, some have been harder hit by the virus than others, 

either through happenstance or through less deft handling by their 

governments.  And for some in the developing world, their more fragile 

economies and fiscal systems have left them less able to take the necessary 

actions to minimise the spread of the virus and protect their workforce at 

the same time. 

  So, I don’t think the recovery will be uniform across the world, either in pace 

or in scale.  And that may well have some lasting repercussions on world 

trade patterns and GDP growth. 

  And there is, I think, a third reason, even for the countries who have 

managed their way through the crisis well, there is going to be some 

permanent loss of output as there is with most recessions.  And by that, I 

mean that even after we return to growth, the level of activity over the 

longer term is likely to be a little lower than where it would have been had 

the crisis never happened.  Some of the lost activity is simply never made 

up, for example, you don’t have extra haircuts just to make up for the 

haircut you didn’t have during the lockdown.  And the best estimate I’ve 

seen of how much this lost activity might be, is somewhere close to about 

two percentage points of GDP.  To put that into some sort of perspective, 

it’s a little smaller than the output that was permanently lost as a result of 

the global financial crisis of 2008. 

 

Nick Fletcher: So moving on, would you please summarise the main risks that you see. 

 

Ian McCafferty:  There are several big risks to the downside.  On the medical front, we may 

yet see a second big wave of the virus, although a good number of countries 

in Europe, South Korea, Singapore, China, have not seen major resurgences 

of the diseases.  Others, and particularly now in the United States we have 
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seen that, but maybe as they’ve eased their lockdowns too early, or they’ve 

shunned social distancing.  And of course, the winter is going to be a big 

area, because viruses tend to be more prevalent in cold conditions.  A 

second big wave could require further widespread lockdowns and a second 

fall in economic activity, so that would give us a W-shaped cycle.  And I do 

think a second lockdown would be much more damaging even than the first 

one that we’ve seen, both for consumer confidence and for business 

financial health.  I think the second medical downside risk would be if we 

don’t get an effective vaccine before next spring, if the vaccine trials are 

unsuccessful, or we see a major mutation, then we get a lot longer period 

of social distancing.  Businesses constrained by that social distancing would 

have to continue to operate at reduced capacity, and I think public morale 

and consumer confidence would also be badly hit. 

  On the economic front, I think we’ve got to add two further risks.  First, at 

an individual country level, it’s still possible that the fiscal support policies 

that have so far minimised the economic damage, could be withdrawn too 

early, before the recovery is well established, so that we might still get some 

of that unemployment and bankruptcy scarring.  And I think there’s a risk to 

world trade; not all countries have managed the crisis well, and as a result, 

the global recovery next year is more likely to be staggered than fully 

synchronised, which I think would be less good for world trade flows.  But 

at the same time, it’s very easy to identify downside risks, but I don’t think 

all of the risks are on the downside.  It is possible we could see a vaccine in 

widespread use by the turn of the year.  There are more than 170 potential 

vaccines already under study and 10 are already in clinical trials.  Normally, 

vaccine developments are counted in years or decades, but we might yet 

see an effective vaccine developed, tested, and rolled out in less than 12 

months, and that would help us recover rather more quickly. 

 

Nick Fletcher:  So we’ve seen a huge amount of fiscal and monetary stimulus.  If we do see 

a swift recovery, will this all go into quick reverse, Ian? 
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Ian McCafferty:  I don’t think so.  We can say that the scale and the speed has been dramatic, 

the exact measures vary by country, but overall that scale of support from 

central banks and finance ministries has been unprecedented in peacetime, 

even when we look back to the last recession following the global financial 

crisis.  Central banks have pumped more than 2.5 trillion dollars into the 

financial system and national governments are running up fiscal deficits of 

around 15% of GDP this year as they’ve provided support to employment 

and business. 

  And I think the EU has surprised us: it was thought that coordinated action 

would be too difficult politically, but the EU has now agreed a fiscal package 

of some 750 billion euros, and that’s going to be jointly financed.  We’ve 

also seen governments reacting through the crisis with fiscal and monetary 

support scaled up and extended as new needs have been identified.  So we 

have seen, I think, a minimisation of the unemployment and bankruptcies, 

and that’s limited the likely longer term scarring for the economy.  I don’t 

think all of this is going to be reversed quickly.  I think the fiscal measures to 

support employment and businesses, as we heard yesterday from Rishi 

Sunak, are going to be gradually phased out as the recovery gets underway.  

But most governments are already talking about second phase policies to 

get the recovery going; in some cases, these are yet to be fully defined, but 

they’re talking of selective job support for sectors worst hit, VAT and other 

tax cuts, targeted help for job seekers, as well increased, and brought 

forward, investment in infrastructure and the environment. 

 

Nick Fletcher: On that, there have been a couple of questions about fiscal policy in the UK.  

What would happen if there was a serious second wave? Could the UK 

economy bear another lockdown, and can the government afford it?  And, 

will the Prime Minister’s, “Build, Build, Build” announcement be a game 

changer? 
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Ian McCafferty:  Well, I think a second widespread lockdown in the UK would be a lot more 

damaging to employment and to business solvency than the first.  A lot of 

businesses are operating right at the edge so I think the government would 

try and avoid a nationwide lockdown, if at all possible, and they’d rather use 

more widespread local lockdowns and other isolation measures, because, 

of course, a widespread lockdown would extend the furlough and business 

support schemes which are already due to be phased out through the 

autumn.  And these are currently costing about some five billion pounds a 

week.  Already, the fiscal deficit is expected to hit 300 billion pounds in the 

UK this year and any extensions to those support schemes would push that 

up again sharply.  So far though, I don’t think there are any signs in the gilt 

market that the government can’t continue to borrow to finance this, if it 

were required.  And that would be even more true if the Bank of England 

continued its quantitative easing purchases, but I do think it would make 

the longer-term fiscal challenge that much greater.  Just on the Prime 

Minister’s recent announcement – although it’s very helpful, I do think we 

should point out that the new deal on infrastructure spending that he 

announced is a far cry from that from President Roosevelt in the 1930s.  

Boris plans to accelerate some five billion pounds of capital spending – 

that’s about 0.2% of GDP.  Franklin D. Roosevelt’s new deal spent over 200 

times that, of close on 40% of GDP over five years. 

 

Nick Fletcher: There was a question about Rishi Sunak’s statement yesterday; have you 

got a quick point on that? 

 

Ian McCafferty:  I think it was a helpful, targeted statement.  In normal times, a package of 

30 billion would be seen as a very impressive statement.  But I think 

expectations had built up, so there was a certain disappointment in some 

corners of the press.  But what I think he’s done is provide a bridge, given 
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the uncertainty how the economy’s behaving, to take us through to the 

autumn, or into the early parts of next year, and has left himself some room 

for further measures if they’re going to be required, when he gets to his 

autumn budget. 

 

Nick Fletcher: And that long-term fiscal challenge you mentioned? 

 

Ian McCafferty: Well, I think it’s true for all countries once the crisis has passed, and the 

recovery has become established, that all governments are going to have to 

rebuild their finances, reduce their deficits and stabilise their debt levels, so 

there is a fiscal challenge to come. But, as it was after the Second World 

War, I think this is going to be a long gradual process and across the piece, 

politicians have already indicated that the sort of austerity we saw after the 

global financial crisis appears politically unpalatable this time round.  But 

over the longer term, government spending will have to be lower and taxes 

somewhat higher than they would have been had the virus never appeared. 

 

Nick Fletcher: And there’s been a question about, and quite a lot of talk about, how this is 

going to all be terribly inflationary.  What’s your comment on that? 

 

Ian McCafferty:  I don’t think this is going to be inflationary, even over the medium term.  In 

the short term, almost all the government spending has been designed to 

replace the private spending that’s been lost through the lockdowns.  And 

otherwise, had the government not stepped in, this crisis would have been 

sharply disinflationary, and we are seeing inflation falling across the world 

as we speak.  I also think that, if inflation were to materialise later, once the 

recovery is well established, then it’s a very easy task for central banks to 

reverse QE or raise interest rates to tackle it.  But overall, I think the era of 

very low interest rates, and high level for central bank ownership of public 

debt are going to be with us for some time to come. 
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Nick Fletcher: Markets are well known for looking ahead, so many will already be thinking 

about what the post-crisis world will look like.  How do you see the ‘new 

normal’, and is this crisis going to lead to major changes? 

 

Ian McCafferty:  I think for some specific business sectors, the pre-crisis world may never 

fully be restored.  Patterns of travel, tourism, hospitality, may well change 

fundamentally and already there’s talk of the end of the era of the jumbo 

jet – the Boeing 747 and the Airbus 380.  I think more broadly, we’re going 

to see some changes in business models – the crisis heavily disrupted supply 

chains, so I think we’ll be moving from a ‘just in time’ to a ‘just in case’ 

model.  Supply chains are going to have to be less lengthy and less globally 

dispersed and less dependent on a single supplier.  I also think employment 

practices are going to evolve.  Home working seems to have been more 

easily organised and less problematic than many firms believed, so more 

flexible working and less focus on the office I think is likely.  And that’s going 

to bring about different ways of managing the workforce, ways of 

interacting, and doing business at a distance – internet commerce, online 

medical consultations, teleworking are also likely to accelerate.  I also think 

that the corporate sector may well come under greater scrutiny in future 

from more activist governments.  In return for providing bailout funds, 

governments, I do think, are likely to become more demanding of business 

in how it exercises its broader social responsibilities. 

  If I think less about business and more about the geopolitics, I think the crisis 

is going to prove instrumental in two respects.  First, it’s raised questions 

about global relations with China. Concerns about China’s global political 

ambitions, its human rights record and the West’s growing technological 

dependence are not new, but I do think they’ve been brought to the fore, 

so I expect some important changes in how the West interacts with China 

to persist.  Secondly, it’s changed the landscape for the forthcoming US 

presidential election.  President Trump is now lagging in the polls, although 
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we should never write him off, but I do think we need to be thinking about 

how a Biden presidency might change global prospects.  I do think that 

beyond that, I’ve read some grand claims for other major changes – that the 

crisis will usher in a new paradigm with a rebalanced global order, more 

equitable society and a greener world.  I’d like to see that, but I’ve seen such 

claims following previous crises, and in my experience, these things do tend 

to happen only relatively slowly, so I’m not expecting miracles. 

 

Nick Fletcher: Thank you Ian, for that analysis into the economic and political aspects of 

the crisis and for your insights.  I’m sure you have many, many more, and I 

know you do, but in the interest of time we need to move on to Stuart.  I 

know you’ve mentioned about hairdressers earlier and haircuts, and not 

making up for them, but I guess you’re not the only one whose hairstyle has 

probably returned to the 1970s, as I know you’ve said to me personally.  But 

at least we’re not all on a Zoom meeting where the cameras would reveal 

all!  I’d like to turn to Stuart, who will take us through your thoughts Stuart, 

on our investment strategy. 

 

Stuart Fowler: Indeed.  Well, I think Nick and Ian have observed just how much has changed 

since our last call three months ago, but I think things are quite different in 

my world.  Our clients will know that our managers, who run our 

recommended company share funds, try to build their portfolios with strong 

businesses that they hope they can hold forever.  And in fact, we’re only 

aware of one change being made to any of our core funds over the last three 

months – our mid cap investment trust – which has added a cyber security 

business.  I should perhaps just give a warning that our managers do try to 

deal discretely, to make sure people don’t move prices against them, so it 

may be when we get their quarterly reports, we’ll find out they’ve been 

doing a bit more.  But generally, things have not been changing at all in 

portfolios.  Whilst the portfolios may not have changed much, I think it’s 

clear that stockmarket sentiment has completely turned on its head: at its 
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worse in late March, the world index had fallen, in sterling terms, about 20% 

from the level it started the year, but it’s largely retraced all of those losses 

– in fact it’s only just about 6% below its all-time highs.  Clearly central bank 

support for financial markets has got to be slightly responsible for this, but 

the remarkably resilient performance does just remind you that economic 

factors can often just be a minor influence on share prices, because the 

major factor usually is the underlying performance of the biggest companies 

in the index, and the world’s biggest companies have probably benefitted 

from this year’s events.  You may be familiar with the largest companies in 

the world index, but they are Apple, Microsoft, Amazon and Alphabet – 

Alphabet of course is the holding company of Google, YouTube and the 

android mobile phone operating system – and many of the elements of their 

operations have actually seen increased demand during the lockdown.  But 

just to echo Ian’s earlier comments, if you focus too much on the UK, you 

can easily mislead yourself about the rest of the world, especially if you 

study movements from our local stockmarket indices.  We’ve observed 

before that the FTSE 100 Index has a very heavy allocation to long 

established industries like oil, mining and banks, and they’ve been suffering 

in this lockdown recession.  But meanwhile, the FTSE has only got four IT 

companies which together comprise less than 1½% of the UK index.  And 

this is much, much lower than the world index where the IT sector is about 

21%.  Apple itself represents 4% of the world index and Apple and Microsoft 

together are worth more than the whole of the UK’s stockmarket in its 

entirety from top to bottom. 

 

Nick Fletcher: Incredible. 

 

Stuart Fowler:  So taking a global approach and outlook seems just to be absolutely 

essential.  And whilst clients will know that we primarily recommend 

company share funds which are managed globally, I probably haven’t 
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emphasised enough in the past how we deliberately pick managers who are 

based around the world to make sure we don’t unintentionally impose a UK 

biased view.  It isn’t an accident from my point of view, that only a few of 

the funds we recommend are run from London – other model funds are run 

from New York, Arlington Virginia, Mauritius, Tokyo and Sydney, but I 

should add, there’s also one run from Edinburgh, which I guess is fairly close 

to home.  Three months ago, I commented on how many troubled 

companies were very, very quick to cut their dividends in order to support 

their financial position, and this situation was exacerbated a few weeks later 

when Shell, which used to be the largest company in the UK index, reduced 

its dividend for the very first time since World War Two.  This is going to 

have a profound impact and I think could easily lead to the end of income-

based investing in the UK.  And I’ve certainly noticed that many UK fund 

managers have been very quick to recognise that they may not be able to 

sell such income funds in future, and they’ve latched on to a new 

bandwagon – which is ESG investing, i.e. focusing on environmental, social 

and governance issues. 

  I’m going to spend a few minutes on this because I think it’s obviously 

important for the time, but it’s also going to be a big feature of the financial 

press I’m sure, for the future.  Our view is that we’re fans of ESG analysis 

but wary of many ESG funds.  We can see why the fund managers promote 

them because it is timely.  The environment has obviously been getting 

more focus as air pollution has declined as people have been locked down, 

and corporate interest in social matters is also being readdressed following 

the alleged murder of George Floyd in America, and we’ve seen the impact 

of that on advertising on controversial social media sites.  By and large, we 

don’t recommend ESG funds with the exception for those clients who want 

to exclude specific industries or sectors from their portfolios and using an 

ESG fund is the only way we can achieve this.  Our stance reflects our 

confidence in our conventional funds and the way our portfolios are built.  

As I said right at the beginning, we deliberately choose managers who take 
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a long-term approach and they rarely change the companies in their 

portfolios, and because they’re aiming to hold their investments forever, 

they have to consider a broad range of issues which could affect their 

companies in the long term, which are obviously not just the industry 

fundamentals, but issues like corporate culture, environmental practices 

and governance standards.  So, our model funds are run by experienced 

teams of fund managers that take a rounded, commercial view of their 

investee companies, with ESG matters being important, but not the primary 

element in their decision making.   

  Another reason for sticking with this approach reflects the influence these 

fund managers can have on their investee companies.  The managers of our 

core funds tend to be large shareholders in the companies they invest in –  

as an example, Sage, the FTSE 100 accounting software company, its two 

largest shareholders are managers of our core global funds, they’ve both 

got about 7½% each, so 15% in total, and when you get this scale of 

shareholding, you get excellent access to the leadership of the company and 

you’re listened to carefully by a board of directors.  I know from my own 

experience, when you’re a responsible investment specialist, you usually 

only get to see the Investor Relations department.  So, the mainstream 

managers we recommend, we don’t only think they’ll be able to develop a 

better-informed view of a business than an ESG manager because of the 

superior access, but they can also pound the table to better effect, if 

necessary.  While our conventional recommended funds may not carry an 

ESG name, we strongly believe our clients will be assured that their 

investments are managed responsibly and also carry a lot of influence on 

ESG matters.  If ESG does interest you, I suggest you take the time to study 

what Larry Fink, who is the Chief Executive of Blackrock, says on the matter.  

You might be aware that Blackrock is the world’s largest asset management 

business, but you may not be aware of the scale of its influence on US 

companies in particular, - as we all know what matters in the US, soon 

matters elsewhere.  In the corporate world, Blackrock is increasingly setting 
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the ESG agenda.  The growth of passive investing in the US has been so 

strong that the big index managers like Vanguard, Blackrock and State Street 

now dominate the share register of nearly every US listed business,  and as 

we noted with Sage, that isn’t the case in the UK. 

  So Vanguard typically holds about 8% of every stock in the S&P 500 Index, 

Blackrock typically holds about 6%, and State Street about 4%, but whereas 

Vanguard and State Street don’t tend to be all that vocal on ESG matters, 

Larry Fink and Blackrock have decided to take a high-profile, principled 

stand.  If you Google ‘Larry Fink’s letters’, you will soon get to the Blackrock 

webpage which publishes this year’s and previous years’ letters to the CEOs 

of American companies. This year’s focus is climate change, and I was 

listening to a virtual global conference, in which Larry Fink was speaking at 

a few weeks ago, in which he was indicating he expects to add a focus on 

race relations from now on.  We should expect the corporate sector to 

respond to both of these Blackrock initiatives.   

  So to wrap up on ESG, we think our pragmatic approach should lead to 

better outcomes for clients than jumping on the current ESG bandwagon 

and it is something we do focus on, even though clients might not see that 

reflected in the name of the funds that they hold. 

  I thought I’d finish with looking a bit more to the future and the rest of 2020.  

It won’t be long before the market’s focus moves to the mid-year corporate 

reporting season, which really gets going in earnest in the US next week.  

Most companies will be reporting some sort of results to the 30th of June, 

and obviously, people will be interested in the sales and profits 

announcement, but I think there will also be a particular focus on balance 

sheets and working capital movements as people see how companies have 

reacted to the lockdown across the world.  In all probability, we’re bound to 

see more companies raise fresh capital to tide them over until better times 

return, but we would expect the contrast between the high-quality, resilient 

businesses our fund managers favour and weaker comparators to be quite 

stark. 
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Nick Fletcher: Can I just step in – there was a question on what dilution of existing 

shareholders can we expect over the next three years due to rescues, rights 

issues, placings, debt conversions and part nationalisations? 

 

Stuart Fowler: I think this is going to vary hugely from industry to industry.  I was reading 

an article about Carnival, the cruise line company, and how it’s having to 

manage basically the laying up of its entire fleet, and clearly they’ve got lots 

of costs, no revenue, and they already had debt, so they’ve already raised 

equity.  Clearly the challenge – the unknown time for them to be able to 

restart their business – means they are going to have to keep a very beady 

eye on the management of their balance sheet.  Whereas some of the 

software companies we are investing in – they were already cash rich and 

they’ve probably seen increased demands and better cash flow – are clearly 

in a completely different state of affairs.  So overall, I would expect to see 

lots more capital raising going on but it’s going to be industry specific. 

 

Nick Fletcher: And as we move through the summer? 

 

Stuart Fowler: I think that obviously people are worried about the virus and I think 

probably the focus on the virus in the West is probably completely focused 

on the autumn when it’s going to get colder and, as Ian said, usually viruses 

thrive a little bit more.  Obviously if everyone’s a bit more socially engaged 

in the festive season, I think there’s good reasons for worry in the run up to 

Christmas. I think probably from the financial market point of view, 

obviously people are worried about the presidential election, and that just 

might matter for our clients’ portfolios, because as we’ve often stated, our 

clients have a heavy allocation to the healthcare sector, and this industry 

has often been a political football in US elections.  Actually, I think probably 
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the risks for the sector have eased a fair bit because the two democratic 

candidates, who had the most radical reform ideas, got beaten during the 

primary campaign.  At the moment, it still seems most likely that there will 

be a split congress, i.e. the Democrats will retain the control of the house 

and probably the Republicans will control the Senate, and usually when you 

get a split Congress, you don’t get the most extreme and contentious 

measures that you can when there is party control overall. But even if 

President Trump’s troubles do mean that the Republicans lose the Senate 

and so the Democrats perhaps have control of all three lines of power in the 

US, I think it seems that President Biden’s aims for the healthcare sector are 

probably now more evolutionary rather than revolutionary.  So, it’s a risk 

we’ll keep an eye on, but I don’t think it’s something that we need to be too 

worried about. 

  The other two key sectors that we’ve often highlighted as being important 

parts of our clients’ portfolios, are consumer staples and technology.  I think 

one of the reasons you invest in consumer staples stocks like Unilever and 

Diageo is that really, there’s not much of a change; you might get a new 

limited edition Magnum ice-cream for the summer but otherwise, not much 

changes and we can’t see any reason to fear for those particular companies.  

But I think there are probably quite a few elements in the IT sector that 

really could be quite exciting.  Whilst it isn’t my cup of tea, Microsoft and 

Sony are going to be launching new Xbox and PlayStation computer gaming 

consoles within a few months, and you may be slightly surprised to realise 

what an important industry this is.  Its annual turnover is about 135 billion 

dollars a year, so it may not matter to me and perhaps some people on the 

call, but this is going to matter to the world overall as it will spark a renewed 

investment cycle in the computer games industry. 

  But probably of more broad interest will be the new iPhone launch, which 

typically comes out every autumn, and this year Apple are expected to 

launch a 5G variant.  The faster downloads and response times that this new 

technology is going to provide is going to be a game changer, and it’s likely 



London Wall Partners Economic and Investment Update 9 July 2020 

 
 

Ref.: 200066  23 
 

to accelerate a lot of new apps and new uses, to encourage more communal 

mobile game playing and obviously overall, drive a new handset upgrade 

cycle.  And we think a livelier mobile phone industry could easily get people 

spending again, and hopefully assist with the economic recovery we’re all 

hoping for. 

 

Nick Fletcher: People seem to have written Mr Buffett off, but his 237 million Apple shares 

don’t seem to be doing too badly at the moment.  Stuart, a question for you; 

to what extent do you think it’s true that the comparative stability of the UK 

stockmarket in this crisis, is attributable, as some journalists have 

suggested, to the absence of any available alternative for investment 

capital?  And when we say comparative stability, it hasn’t recovered as much 

as other ones, and actually there’s been a huge rotation within the 

valuations, but what would your insight to that be? 

 

Stuart Fowler: The FTSE is roughly holding at about 6,200, plus or minus a bit, for a number 

of weeks now, so the UK’s stability is reflected on most stockmarkets around 

the world, and I think it’s a fair observation.  Certainly, interest rates are 

clearly unattractive, they are lower than inflation, bond yields are lower 

than inflation, many property investments don’t look as attractive as they 

did, so, yes, stockmarkets probably are being supported by the lack of 

opportunities elsewhere.  But having said that, as we noted in the call three 

months ago, company shares should be valued on a long-term basis, and if 

you do regard a company’s shares being the value of all of its future cash 

flows, just losing one year’s cash flow, in 2020, really shouldn’t make that 

much of a difference to the long-term valuation of a business.  So, there are 

counter availing influences, but it is a fair observation. 
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Nick Fletcher: One quick question for you, Ian – surely over the long term, taxes again have 

to go up; how would a wealth tax be implemented?  What briefly have you 

got to say on that? 

Ian McCafferty:  I think in the long term, taxes probably will have to go up and we will also 

have to see more discipline when it comes to government spending.  But I 

think it is in the longer term, I don’t think governments will be turning to 

that immediately until the recovery gets well under way.  In terms of a 

wealth tax, particularly in the UK, I think the chances of that, at least in the 

short term, or even the medium term, are very slim.  The main proponent 

has been the Labour Party, and I noticed last week, Keir Starmer started to 

drop that proposal.  The last time we had a proposal for a wealth tax in the 

UK was back in the 1970s with Dennis Healey as Chancellor, and after two 

years of work he dropped the proposal because he said he couldn’t design 

one that would raise any money that would be worth the administrative 

complexity.  So, I think it’s a risk, but not a huge risk. 

 

Nick Fletcher: And a quick one on the outlook for sterling? 

 

Ian McCafferty: Sterling, I think is difficult – it’s been relatively stable recently, largely, I 

suspect because the discussion of Brexit has essentially moved to the back 

pages.  But if Brexit comes back, I think that’s going to be a big determinant, 

and it will depend heavily on how the negotiations, for whether we get a 

free trade deal, or whether we move back to World Trade Organisation 

terms, how those develop over the course of the autumn. 

 

Nick Fletcher: In the interest of time, thank you very much indeed, Ian and Stuart, for your 

wisdom and insights which are well made and very much appreciated.  To 

summarise briefly, there are clearly heightened uncertainties in the global 

economy with a potential virus flair up, a slow vaccine solution, and 
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disruption to supply and demand across the globe.  Inflation and interest 

rates are set to remain low for quite some time and the focus of our 

investing should be on top quality businesses across the globe in growing 

sectors, alongside the right level of highly rated sovereign bonds and cash 

reserves, and that’s all within an appropriate financial planning context, as 

I mentioned earlier – simple as that.  We need to be careful though, to 

ensure we are firstly, not under-invested in long-term quality assets when 

it comes down to our own personal situations and personal investing, and 

secondly, we don’t want to be over-diversified in a proliferation of every 

type of company and sector, whether good or bad, that end up delivering 

poor returns while paying a lot of money for the privilege – or as one person 

described it, which I thought was quite amusing, di-worsification.  This type 

of investing is a bit like the IT manager, who in the olden days of large 

mainframe computers, would never get sacked for buying IBM.  It might not 

be the best for the job but it’s a big well-known name – and I’m afraid that’s 

an unsatisfactory approach, as is investing for income, as Stuart alluded to, 

in the big name companies that have nearly halved in value in the recent 

crisis and actually not recovered.  It’s incredible how the component part of 

the main indices in the UK of the top 100 companies, many have remained 

at the same level as they were when the initial falls took place, and it’s 

incredible to see some of the increases in the prices of the healthcare, IT 

technology and consumer and non-durable businesses.  The fact is that 

good, long-term stable returns are derived ultimately from the long-term 

prosperity of a set of great companies, not how much they pay out in the 

form of annual dividend income.  Not that we mind dividends, if they are 

legitimate surpluses.  And since day one, we’ve made it very clear to clients, 

and the wider world, that we need cash for daily life in retirement or 

otherwise, and not income – cash can be generated in several ways or 

reserved for without the need to invest in shares, where a remote board of 

directors who know nothing about our personal circumstances, declare a 

dividend to provide us with cash regardless of what happens to the value of 
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the capital, which is somewhat nonsensical – it’s the wrong approach to 

investing and sadly, though happily not for our clients, too many investors 

at large have suffered investment declines, a lot of which may not recover 

for a long while, if ever.  It has gone to what I call to money heaven.  What 

would you prefer, to take some gains from a share that’s doubled in value, 

or have an income from a share that’s halved in value?  Well, I know which 

one I’d prefer.  So, if you do know anyone who is dissatisfied with their 

current arrangements, as I said earlier, do please give them my details and 

I’d be pleased to have a discussion without any obligation either way. 

  A brief word on the ESG that Stuart spoke about: it’s of course nothing new 

and we must be sensible as we don’t live in a perfect world, as Stuart said.  

I was fortunate to be given a book several years ago called, The Enlightened 

Entrepreneurs, which is about the business ethics in Victorian Britain written 

by Ian Bradley, which is a series of short chapters on the history of the 

Colemans, the Cadburys, the Rowntrees, Lever Brothers, Jesse Boot and 

others. These incredible businessmen led the way in social responsibility 

and governance and if you think of the legacies they’ve left in terms of 

businesses, they still provide for our everyday needs, yes, including 

chocolate and mustard, which are terribly important.  Unilever and Reckitt 

Benckiser are world class businesses in which we’re invested and 

interestingly, their good old-fashioned values were integrity, equality, 

simplicity, community, stewardship of the earth and peace, which are 

seemingly coming back into fashion.  Our long held belief is that great 

businesses and great ESG normally go hand-in-hand, but we need to look 

through the lip service, to which Stuart alluded, and ensure it is authentic, 

hence his wariness of ESG labelled funds.  If anybody would like a copy of 

the book, do let me know, it’s a great read given to me by a wonderful friend 

and inspiration in my life, called Sir Michael Coleman, from the family itself, 

the Coleman family, who incidentally at 93 years of age is still involved in 

Summerdown Mints, which he set up 10 years ago with his grandson – so 

much for getting old!   
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  In closing, one of the first things I look to do every morning is read the book 

of Proverbs, of which there are 31 chapters, so I get to double up four times 

a year in September, April, June and November.  In yesterday’s chapter 8, I 

was once again reminded that wisdom and prudence dwell together, which 

are some of my favourite all time words.  It’s true that in providing a 

financial service, based on prudence, we need much wisdom and guidance 

from all the reliable sources we can lay our hands on, excluding the market 

of course, which is not our guide, but certainly from above.  And relatively 

coy though we are about our results over this and the last few years, I 

suppose after several collective decades of studying economies, markets 

and investments, we are actually beginning to accept, and have to concede, 

that we are perhaps maturing and like a good wine, becoming more 

drinkable with the years.   

  Well, as you re-enter into society, restaurants and the like, we hope you 

have an enjoyable summer and we raise a glass to our clients and thank you 

to the trust that you’ve placed in us with your investments, which I hope 

you believe has been well placed.  We look forward to continuing to build 

our team and serving you, your children, grandchildren, and others with the 

good stewardship of your hard-earned capital in the decades ahead.  We 

will be doing another one of these on Thursday October 8th, so do please 

put that in your diaries if you’d like to join us again, but in the meantime, 

thank you very much for listening, have a great summer, stay safe and thank 

you.  Good afternoon. 

 

 

 

 


