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Economic and Investment Update Conference Call Transcript – 8 October 2020 

 

Nick Fletcher:  Welcome to this morning’s call which follows our April and July ones 

of this year, in which we discussed the outlook for the economy, as 

well as issues and themes of importance to our particular investments 

and strategy at London Wall Partners on behalf of our clients.  I do 

hope everyone managed to have a good summer break despite the 

ever-changing travel circumstances and quarantining requirements 

that have featured so heavily since our last call in early July.  Also, I do 

hope that you and your loved ones are bearing up under the 

challenges that have faced us this year and continue to do so while 

keeping safe and healthy, of course, as well as of a cheerful spirit.  

Well there is much to talk about so let’s get on with it. 

We know that the global economy is starting to emerge from the first 

stage of the crisis, and the spring lockdowns, but there is still much 

uncertainty about how we will fare through the winter.  Markets, 

while not being our guide of course, which I’ve said before, have 

seemingly shrugged off the immediate effects of the crisis, although 

performance both regionally and in terms of sectors has been more 

diversified than in the early stages of the pandemic. And as scientists, 

governments and commentators learn more about the virus and its 

treatment, and about how we are all reacting to it, we can say more 

about the outlook into the longer term and how the pandemic is likely 

to change behaviour and our economies more fundamentally.   

Before we go any further, regulatory requirements oblige me to 

inform you 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 

can, of course, be provided separately and individually, as 
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appropriate.  Full details about performance can be found on our 

website: www.londonwallpartners.com.   

Those of you who are regular listeners will be familiar with my two 

colleagues who are joining me on this call, but for newer listeners, let 

me briefly introduce Stuart and Ian.  Ian McCafferty is one of the UK’s 

leading economists, and from 2012 to 2018 he was a member of the 

Monetary Policy Committee at the Bank of England.  His career spans 

the City, the CBI and BP as well as other institutions.  He joined 

London Wall Partners as a member of the Investment Committee and 

Senior Advisor in the spring of 2019 and as well as working with us he 

is a visiting professor at King’s College London and a Senior Advisor to 

Oxford Economics.  Welcome, Ian, to this morning’s call.  

 

Ian McCafferty:   Good Morning Nick. 

 

Nick Fletcher: Stuart is 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.  He has been a City stalwart for many 

years, having also worked at HSBC and Kleinwort Benson. Stuart, 

welcome. 

 

Stuart Fowler:  Good morning. 

 

Nick Fletcher: This morning we will first hear from Ian and Stuart and then answer 

some of the questions you have submitted, for which many thanks, 

before closing at or before 12 noon.  Thank you very much to 

everyone who has submitted questions, but if our discussions provoke 

further questions or thoughts, do please email or call and we will be 
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pleased to discuss them with you at a later date.  Let me first turn to 

Ian, to set the scene with an update on the global economy, and how 

it has fared following the easing of the widespread national lockdown.  

Ian, I know you have been monitoring the progress of the world 

economy closely throughout the pandemic.  How have we fared in 

recent months as lockdowns have been lifted and activity allowed to 

resume? And are we undergoing that ‘V’ shaped recession that you 

expected a few months ago?  

 

Ian McCafferty: The data published in the summer confirmed the scale of the 

downturn that we saw in the first half of the year, when global GDP 

collapsed by 10% over that first half.  This was the sharpest and 

deepest recession in modern history. But the early data that we have 

for the early post-lockdown periods has been encouraging, and in 

most countries the strength of the bounce back and activity has 

surprised expectations.  Given the delay with the official GDP data, we 

are still mostly having to work with what we call modern microdata, 

on things like footfall in shops, energy use (which is a good proxy for 

industrial production) and things like smartphone measurements of 

mobility. And for many of these, activity levels are already pretty close 

to where they were before the lockdowns.  So, I would say that the 

first stage of the recovery has been reasonably ‘V’ shaped, with a 

good deal of the drop in activity of the first half coming back quite 

quickly. But I do have to say that the early ‘V’ shape is not the full 

story. From here, the story is likely to be less rosy. 

The pandemic hit different countries at different times, so the 

recovery is not uniform across the world.  China, where the virus 

originated and where the virus was rigidly controlled, recovered early 

economically, and very fast from the outbreak. Its economy has 

already regained its pre-Covid level.  If we look at Europe, the US and 

the UK, the lockdowns were somewhat later, and the recoveries are 
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only now underway, but it does look as if for the third quarter, the 

bounce back in these areas is likely to reverse a good deal of the fall 

that we saw over the first half.  In a number of countries however, 

such as India and parts of South America, where the virus has been 

less controlled, the recoveries are a bit slower.  But if we look at the 

global economy as a whole, even that unprecedented Q3 growth rate 

will still leave the level of economic activity at about 95% of pre-Covid 

levels. And making up that final 5% still leaves the global economy 

with a hill to climb as big as the one it faced after reaching the low 

point of the Global Financial Crisis. 

 

Nick Fletcher: So, a ‘V’ shaped recovery as far as it goes, but there is clearly some 

way to go. 

 

Ian McCafferty: That is certainly true, and I think we have to say that we are far from 

out of the woods yet.  That first stage of the recovery, reassuring 

though it has been, has been the easy part and the next few months 

will be critical in determining quite how severe and long lasting this 

recession will prove to be and to what extent the degree of 

government intervention that we have seen will have prevented 

serious longer-term economic damage. As we go into the winter, we 

still face a number of challenges, and these make it quite difficult to 

be sure that the initial bounce back will generate sufficient 

momentum to continue the recovery into next year or whether that 

recovery is going to peter out in the coming months which will leave 

us with an incomplete bounce back and a more uphill struggle to 

come. 

 

Nick Fletcher: So Ian, from your perspective, tell us what those challenges are and 

how do you think they will play out? 
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Ian McCafferty: Well, social distancing is going to continue to hamper the operations 

of key sectors which represent roughly about one fifth of the 

economy for some time yet.  Travel, transport, tourism, hotels and 

restaurants, the arts and some personal consumer services are still 

severely restricted in terms of when they can open, how they offer 

their services and the numbers of people they can accommodate, and 

that’s going to continue for some time yet.  City centres are still 

seeing lower traffic, partly because people are wary of using public 

transport, and partly because many firms seem happy to have their 

employees work remotely.  So, the ancillary services in city centres 

are still closed and struggling. For example, I walked from the 

Monument to Liverpool Street a couple of weeks ago and the City of 

London is still a ghost town.  Beyond this constraint of social 

distancing, whether the recovery persists into 2021, or whether it 

peters out – or even goes into reverse causing a double dip – I think is 

going to depend on two factors.   

First, the amount of continued government policy support and 

second, the progress of the virus itself.  In terms of the policy support, 

we are now reaching, I think, a critical period.  So far, in almost all 

advanced economies, firms have received generous fiscal support 

from their governments. Details vary by country, but broadly wage 

bills have been subsidised by furlough schemes and businesses have 

been helped by tax deferrals and loans.  But there is now a live debate 

as to when and how best to scale back these schemes which are 

hugely expensive to the government purse.  If you pull them too early, 

the damage to the economy could still be significant, if you leave it 

too late, the cost to the tax payer spirals as well as preventing the 

necessary longer-term adjustments to the economy from taking place.  

But it now looks, as we go through the autumn, as if the coronavirus 
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support schemes in most countries will need to continue for rather 

longer than most governments originally intended.  

For example, in the European Union, the Commission-led EU recovery 

fund, which was first agreed in May, is now being translated into 

national support schemes.  Here in the UK, the Chancellor, Rishi Sunak 

has recently announced the second set of support measures.  Even in 

the US, which has been less philosophically inclined to provide 

widespread support beyond the initial tax rebate, it now appears that 

negotiations in Congress for a second fiscal package, that may even 

appear before the Presidential election, are continuing and that is in 

spite of the statements this week by President Trump.  But even with 

these second sets of measures, I think it is fair to say that the scale of 

fiscal support going forward is likely to be more modest than it was in 

the early stages of the crisis.  So through the winter I do think that we 

are going to have to see unemployment and business failures starting 

to rise and that’s going to hit demand in our economies, even as the 

supply side of the economy improves.  So, after that big bounce back 

of the third quarter, I think we are likely to see the pace of growth 

slowing sharply into the winter. 

To make things even more challenging, there are also worrying signs 

of a possible second wave of the virus itself.  It is not universal, in Far 

East Asia, cases remain low. But across Europe, and in parts of the 

United States, we are beginning to see a resurgence in infections, 

although so far, fortunately, hospitalisations and mortality are far 

lower than they were in the first wave.  The key issue, as far as the 

economy is concerned, is whether this resurgence becomes bad 

enough to require further comprehensive lockdowns which would 

trigger a further contraction in GDP over the winter.  So far, 

governments seem to be intent on avoiding further national level 

lockdowns because they are fearful of the economic and political 

damage that that would cause.  But I think further tightening of the 
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restrictions we are already seeing, either regionally or in terms of 

specific activities, is likely I think in the coming months.  So overall, 

after that bounce back, I think we will see the recovery slow over the 

winter and I think it is fair to say that, we are now entering a much 

more difficult and uncertain period with the risks mostly on the 

downside.  Now unless the lockdowns become more stringent than I 

expect, I think the recovery is unlikely to peter out completely.  But 

the news flow, at least, is likely to be more negative, and that may 

affect market and investor sentiment. 

 

Nick Fletcher: So, from what you say, markets will continue to be faced with high 

levels of uncertainty. But they also tend to be forward looking so, 

notwithstanding the huge polarisation within the makeup of the 

markets between certain sectors, much of the uncertainty over the 

coming winter should therefore be priced in, unless things deteriorate 

badly.  So, what does 2021 hold, Ian? 

 

Ian McCafferty: As we move through 2021, we should, unless we are very 

unfortunate, I think finally be getting on top of and learning to live 

with the virus itself.  Already, we are developing much more effective 

treatments for those who become seriously ill, and that ranges from 

simply laying those in intensive care on their stomachs rather than 

their backs, through to the use of the steroid, Dexamethasone, and 

the antiviral drug, Remdezivir, both of which now appear to reduce 

fatality quite markedly and both of which were given to the President 

of the United States this week.  In addition, I think, by mid-2021 there 

are quite good hopes that a vaccine might be available.  There are 

currently, I believe, about over 150 vaccines in development, of which 

10 are now in phase three clinical trials – phase three being the last 

big phase before you move to regulatory approval.  So while a good 
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number of those 150, or even of the 10, might still fall at the final 

hurdle, researchers do appear quietly confident now that a usable 

vaccine can be found over the course of the next 6 to 12 months.  

While I think that still leaves big logistical challenges administering 

such a vaccine to the world’s population, it does mean a prospect that 

economic activity, as we go through next year, should be able to start 

to return to more normal functioning.   

Once we get to that point, for investors and markets I think two key 

questions are going to be critical.  First, what are the prospects for the 

next economic cycle, how strong and sustainable will the recovery be 

and what are the longer-term prospects for growth and inflation?  The 

second question is, what will be the longer-term legacies for the virus 

– what sort of structural changes will be under way as the global 

economy adapts to that post-pandemic world? 

 

Nick Fletcher: Big questions.  Let’s take them separately.  Firstly, the macro 

economy. One of the features of the last recession, following the 

Global Financial Crisis (“GFC”), was the lacklustre growth performance 

for some years after the initial downturn.  Do you see this same thing 

happening this time, Ian? 

 

Ian McCafferty: I don’t think so. I was on the Bank of England’s Monetary Policy 

Committee at the time of the GFC.  One of the key features that I 

remember from that period, was the fact of the lengthy period of 

restructuring and repair that the banking system across the world 

required.  So, while that was underway, that in itself was a significant 

constraint on broader economic growth.  The nature of the current 

shock, the pandemic, is very different from that, and I don’t think we 

face any of those internal structural imbalances that typified the 

Global Financial Crisis.  If we take the pandemic shock and the 
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economy, I think the best way to think about the recovery is in three 

phases.  The first, which we have seen through this summer and 

autumn, was the initial post-lockdown bounce back and the double-

digit rates of GDP growth that we have seen as activity was allowed to 

restart.  Phase two, as we go through the winter and into the spring, is 

likely to be much slower and more fragile, as we continue to struggle 

with the virus, as social distancing is still required, and government 

support is gradually reduced, meaning, I think, that unemployment 

will rise and weaker firms will struggle to survive.   

Once we move through 2021, I think we do head into what you could 

call the third phase of the recovery as we finally get to grips with the 

virus. That will allow restrictions on activity to be lifted, and that will 

have potentially major positive effects on sectors such as travel and 

hospitality.  Other activities that many people currently deem too 

risky to enjoy – theatres and gyms and other such things, I think, will 

also be considered less risky by then and that will further give a boost 

to activity.  So that means that employment prospects will improve, 

and some of the build-up in savings that we have seen during the 

lockdowns, surprisingly, but people have not been able to spend their 

money so, the savings ratio in most economies has risen quite rapidly, 

and running those savings down again should help support healthy 

consumer spending growth.  I also think that through 2021, the policy 

climate is also likely to continue to be reasonably supportive.  So all of 

these will help strengthen growth and so that third phase, I think, we 

will see the normal pattern of economic recoveries in which we enjoy 

a period of above trend growth for a year or so.  If we look at the 

current economic forecasts for 2021 and 2022, those suggest growth 

rates for the G7 countries of about 4.5% for next year, and just over 

3% for 2022.  Those sorts of growth rates are comparable with the 

better years of the early 2000s and are really rather faster than we 

saw in the aftermath of the Global Financial Crisis. 
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If we get that sort of growth through 2021, that would mean that the 

global economy would re-attain its pre-Covid level of activity of GDP 

by the middle of 2021, and we’d be moving into a new period of 

expansion thereafter. 

 

Nick Fletcher: Ian, even if we return to reasonable and sustainable growth in the 

world economy over the next year or so say, the pandemic will have 

left its mark.  I mean, in the past few months’, governments have 

racked up huge fiscal deficits and central banks have undertaken 

enormous amounts of quantitative easing.  For investors and markets, 

how those negatives are dealt with will be absolutely critical.  Will we 

see a return to fiscal austerity do you think, or perhaps combined with 

high inflation, as a way of paying for the pandemic? 

 

Ian McCafferty: At the height of the lockdown, as the various support packages were 

rolled out, budget deficits for most advanced economies rose 

dramatically as you say. In many cases, as high as 20% of GDP, that’s 

certainly the UK figure and roughly double those that were seen 

during the Global Financial Crisis, even after we’d paid for the bank 

bailouts.  But there are no signs that governments intend to keep that 

level of fiscal support in place permanently, so as the emergency fiscal 

measures are gradually unwound, deficits will naturally start to fall 

again – and I think will fall quite sharply as we go through 2021 and 

2022.  Even if deficits start to fall, we will be left with a sharply higher 

level of public debt that we had before the pandemic.  

But I think this needs to be put into some context because with bond 

yields at record lows, that higher debt burden is not necessarily a 

problem.  Even with the higher levels of debt that we expect to see by 

next year, the annual costs to governments of servicing that debt is 

still lower than it was only five years ago and that will remain the case 
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as long as interest rates remain this low.  Compared to a decade ago, 

markets do appear more willing to, as it were, forgive governments 

for perceived fiscal profligacy that seems to be no problem with 

funding budget deficits at this stage.   

That may be because the political climate around fiscal policy is 

changing, with the rise in inequality that we have seen and the 

deteriorating public services after the last decade of austerity have 

shifted sentiment in many economies towards an acceptance of 

higher levels of public spending.  So, I think that governments will 

choose to delay any discretionary fiscal tightening, and that’s partly 

because I think they are wary of snuffing out the recovery too early.  I 

think tax rises are likely to be necessary over the long term to help 

pay for the pandemic, but I don’t think they are immediate, and 

maybe not even over the course of 2021 either.   

Now if we think about monetary policy, the effect of the pandemic 

will be to keep interest rates at very low levels for some considerable 

time. And I think there are a couple of recent initiatives of the Federal 

Reserve in the US and the Bank of England that underline this period 

of low interest rates. If we look at the Fed, they have announced a 

change in their monthly policy framework and that will keep their 

interest rates lower for longer than would have been the case under 

their previous framework.  So now, after a period of very low 

inflation, they will be more tolerant of a modest overshoot in inflation 

than they were previously.  When they set interest rates, they will 

want to see more tangible science than acceleration and inflation 

before they actually tighten policy.  The Bank of England, separately, 

are recognising that rates will remain close to zero for some time, so 

they have begun a consultation with the banking system on whether 

pushing bank rates into negative territory, if it were required, might 

be a useful policy tool, or whether it would have detrimental effects.   



London Wall Partners Economic and Investment Update 8 October 2020 

 
 

Ref.: 200092  12 
 

So I think in both cases, markets have in many cases over reacted to 

these; I think they are modest rather than dramatic changes in the 

policy stance, and would only be brought into being, certainly the 

Bank of England’s view about negative rates, will only be used in very 

extreme circumstances.  I do think that they underline the fact that 

interest rates will remain low for the foreseeable future. And the Fed 

itself, has publicly stated that it’s not going to raise interest rates until 

2023 at the earliest. 

 

Nick Fletcher: But, Ian, won’t the higher deficits and the lower interest rates 

together driver up inflation. This is a big question people are asking all 

the time. 

 

Ian McCafferty: I don’t think that economic conditions over the next few years are 

likely to be conducive to any sharp pick-up in inflation.  The world 

economy is going to be operating at less than its full capacity for quite 

some time to come and when those conditions prevail – when you’re 

operating at less than full capacity – it is very difficult to drive inflation 

up significantly.  If we then look at where oil and commodity markets 

are, they both remain in very healthy supply, in fact, probably in oil at 

least, it is rather over-supplied which is why we have seen OPEC 

having to cut back on its supply.  So, I think oil and commodity prices 

are likely to remain relatively stable over the next few years. I think 

the conditions for any sustained rise in inflationary pressures are 

unlikely for quite some time yet.  I think essentially, we are going to 

remain in a low inflation, low interest rate world for the foreseeable 

future. 

 

Nick Fletcher: Let’s move on to the ‘new normal’.  A few minutes ago, you 

mentioned the legacies of the virus for the economy itself – those big 
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structural adjustments that are likely to result.  So are we, as some 

have suggested, really entering a ‘new normal’? 

 

Ian McCafferty: Well if by ‘new normal’ we mean that, as some people are suggesting, 

the pandemic changes everything, I don’t think so.  Press articles I’ve 

seen declaring nothing will be the same come mostly from those who 

have a vested interest in making such claims.  My experience of 

economic cycles is that once things come back to normal, quite a lot 

of lives return slowly to how we were previously, but I do think that 

not everything will return to how it was.  Some things will have 

changed, I think more permanently as a result of this pandemic. I 

think the pandemic has speeded up consumer adoption of new 

technology and has also changed people’s attitudes and preferences 

for space and for location. As well as the already obvious acceleration 

in online retailing, we are beginning to see what I think will be lasting 

changes in working patterns, in transport usage, city centre 

occupancy, and travel and leisure choices.  So I think for individuals, 

there will be some big changes which have implications, but I think it’s 

not only for the individuals, as consumers and workers, that change is 

underway.   

I think for governments there will be fundamental change too and the 

pandemic has accelerated the pushback on the two predominant 

political and economic trends of the past thirty years – and of those 

trends, essentially the first is globalisation.  If we look at the period 

prior to the pandemic, the benefits of globalisation of the previous 

three decades were increasingly being brought into question, in terms 

of inequality and so on.  This has been compounded by, I think, an 

increasing mistrust of China as the source of the virus as well as the 

fragility that we have seen in global supply chains during the 

lockdown disruption.  So, I do think that in coming years, we are likely 

to see slower global trade growth than we have had over the past 
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twenty, thirty years, some more political regionalisation setting in, 

and more localisation of production.  I think the second of the 

predominant political and economic trends that are now coming into 

question, is what economists would call the “Washington Consensus” 

– that’s the belief in free markets, small governments and laissez 

faire, and I think we are returning to a time of somewhat greater 

government activism.  This stems not only from the vast fiscal 

intervention that we have seen required, but also because I think 

governments will be facing increasing scrutiny about their 

preparedness for such disasters. We are already asking why were 

governments not more ready for a pandemic, and their ability to 

protect citizens from both health emergencies and other things.   

So I think governments are likely to spend more money and become 

more active in a number of areas to help safeguard their citizens, and 

I don’t think that is going to be restricted just to interventions in 

health issues.  So if we look at these shifts –  globalisation and 

government activism – neither of the pushbacks have been just 

caused by the pandemic, I think they were underway anyway, but I do 

think the pushback has been accelerated by the pandemic and that is 

going to have some big implications for businesses and for the 

economy more widely.  So, in corporate and market terms, I think 

these changes will generate some big winners and losers from the 

pandemic. 

 

Nick Fletcher:  As it has already shown. 

 

Ian McCafferty: I think so.  If we look at the stock market in recent months, we have 

seen a much more marked differentiation in performance between 

the more obvious winners –  technical and software companies, 

online retailers, home leisure providers, healthcare and consumer 
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non-durables like cleaning products – and the losers – traditional 

travel and transport, some social leisure and those dependent on city 

centre activity.   

More broadly and looking forward as these changes unfold, I think 

understanding which companies are both already well-positioned to 

take advantage of these changes, but also those which are nimble 

enough and well enough led to be able to adapt quickly and 

effectively is going to be, for markets, ever more critical in achieving 

good investment performance. 

 

Nick Fletcher: Indeed.  So far in our quarterly calls, we have focused, quite 

understandably, on the pandemic and its impact on the global 

economy.  Clearly, it is going to remain a theme for markets for some 

time to come.  But Covid-19 is not the only issue that will affect 

markets in coming months.  Politically, it will be a busy time with the 

final phases of Brexit negotiations and the US election in November.  I 

have a couple of questions specifically on those, Ian, that I’d like to 

ask you but before I do so, I’d like to bring in Stuart and garner his 

thoughts on the funds and the stocks, and particularly as you sort of 

finished off on those, the polarisation of those businesses and the 

winners and losers in which we take an interest, and how 

developments are influencing our overall investment strategy.  So, 

Stuart, welcome. 

 

Stuart Fowler: Thank you.  I think when we held the equivalent call to this one about 

three months ago in July, I observed that the twists and turns of the 

fight against the virus and the economy contrasted quite markedly 

with the masterful inactivity of our recommended fund managers.  

Now I’m afraid, that’s true again this time.  Given our fund managers 

have a long-term quality focus, we don’t find this particularly 
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surprising because they are trying to find good companies they can 

hold for the very long term, so it should require extraordinary 

developments to force them to adjust their portfolios.  I think the only 

activity of note we can currently identify, given there is always a time 

lag before fund managers publish their portfolios, has been in 

response to the five-fold increase in the Tesla share price since the 

beginning of the year – since the beginning of 2020.  This prompted 

the fund manager that owns it, Baillie Gifford, to trim its large and 

spectacularly successful holding, in one of the investment trusts we 

have in our models. But I have to say, even this isn’t all that 

newsworthy because Tesla remains the largest position in that 

portfolio and the manager continues to acknowledge that their CEO 

Elon Musk’s assertion that Tesla could still plausible become the 

world’s biggest company, really is not beyond the realms of 

possibility.  If you’re interested, if that did come to pass in today’s 

prices, that would require Tesla to go up another six-fold to be as big 

as Apple, which is currently the world’s biggest company.   

It’s been obvious, that the strong performance of Tesla, and other 

technology companies, seems to have sparked a degree of indignation 

from a number of market commentators saying it simply can’t be 

right, for instance, that Tesla is valued more highly by the stock 

market than Volkswagen, Toyota and Honda combined.  While we do 

monitor and oversee individual holdings within the funds that our 

clients hold, we don’t make the stock specific calls for our clients 

because that’s obviously delegated to our chosen fund managers.  But 

obviously, it is part of our role to keep a close eye on their positions to 

see if they are appropriate for the way they say that they run their 

portfolios and the need. of course, to challenge them when necessary.  

When we review Tesla in this light, Baillie Gifford are able to point to 

research they published in 2019 on the car industry which is still on 

the website and which gives an outline calculation how they believe 
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just one of Tesla’s car models could justify the current $400 billion 

value of the whole company.  Not only, of course, do they have three 

other car models in production plus trucks to come, but they have 

also got a battery and solar business as well.   

Then, even if we think Baillie Gifford’s calculations are too optimistic, 

we have got to recognise that industry experts will say Tesla’s got 

about a six-year lead in software development over the existing car 

leaders of Toyota and Volkswagen.  Tesla’s already got 60% better 

performance in their batteries than the equivalent you get in Audi and 

Porsche electric cars, and Tesla have got plans to cut the cost of their 

batteries in half over the next five years.  These factors, together with 

the fact that Tesla has got three billion miles of real-life driving 

experience and has captured data from its cars on the road, should 

give them a massive lead in the quest to produce self-driving cars.  So, 

we have to conclude, that Baillie Gifford’s still heavy weighting in 

Tesla really is carefully thought through.  I think nonetheless, we have 

got to recognise it’s going to be a controversial investment for some 

and I’m sure that Tesla will continue to feature in the headlines in the 

financial press in the months and years ahead, but meanwhile, of 

course, the thing that’s going to keep it off the front pages, is the US 

elections probably, which are due November 3rd.   

I think it’s fair to say as investors here in London Wall Partners, we 

don’t spend a lot of time studying political developments because 

they rarely have a significant impact for long-term investors, but this 

time the campaign did attract our attention in the early days.  Then, it 

was quite plausible that the Democratic Party could select a 

candidate, like Bernie Sanders or Elizabeth Warren, who had 

sufficiently radical plans for the medical system that we thought we 

might need to be concerned about the wisdom of continuing to hold a 

dedicated healthcare fund in our models.  I should say that, whilst this 

fund invests in healthcare stocks around the world, clearly a very 
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significant proportion of the industry’s profits are earned in the US, so 

problems in America would probably adversely impact the 

profitability of many medical companies listed elsewhere as well.   

The eventual success of Joe Biden in winning his party’s nomination 

lessened our interest in the election, as his proposals for developing 

Obamacare appear far more mainstream.  In addition, the healthcare 

industry has generally been regarded as doing a good job in 

supporting the fight against the pandemic, so it seems reasonable to 

be able to focus once more on the attractive long-term fundamentals 

of the businesses owned by that healthcare fund, driven largely by 

innovation and demographics.  I think it is fair, but perhaps rare, to 

point out that actually when we talk to people in the medical world, 

that we actually here good things about President Trump because the 

changes he encouraged at the FDA – which is the US’s healthcare 

regulator – have generally been held in very high regard.  The people 

he put in charge have promoted and rewarded innovative drug 

development, they’ve sought to cut the time and cost of developing 

new drugs, and they’ve also increased the approval rate for generic 

drugs, each of which should improve competition and cut costs for 

consumers.   

Now in our judgement, it seems likely that the consequences of the 

US election outcome will be felt most keenly in the fight against 

climate change.  The Economist updates its models with its 

predictions for the three key US votes on a daily basis – models which 

I might add they do promise they’ve improved, to address the 

mistakes they and other pollsters made four years ago – and they 

currently today give Joe Biden a 91% probability of beating President 

Trump, the Democrats a 99% chance of retaining the House of 

Representatives and probably more importantly, a 71% chance of 

winning back the Senate – The Economist would say that they are 

currently anticipating a clean sweep for the Democrats.  If this comes 
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to pass, it is likely the US will re-join the Paris Accord on climate 

change and that the US economic stimulus packages will focus more 

heavily on energy transition projects.   

While our recommended funds have a negligible allocation to the 

mainstream energy sectors, it is an area we keep a close eye on as the 

energy industry provides a great window on the way the world 

economy is developing.  To that end, each year we study the BP 

Energy Outlook document when it is published; this is a prestigious 

study –  which I ought to point out was prepared by Ian McCafferty in 

the past when he worked at BP –  is the source of a lot of the world’s 

media analysis on the outlook for oil and for carbon emissions.  As has 

been the case in recent years, the current edition emphasises just 

how important China and India are in energy consumption and 

carbons emissions growth. For instance, China already consumes 

twice as much as energy as the EU and 40% more than the US and by 

2050, India will probably be more energy hungry than the US as well.  

When it comes to climate change, what happens in China and India 

will almost certainly be more important than anything we see in the 

developed nations.  So, it really was encouraging to see China commit 

at the recent UN General Assembly to an aspiration to be carbon 

neutral by 2060. But obviously having the US back in the climate 

change fold as well, will be a good thing.  When studying the BP 

review, it isn’t just the actual annual snapshot that we look at, but 

also how the expectations have changed. For a number of years, BP 

have been increasing their expectations for the growth of renewable 

energy sources – such as wind and solar – and this year they have 

seen more of the same.  Indeed, BP haven’t actually ruled out the idea 

that crude oil production around the world may already have peaked.   

I’m slightly aware that I tend to dwell on climate change, ESG and 

Response Investment on these calls, but I’m particularly always keen 

to emphasise how strong our clients’ portfolios are in this regard.  I 
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think it is important to dwell on this because the mainstream funds 

we recommend don’t have titles which include the labels like 

sustainable or responsible or ethical in their names.  I think it should 

be reassuring that our recommended funds have next to no exposure 

to industries with the worst emissions characteristics such as oil, coal, 

gas, mining, steel, cement, cars, trucks, and airlines.  So our clients 

should be well protected as governments take action to confront 

climate change, and as I noted in the last quarterly call, we also 

believe we have got a similarly strong story to tell about other ESG 

issues like corporate engagement and governance matters. 

I’m conscious I’ve said next to nothing about the UK in my comments 

so far and that really is quite deliberate.  Nearly all of the funds we 

recommend invest globally and the few holdings we have in these 

portfolios which are UK based tend to be multi-nationals like Unilever, 

Diageo and Reckitt Benckiser; whose fortunes really are barely 

impacted by what happens here in the UK.  However, I think there are 

two UK issues worth reflecting on, namely conventional gilts and the 

level of sterling.   

Our stance on bonds has remained unchanged for a number of years 

– we are still of a view that bonds are likely to generate only mediocre 

returns given their low yield, and that clients should have as low a 

weighting in bonds as is suitable for their circumstances.  Where held, 

bonds should be regarded as providing insurance against adverse 

events, rather than a means of necessarily making money.  We 

recommend seeking the highest quality insurance, via sovereign 

bonds and currently our models contain a blend of UK conventional 

gilts and US Treasury Inflation Protected Securities (TIPS) which are 

the American equivalents of UK index linked gilts. 

The UK and US stand out amongst the mainstream Western bond 

markets and are still offering positive yields for most maturities, and 

that’s why we favour them; not only should the returns be marginally 
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higher in these government bond markets than elsewhere, but they 

also offer the prospect for yield declines (i.e. price rises) should some 

further unfavourable event occur in the future.  While I am sure we 

can all find fault with elements of the UK government’s financial 

position, the gilt market still stands out for offering at least some 

value in an international context.   

Some might argue that the same could possibly be said to sterling, but 

the near-term performance of the pound is likely, I think, to be driven 

by the outcome of the trade talks of the EU.  The recent weakness of 

sterling probably reflects the challenges that both sides seem to be 

having in reaching an agreement but should the current talks fail, 

there is bound to be more downside in the currency as makeshift 

trading arrangements are put in place for the next few months. 

Conversely, should common sense prevail – as it often does in the last 

minute in the new negotiations – sterling could easily regain some of 

the ground it has lost in recent weeks.  But looking longer term, we do 

not expect currency movements to materially affect client returns, 

rather we expect that the performance of the strong global 

businesses held in our company share funds will dominate.  I am 

slightly hoping that some of our fund managers find something to do 

with their portfolios between now and the end of the year, so I’ve got 

something to talk about on the next call! 

 

Nick Fletcher: Thank you Stuart. Yes well, they don’t want to be deviating too much 

from their masterful inactivity, if of course they have picked great 

companies.  One question is, there have been a number of funds 

which have technology driven businesses in them; the fundamental 

needs of the consumer are still the same i.e. for communications or 

the delivery of something, they are just doing it by means of 

technology more so.  Can you talk a little bit about the concentration 

in just a handful of the largest companies? What would you say about 
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that, particularly, if this concentration risk is one that is worth running 

– if it is true that it is concentrated? 

 

Stuart Fowler: The world index is quite concentrated; Apple is around 4% of the 

world’s stock market as the biggest company.  None of our model 

funds, to the best of our knowledge, invest in Apple. It might have 

changed recently, but they do not invest in Apple.  We take great care 

in ensuring that we build the portfolio of funds that we recommend 

to clients with an eye of concentration risk and none of the models 

have positions materially above 1% in any one individual company, in 

aggregate.  So, any concentration risk that might be in stock markets, 

is not reflected in our clients’ portfolios. 

 

Nick Fletcher: Good.  Ian, I said earlier that I wanted your thoughts on Brexit and the 

US elections, and we have got a little bit of time left.  So as these are 

both issues that will be central for investors in the coming weeks. 

There is clearly a lot of uncertainty, but what can we say about the 

likely outcomes adding on to some of the thoughts that Stuart’s given 

us? 

 

Ian McCafferty: Well, I think the results of both are likely to go to the wire before we 

have any clear result. I think in terms of markets, as we have seen this 

week with the reaction to the hospitalisation, and then the rapid 

return to the White House of the President, more volatility in markets 

is to be expected until the outcomes of both become known.  Stuart 

talked of the betting odds on the US election and how they favour Joe 

Biden and suggest that the Democrats might consolidate their hold on 

the house and regain the Senate as well.  But the polls were wrong in 

2016, when Hilary Clinton won the popular vote but not the White 

House and the polling margins in the swing states that will decide the 
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election, when it comes to the electoral voting, are closer than the 

average for the country as a whole.  I think what concerns me, more 

in terms of near-term investor sentiment, is if the result of the 

election is close and then disputed. The President has refused to say 

whether he would accept a close result decided by the postal vote, 

suggesting that we could have a rerun of the 2000 election, when it 

took over a month and a decision by the US Supreme Court to 

determine the outcome.  If we go back to that period, it was a time of 

significant investor jitters and volatility.  It was already a poor year for 

company shares back in 2000 as the economic outlook deteriorated, 

but back then the S&P 500 had a bumpy ride around the election.  It 

fell between 8.2% between election day and the end of November. 

And by the time of the Supreme Court decision giving George Bush 

Junior the Presidency on 12th December, the Standard and Poor’s 

index was still down 4% on its pre-election level.  But we have to 

remember, as Stuart has emphasised, that with long term-investors in 

the right sectors, such events need not have a significant lasting 

impact, but I do think the next couple of months could be a very 

bumpy ride. 

 

Nick Fletcher:  Indeed, and on Brexit do you think we will get the deal? 

 

Ian McCafferty: Well, I still think that the Prime Minister would prefer a deal, but it’s 

clearly not as important a priority as it used to be, simply from the 

way he talks about it now. And it is not clear to me that those advisors 

who are closest to him on this issue are that determined to obtain a 

deal either.  Many of them come from the political wing that was 

quite keen to see a hard Brexit a couple of years back.  So, I would put 

the odds of a deal at this stage at probably only about 60/40, at best – 

that is 60 we still will get a deal – but it is close to 50/50.  The most 
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important point is to recognise what a deal now would actually mean.  

The difference between the sort of deal that is now possible and a no 

deal, is much smaller than it’s ever been.  The biggest decision in all of 

this about our future relationship with the European Union was to 

leave the Single Market and the Customs Union – that has already 

been made. So, the type of deal that is likely now, is very narrow – it 

will be at best a ‘bare-bones’ deal for a basic free trade agreement.  

Now, that would deliver zero tariffs and zero quotas for most goods, 

which of course would be important for certain sectors in 

manufacturing, but it would prevent the problem of the appearance 

of non-tariff barriers, that is the technical and regulatory constraints 

that hold back trade and those would particularly affect chemicals, 

motor vehicles and aerospace, which are all key sectors for UK 

manufacturing exports. Of course, a ‘bare-bones’ deal would not 

cover the services sector and that would include financial, insurance, 

and professional services, and probably a good deal of agriculture as 

well.  So, from a whole economy perspective, it is a far less ambitious 

deal than many people would have expected a year ago.  Even with a 

deal, the amount of adjustment that UK business will need to make 

once the transition period is over come January – the changes they 

will have to make to supply chain and to trading patterns – will be 

quite expensive and that is likely to be a significant drag on economic 

growth over the next year.  But at least, I think, what we can say is 

that a deal would reduce some of the distrust and antagonism that’s 

currently apparent between the two sides, and it would allow future 

relations to be positive, allowing individual arrangements on specific 

issues to be settled more cordially. 

 

Nick Fletcher: Much food for thought.  Well, in the interest of time, thank you Ian 

and thank you Stuart for your helpful thoughts and insights, which are 

very much appreciated.  It is a privilege and pleasure to work with you 
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both, as it is our other colleagues and clients in serving their best 

interests. In my previous closing remarks, I’ve spoken about: 

• buying quality assets. I refer to when my father used to save 

up for his double two shirt and encouraging me when I first 

came to the City to buy a Burberry raincoat, which is a quality 

long-term asset that I still have to this day.   

• I talked about Ben Graham’s – he was a great teacher of the 

greatest investor or one of the greatest investors in the world, 

Warren Buffett – Mr Market and how the market should not 

be our guide; it’s very much our servant not our guide.  

• Also, I have spoken about how we must plan, allocate and 

invest in that order, not the other way round, which is too 

common a mistake that many investors make.  Often people 

are talking about investment; should I invest here, should I 

invest there?  Actually, with a coherent plan, that will dictate 

how we allocate assets among cash and bonds, lower volatility 

assets and company shares and infrastructure. So we really 

must put an emphasis on planning and understanding the 

context before we start allocating, and then we can invest with 

confidence and peace of mind that we are long term; we don’t 

need to be overly concerned about the fluctuations which are 

ever present. 

• I also mentioned about why ESG is nothing new, thinking back 

to The Enlightened Entrepreneurs which is a book of the 

Victorian era, entrepreneurs such as Cadburys, Rowntrees, 

Colmans, Jesse Booths and others, and these are great 

businesses even today.  

• Also, how wisdom and prudence dwell together and are much 

needed when investing.  

Now nothing has changed here and it is highly unlikely to ever do so, 

and one of our biggest challenges is to remain focused on our mission 
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of helping clients grown their savings in a sensibly secure manner 

without getting overly distracted by short-term fluctuations, politics 

or the myriad distractions that we have to stave off.  Over the years, 

we have had structured product salesmen coming to see us and film 

partnerships and many things that perhaps haven’t been beneficial. I 

recall on the politics side, one of my favourite and most successful 

long-term investors in the world saying that having invested over the 

decades with seven Republican presidents and seven Democratic 

presidents, it would not have changed any decision he made about 

backing quality businesses in the American economy. He has been 

proved right given his extraordinary returns for over fifty years.   

However, security does not necessarily mean remaining in cash.  So, 

subject to individual client reviews in this last half year period (some 

of which have taken place, some of which are to come) and our 

January 2021 investment committee meeting, we are now in the 

process of providing recommendations to reinvest the cash that we 

raised earlier in the year.  With the appropriate consultation and 

agreement, this is earmarked to happen on a phased basis over the 

course of the first half of 2021 into more of the same high quality, 

global businesses that have provided really significantly positive 

returns over the last five years, including this year, up to the end of 

last month and on. 

So, in answering the question should we invest, which I often get, we 

should indeed be doing so but on a phased basis, to allow for market 

fluctuations.  This is a play-it-wise approach not play-it-safe one. 

Waiting for the ideal time will keep investors paralysed so we have to 

invest patiently over the long term on a diversified basis allowing for 

market fluctuations, which are ever present – whether they are calm 

or stormy – they fluctuate and hence the phasing.  I often hear people 

say that they are cautious about investing because markets are too 

high or other reasons and when I hear this, I like to make the 



London Wall Partners Economic and Investment Update 8 October 2020 

 
 

Ref.: 200092  27 
 

distinction between caution and prudence and, of course, what I was 

saying earlier about planning – that’s critical.  But caution and 

prudence, by using the analogy of crossing the road at a zebra 

crossing to get to the other side: to me, caution is when we don’t 

actually cross the road because it’s too dangerous whereas prudence 

is looking left and right, listening out, continuing to look while you’re 

crossing to meet the challenge of the silence of cyclists or cars that 

are going too fast and might not stop, so we need to anticipate. 

Successful investing is not about the absence of challenges, it is about 

having the wisdom to manage them and keep moving forward. As 

King Solomon taught us, whoever watches the wind will not plant, 

whoever looks at the clouds will not reap; if you let the odds 

immobilise you, you will never sow, which means you will never reap.  

So invest we must, life is full of unknowns and just as we don’t know 

the path of the wind or how the body’s formed in the mother’s 

womb, we cannot understand everything that makes markets move, 

which is why we mustn’t ever let the market be our guide – the 

market is our servant not our guide.  What must be our guide is a 

proper plan from which to allocate assets and alongside the 

appropriate levels of cash and bonds, invest in quality global 

businesses for the long term (businesses serving the needs, the 

essential products and services that make life work and work well 

under most circumstances, together with the predictability of the 

earnings that ensue).  This has proved to be a simple, straightforward, 

and easy to follow route to the successful investment of our hard-

earned net-of-tax savings capital.   

So I want to thank everyone who has dialled in to our call this morning 

and thank you again to Ian and Stuart and all the team behind the 

scenes, without which this event would not be possible to host.  We 

plan to hold our next client update on Thursday, 14 January 2021, and 

I do hope you will be able to join us then.  In the meantime, if you 
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want a bit more, next week at 12 noon on Tuesday 13 October, Ian 

and I will be joining the Financial Times for a live webinar on the 

subject of how to plan, allocate and invest in turbulent times.  Claer 

Barrett, the editor of the FT Money Section, will be chairing the event 

and Jenny Davis of Baillie Gifford investment managers will be joining 

us too.  We will be sending out a notification tomorrow along with the 

recording of today’s event and you will be very welcome to join us.   

So, all that remains for me to say is, in the meantime, have a great day 

and please do let us know if you have any other questions – we would 

be delighted to hear from you.  Thank you very much indeed. 

 

 


