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Nick Fletcher:  It is a first for me to be speaking to you like this rather than with you face-to-

face or on two-way phone call.  However, such are the days, and I'm glad we are able to do 

this at all but thank you nevertheless for your patience.  I'm sure we are all experiencing many 

firsts during this lockdown and no doubt you are managing with alacrity and a positive spirit.  

I do hope you, your friends and families are keeping well and managing to stay healthy and in 

touch with them through the various marvellous means available to us.  I heard yesterday 

morning of the death of a golfing friend from COVID-19 which is both awful and shocking.  

There are too many such reports sadly and our thoughts are certainly with that family and 

anyone else suffering, whether listening or not.  Before I introduce my colleagues and due to 

the nature of this communication, I am in fact obliged from a regulatory perspective 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 of course constitute investment advice and are not 

formal recommendations, which can be provided separately and individually, as appropriate.  

I do thank you for the various questions in advance which are great and I should say that we 

will be delighted to answer any further ones after the call should they arise, including any that 

we've not been able to address on this call for whatever reason.  Do  please jot any questions 

down and email them to me or any of my colleagues, and we will respond appropriately. 

In terms of an economic and investment update, I'm delighted to have with me two 

distinguished and highly experienced members of the London Wall Partners’ global 

investment team.  Last May, having spent two three year terms on the Bank of England 

Monetary Policy Committee, Ian McCafferty CBE joined our investment committee and we 

were delighted to welcome him.  Ian is one of the UK's leading economist and works with us 

alongside his roles at Oxford Economics and as a visiting professor at King's College London.  

Prior to his time with the Bank, he was the chief economist for the CBI and held several other 

important economic posts including head of macroeconomics at British Petroleum and 

economics director at NatWest Markets in the City.  I have to say that having a former senior 

policymaker on our side of the table has been a welcome addition to our in-house investment 

research capability and provides us with an even higher level of comfort and insight, 

particularly at this time, which we wanted to share with you this morning.  Ian, welcome and 

thank you for being with us on the call. 

Ian McCafferty:  Good morning Nick. 
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Nick Fletcher:  I'm also joined by Stuart Fowler, Partner and Investment Director at London 

Wall Partners.  Just over five years ago, having established the firm in 2012, we were looking 

for a specialist to head up our investment team who shared our philosophy, and long-term 

approach to investing our clients’ and our own hard-earned net of tax savings, which is 

primarily to focus, with the help of a few carefully selected fund managers, on a number of 

strong, clear and prudently managed businesses, ones that are contributing to the needs of 

the daily lives of individuals across the globe and would do so with a degree of resilience 

through thick and thin and with no gimmicks, which of course is not an easy task.  We were 

therefore delighted that Stuart fell into our path and joined the firm to take charge of the 

investment team.  Immediately prior to that, he was the head of global equities and fund 

manager selection for the in-house fund manager of the national grid pension scheme having 

had a 40 year career with various banks such as HSBC and Kleinwort Benson.  Stuart, welcome 

and thank you for being on the call. 

Stuart Fowler:  Thank you, Nick. 

Nick Fletcher:  Let's begin with some economic insights and questions to Ian before moving 

onto Stuart who will provide investment comments before I close with some further 

questions and final thoughts.  First, Ian, I'd like to ask you, in terms of what you've been 

reading and what you've been looking at, what is happening in the economy, what sort of 

shock has the emergence of the virus caused and how are different sectors affected? 

Ian McCafferty:  Thanks Nick, and good morning everyone.  The hit to the economy comes 

both from the disruption to supply chains and business activity as people fall ill, as well as 

from the business closures and the movement restrictions designed to limit the spread of the 

disease. These factors hit both supply and demand simultaneously making it a very unusual 

type of economic shock.  It's also unusual in that we've chosen to inflict this shock ourselves 

in enforcing the lockdowns and putting the economy into hibernation.  Governments are 

responding to the unfortunate trade-off they face between protecting our health and 

protecting the economy.  The more we isolate, the greater the economic hit, but the fewer 

people that fall ill and the fewer that need those scarce hospital resources and that limit on 

hospital resources is a critical element in why the lockdown is needed and how long it will 

last.  If the infection were left to run its course with no intervention, our critical care facilities 

would soon be overwhelmed. So, to protect health services and thus limit the number of 

deaths, the disease spread needed to be slowed.  That's why we've needed the restrictions 

on movements and the closures of specific businesses that have led the economy seemingly 

to grind to a halt.  I'm glad to say that, of course, in reality the economy is not shutting down 

completely and in practice there are big variations in how far different sectors can carry on at 

anything close to normal levels.  Worst hit are those activities directly affected by government 

enforced closures – non-food retailing, personal services, catering and hospitality, and leisure 
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and travel and in the UK these represent some 10% to 15% of the economy.  Throughout the 

sectors, the impact varies much more widely in some areas – finance and insurance, 

information and communications, utilities such as water and electricity, public administration 

and food manufacture – activity will be carrying on at much closer to normal levels, but will 

be somewhat hampered by staff absence.  Other manufacturing and construction will 

probably take a somewhat larger hit, though not close down entirely. 

Nick Fletcher:  Clearly, it's early days, and as yet there's little by way of hard economic data 

to go on.  But do we know quite how bad the hit will be?  How much activity is being lost as a 

result of the disruption and will there be a deep recession? 

Ian McCafferty:  Much of the hit will be felt during the second quarter given the timing of 

when the lockdown started, and data for that will not be available for some time yet.  We 

won't get the GDP data for the second quarter probably until about July, but we can make 

estimates about which parts of the economy have been worst hit and by how much.  The best 

estimates I've seen, which come from the Centre for Economic and Business Research, 

suggest that, as the result of the lockdown measures, the UK economy is now operating at 

somewhere between two thirds and three quarters of its normal level, although it's difficult 

to be very precise, and that effect is similar to what is happening in Europe and in the United 

States.  Now, that sharp drop in activity, even if it's spread over a couple of months, March 

and April, means that the hit to GDP in the first and second quarters of this year is likely to be 

dramatic – it's going to be at least as great as during the early stages of the financial crisis of 

2008 and probably significantly larger still, in terms of the quarterly drop.  Amongst the 

investment banks, for example, forecasts for falls in GDP in the second quarter of 2020 of 

between 10% and 20% are not uncommon.  So I have to say a deep global recession is 

inevitable over the first half of this year, but let's not forget that that recession has been 

forced upon us and is our own choice by the need to protect lives by preventing the sheer 

pace of the spread of the disease from overwhelming our health facilities. 

Nick Fletcher:  It's clearly an unprecedented shock.  Many will be thinking back to the last big 

shock – the global financial crisis of just over ten years ago.  That had long lasting detrimental 

effects on the global economy – some would say that we're still emerging from it as the 

coronavirus has struck.  Is this going to be worse than that and how deep will this recession 

be relatively? 

Ian McCafferty:  Much will clearly depend on the duration of the current lockdown.  As yet 

they're still unclear and clearly, a relatively short period of economic hibernation would be 

much less damaging than something that was much more prolonged.  I think evidence from 

previous comparable shocks – we have evidence from earlier epidemics and natural disasters 

and the like, with sudden supply and demand shocks – tell us two things.  The first of those is 

that while the initial fall in activity can be dramatic, such recessions tend to be relatively short 
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– they last normally only one or two quarters.  Second, a good deal of the activity that's put 

into hibernation can be made up thereafter – not all of it, but a good deal.  And that means 

that there's usually, and has been in the past, a relatively rapid recovery.  Typically, this type 

of recession tends to be short and sharp, more V-shaped than was the case during the 

financial crisis of 2008.  In that financial crisis, the initial economic hit was severe as well, not 

as severe as we're likely to see today, but pretty severe.  But the subsequent recession was 

made much longer by the inherent faults within the banking system at the time and those 

inherent faults, the collapse of the banking system and the credit squeeze, essentially delayed 

and weakened the recovery that we saw from that crisis.  This time round, although the initial 

shock is at least as great, the world economy went into this crisis in much better shape than 

it did in 2008 and as we're seeing the financial system is continuing to function, banks are 

much better capitalised than they were back then, so they can continue to lend, and the 

governments have reacted relatively quickly to help limit the damage that the lockdowns are 

causing. 

Nick Fletcher:  I'm just going to bring in a question there, if I may, as you've talked about the 

V shape and the world's governments.  In terms of the V, U or L or some other sign, given the 

massive and extraordinary shock on both supply and demand, can any major economy by 

itself handle the economic challenges in the absence of large scale G20 collaboration? 

Ian McCafferty:  I think clearly G20 collaboration can be important in a number of areas and 

clearly, when it comes to medical research, coordinating and distributing scarce medical 

supplies, I think that's going to be critical.  But the particular response to this crisis is going to 

come mostly, I think, from fiscal policy and that tends to operate on national levels and even 

within the EU, most fiscal policy is tackled at a national level.  So I think from that point of 

view, G20 coordination and goodwill between countries is going to be important, but it's not 

the most necessary item.  The one possible exception to that, I think, is when it comes to 

looking after those countries where they, both the health systems and the fiscal systems, are 

less sophisticated – some of the developing world if you like.  There, I do think coordinated 

G20 help to provide aid to those countries is going to be critical if they're not going to suffer 

rather more badly than we are in the developed world. 

Nick Fletcher:  How do you see the next few months unfolding? 

Ian McCafferty:  In terms of the behaviour of the virus itself, we still only have limited 

information.  We don't yet know what is the true mortality rate, how many people have 

already been affected by the virus, how long does the immunity that catching the virus last 

and so on.  There's quite a lot that the medical scientists are still trying to discover and this 

makes the prediction of the virus cycle relatively imprecise.  While the incidence of the virus 

is widespread, and the initial disruption clearly is very severe, I do think it is likely, over time, 

to follow the pattern of previous epidemics. What that means is that social distancing and 
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wider testing will reduce the virus transmission rate, and the numbers that survive and 

develop an immunity to infection will grow, and that will over time bring the virus gradually 

under control.  At the same time, we're now beginning to see the capacity of our health 

services to treat those with severe complications being increased and together all of these 

should allow the lockdown restrictions to be gradually relaxed, allowing parts of our 

economies to restart, although it may take a little time before restrictions are going to be 

lifted all together.  I think in the case of COVID-19, the country's earliest affected are already 

starting to see the virus cycle diminish, although of course it will be interesting to see whether 

we get a second wave of the virus emerge as they start to reopen their economies.  Within 

China, for example, there have been no new deaths for several days now, and even Wuhan 

where the epidemic started, is beginning to reopen.  In Europe, health professionals believe 

that infection rates should reach a peak some four to six weeks after the onset of the 

lockdowns, and will then start to decline, and if the UK were to follow that pattern, then the 

peak here should be reached soon after Easter.  In other European countries, Austria, Spain 

and Germany, which are slightly ahead of us in our virus cycle, there is already some very 

tentative and early evidence, but evidence nonetheless, that their infection rates are starting 

to slow and some, Austria in particular, are already planning on how to lift their lockdowns.  

So if these early signs are borne out by events in the coming weeks, I think we should see a 

gradual lifting of economic lockdowns across Europe and the UK by May or possibly a little 

later in June, and that should limit, I think, the worst of the economic damage to the spring 

and the early summer.  I would have thought that the restrictions on movement and business 

will be lifted only gradually, but that's enough to allow our economies to emerge from the 

current enforced hibernation and start to begin that process of recovery over the second half 

of the year.  I would say of course, that in the current circumstances, all economic predictions 

have a high margin of uncertainty, but even so, I think even that uncertainty can cut both 

ways.  If on the one hand, the virus proves persistent, or flares up again, clearly more lengthy 

movement restrictions may be necessary – we may have to have a second period lockdown 

later in the year.  But on the other, there is a study from Oxford University that suggests that 

many more people have caught it than we currently realise, and that we might be further 

through the viral cycle than we currently estimate and that would mean that things might 

return to normal somewhat sooner than we think. I do feel sometimes that when the 

prevailing mood is gloomy as it currently is, and it's focused on the rising death toll and the 

disruption to business that we see as of this morning, I do think it's as well to keep that longer-

term perspective and view well in mind. 

Nick Fletcher:  It is indeed.  Clearly, the government has a big role to play, and in recent weeks 

we've seen a long list of policy interventions by both the Chancellor and the Bank of England.  

How do you assess the response by the government, and how much can this help? 
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Ian McCafferty:  I think the critical tasks for all governments, and clearly we have seen action 

across the world now, is to ensure that our economies are in the best possible shape to take 

advantage of the recovery once it comes.  To do that, I think they need to prevent the current 

pause in activity caused by the lockdowns from translating into much more long lasting 

economic harm via widespread unemployment, the collapse of otherwise viable businesses, 

or the dislocation of the financial system.  If we allow those to be a result of the lockdowns, 

then clearly the damage would be much more long lasting.  The textbook policy response to 

an economic shock like this is essentially (i) to use monetary policy to keep interest rates low 

and for the central banks to ensure that there's sufficient liquidity in the financial system, and 

the banking and credit systems more widely continue to operate, (ii) while governments 

themselves use fiscal and regulatory policy to support business cashflow which prevents 

otherwise viable businesses from going under, as well as providing job security and income 

support to those whose jobs are at risk as a result of the lockdowns.  Essentially that's what 

we've seen from governments in the UK, across Europe and the US, and now in Asia, in Japan.  

Central banks have cut interest rates as far as they can, but more importantly, they have also 

announced schemes to boost liquidity, support the commercial banking system and credit 

flows, and they've re-started their quantitative easing programs whereby they directly 

purchase government and other bonds.  And they have done so with huge firepower and very 

rapidly.  I've seen one estimate which comes from UBS, the Swiss investment bank, that says 

that the total amount of asset purchases and injections of liquidity, the combined amount of 

money deployed by central banks in the past few weeks, comes to some 2.4 trillion US dollars.  

Now, I also think that the starting of QE, quantitative easing, is important for two reasons.  

First, it delivers a stimulus to the economy, and second, and probably more importantly at 

the moment, in my opinion, it keeps yields on government bonds down and thus also helps 

reduce the cost of the fiscal side of the programme.  That fiscal response, the government’s 

own response has also been impressive.  We've seen European countries, including the UK, 

were very quick off the mark with comprehensive packages and they were followed by the 

US with its own package worth $2 trillion, which in the US is some 10% of GDP.  We've seen a 

range of measures, from tax holidays, grants, loan guarantees for businesses, to direct 

support for specific industries, as well as the sickness and unemployment benefits and direct 

income support for the workers that would otherwise have been laid off.  So overall, we've 

seen a very rapid and very large fiscal response. 

Nick Fletcher:  We will come onto the potential inflationary aspects of that in a minute, but 

in the meantime, will the packages really be enough?  Given the size of the recession and the 

numbers now moving into unemployment, which is astonishing, will these packages really be 

enough? 
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Ian McCafferty:  I think until we know more about how long the lockdowns will last, and quite 

how big that immediate disruption is going to be, it's difficult to say categorically that what 

they've done already is necessarily enough.  But what we can say, I think, is that the size of 

these packages is already unprecedented for a peacetime economy – they're absolutely huge 

and more importantly, if more is needed, more will be done.  The textbook response to such 

a crisis is do, “whatever it takes”, and that phrase has already been used by a number of the 

finance ministers in recent weeks.  As we're seeing in the UK, if further activity or action is 

required, then that's what's happening. 

Nick Fletcher:  It's all right switching the taps on, but if the pipes aren’t big enough, how 

quickly is it going to get through, in a nutshell? 

Ian McCafferty:  Clearly designing programs of an unprecedented sort is going to take the civil 

service a few days, and so far what we've seen focus on is where some individual businesses 

have complained to the newspapers that they haven't been able to get hold of some of the 

things so far.  I think clearly, the numbers being processed for universal credit, is going to take 

a little time to push through administratively.  But I do think that, from what we see, a great 

deal of progress is being made and at least the system is continuing to work.  The Bank of 

England has made sure that the banks can lend, and we're hoping that will now start to feed 

through to the economy over the course of the coming weeks. 

Nick Fletcher:  Right, but what about the longer-term burden of these unprecedented 

measures?  How will we deal with the debt burden they create, and what will then be inflation 

rate? 

Ian McCafferty:  In terms of the debt burden, it's clear that the increasing government 

borrowing triggered by the crisis will raise government debt levels in years to come.  We can't 

yet get clear forecasts of exactly what those increased debt levels will be because we don't 

know how much the government is going to have to spend because we don't know how long 

the lockdowns will continue.  I can say that I think government debt markets in advanced 

economies should cope with those increased debt levels.  Largely, I think because attitudes 

to what represents a respectable and sustainable level of government debt have changed 

sharply in recent years for many countries, including the UK.  Debt-to-GDP ratios have 

doubled since 2007, from around 40% to closer to 80%, and those have been achieved 

without difficulties for government financing.  Now this is partly because, of course, the very 

low level of interest rates that has sharply lowered the service costs for governments and 

such debt, from over 5% a year before the financial crisis to less than 1% now.  I also think 

that a good deal of the increase in debt issuance caused by this crisis is being taken up by the 

central bank purchases, through the QE programmes, and that further reduces market 

indigestion.  Now clearly over the longer term, there will be fiscal consequences.  Once the 

crisis is past, governments are going to have to rebuild their finances, either through further 
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constraints on public spending, as was the case after the financial crisis, or through higher 

taxes.  If I were to be pressed, I would suspect this time round higher taxes are probably going 

to have to do more of the heavy lifting, given that we're also likely to see pressures for 

improved healthcare infrastructure and other pressures to improve equality in society 

following this crisis. 

Nick Fletcher:  And won’t they cause a huge rise in inflation? 

Ian McCafferty:  At the moment, over the course of the next year or so, inflation is more likely 

to undershoot than overshoot central bank targets and that's partly because the shock from 

the crisis is in itself deflationary.  We've also seen a very large fall in oil prices in recent weeks 

which is also depressing short-term inflation.  I think in many ways the situation is similar to 

when central banks started their big monetary expansion of 2008, which at that stage was 

also feared to be inflationary.  But that inflation never materialised because the hit to the 

global economy from the financial crisis was in itself deflationary, as is this one.  Over the 

course of the recovery following the financial crisis, the world economy never grew fast 

enough to overheat – which would have allowed inflation pressures to emerge.  In terms of 

the coronavirus crisis, if the economy were to run too hot as we move into a recovery phase, 

it would be an easy task, I think, for the central banks to reduce some of the current stimulus 

and that would prevent inflation from picking up sharply. 

Nick Fletcher:  Ian, the picture you paint is somewhat less alarmist than some of the press.  

We're always told to be careful to believe what we read, but are you not underplaying things?  

What aspects of the crisis really concern you most? 

Ian McCafferty:  I don't wish to play down the scale of the current crisis, in either human or 

economic terms, the number of deaths from the virus is tragic and many families would have 

been affected.  In terms of the economy, the collapse in output in the short term is dramatic.  

What I would say though, is that a sober analysis of how this is all likely to play out suggests 

that the widespread disruption to the economy today may only be needed for a relatively 

short period, and that governments are doing a great deal to alleviate the potential damage 

and that if history is a guide, the economy should recover relatively well once the virus is 

under control.  If we look around, every day we're making progress in the many things needed 

to get on top of the virus.  The science is still learning more about how the virus affects us, 

tests are in development, and there's a race to produce a vaccine, which in itself would be a 

game changer.  Our engineers are now rising to the challenge of developing new medical 

equipment, and hospital capacity is already rising quite sharply.  We're also beginning to see 

that the spread can be controlled through quite brief lockdowns, and the evidence in other 

parts of Europe is beginning to show that.  All of these things have happened in what are 

effectively a few short weeks.  I was thinking about it last night and was quite surprised how 

much we've learned about all of this since the lockdown began only three short weeks ago.  
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There are so many things that we still have to learn – how the virus will behave after the 

lockdowns are over, how long immunity is going to last and so on, so exact predictions are 

difficult.  While the nature of the resolution of the crisis is becoming clear, it's the timing I 

think that is now less so.  I think we can say that a return to full normality may still take a little 

time, but it is gradually becoming clear that we will get back to more normal times.  If I had a 

worry at the moment, I think the one that I would pick up is that there are parts of the world 

that are less well placed to deal with the virus and support their economies than here in 

Europe, the US or Japan or even China.  In some less developed economies, where the virus 

is still in its earlier stages, the outlook is much less clear and probably more of a worry.  South 

East Asia was hit relatively early and they were able to draw on their experience of previous 

SARS and MERS epidemics and reacted quickly. There, and in other parts of South East Asia, 

things are beginning to stabilize.  But for some other countries, India, those in Africa, South 

America, the viral cycle is still in its early stages. Their healthcare systems are less 

sophisticated and their governments less able to offer fiscal support, and I think that's likely 

to mean that the number of deaths and the impact on their economies may well be greater, 

and that will probably require, as you asked me earlier, some co-ordinated international 

support to provide help. 

Nick Fletcher:  A lot of change going on indeed.  Who would have thought that a Formula One 

team would have gone into the medical profession a couple of months ago.  Ian, you've spent 

forty years as an economist and a policy maker, you've seen first-hand a number of recessions 

and crises over that time. What lessons have you learned about how to approach such times? 

Ian McCafferty:  Thomas Carlyle, the Scottish historian, once called economics “the dismal 

science,” and in the throes of an epidemic with widespread economic disruption and 

uncertainty, it's very easy to become unrelentingly gloomy. In any crisis, the bad news 

accumulates for some time before any good news can be expected.  That's not only because 

of the way the cycles work, but also because economic data is always published with a lag, so 

the reporting is always behind what's actually going on.  I'm always mindful that under such 

conditions, it's very easy to get too caught up in the short term and become too negative.  It's 

an old saying, and it's a slight cliché, but it is true: the darkest hour is just before dawn.   

When the mood is negative, it's easy to exaggerate the extent of what's happening.  Some 

commentators that I've seen recently are likening the current situation to the ten lost years 

after the global financial crisis, or even to the 1930s and the Great Depression.  I find some of 

this rather unhelpful.  The recession following the financial crisis of 2008 was lengthened by 

the inherent weaknesses of the banking system at the time, while the Great Depression was 

brought on by policy mistakes by governments back in the 1930s. Rather than pumping 

money in to support the economy, as governments are doing today, the US government 

actually shrank the money supply and put up huge protectionist barriers, so I think conditions 
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now are different to previous big crisis that we've seen.  Things are bad at the moment, but 

we need to remember that the world economy went into the coronavirus crisis in a better 

shape than it did in 2007 and governments are acting speedily to head off the worst of the 

potential economic damage.  This virus has created a major economic shock and we shouldn't 

underplay that, but that shock may well be relatively short-lived, and the economy should 

recover well once the virus is under control.  All I can say is, in the meantime, we all need to 

hunker down and use the time to plan how best we might use those better times that I'm 

sure will come. 

Nick Fletcher:  Indeed.  Ian, it's been great to listen to you on the number of cases that we've 

had one-to-ones, and in our investment committee meetings, and thank you very much for 

your insights.  I'm sure we'd love to hear more, but in the interest of time, we at London Wall 

Partners have all been hunkering down and planning what comes next, which is essentially 

more of the same, namely ensuring the financial planning objectives and strategy is 

assiduously carried out for each family that we serve, the asset allocation is carefully thought 

through at an individual level, and the investments are sound, sensible and very closely 

monitored together with an appropriate cash and bonds reserve, where appropriate, in case 

of emergency.  Let me now turn to Stuart.  He will talk you through his thoughts on our 

investment strategy. 

Stuart Fowler:  Thank you Nick.  I'm going to cover three points.  First, I was going to reflect 

on the features of this stock market downturn and how it compares with some others I've 

worked through in the past.  Secondly, I was going to refer to our note of last Friday (25 March 

2020), in which we showed our investment strategy has been somewhat resilient to the 

market decline so far this year.  I particularly wanted to discuss how we got to our positioning, 

explaining why it isn't an accident and emphasise it really does reflect our long-term attitude 

to portfolio construction.  Finally, I was going to share what my colleagues and our investment 

team are working on at the minute.   

The first bear market I worked through was the stock market crash in 1987, and like this 

downturn, it happened at a tremendous speed.  We've already referred several times to the 

global financial crisis of 2008-09, but it's worth remembering that that was actually quite slow, 

it was about a year between the run on Northern Rock and the collapse of Lehman Brothers, 

which really kicked off the crisis.  There are a number of other material differences between 

today and previous bear markets.  Obviously, this crisis is not just about the economy and 

asset prices, but about human health as well, and so it's not really at all that surprising that 

fear levels started off much more elevated in this bear market than others before.  I think the 

other striking difference is the attitude to corporate dividends.  Decades ago, certainly when 

I started working, dividends were near sacrosanct, and a cut in dividends was about the last 

thing that the Board would countenance.  Whereas now, it seems almost to be the first cost 
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saving for a company and I'm afraid that many UK investors who have relied on dividend 

income as part of their financial planning are likely to endure a pretty tough 12 months.  You 

will recall that we've always emphasised the merits of investing with a total return objective, 

and I'm sure many of you will have heard Nick say that people need cash to spend, not income.  

This situation demonstrates very clearly one of the reasons we advocate our total return 

approach. 

Another difference is often we've seen bear markets caused by an oil price spike provoked by 

tensions or conflicts in the Middle East, but this time the oil price has fallen materially, not 

only due to a declined demand, of course, but also due to price war between Saudi Arabia 

and Russia, and hopefully a lower oil price, lower energy prices, should support economies as 

they begin to recover.  I think the final thing that's really struck me about this bear market is 

just how strong the institutional memory is concerning the global financial crisis – the 

experience gained then, and obviously the people running central banks and finance 

ministries are different but the institutions seem to have an extraordinarily good memory of 

what they did then, and so everyone's been very fast to implement substantial and bold 

support mechanisms without really any resistance or surprise, and hopefully this decisive 

action will enable a new economic cycle to begin, as Ian has described earlier.  

I now want to move on to our investment approach.  Nick mentioned I joined from the 

National Grid UK pension fund just over five years ago, and when I was there, I was 

responsible for running our in-house team of equity fund managers, and also for selecting 

external managers.  In essence, in reviewing what I needed to do there, it became clear to 

me, and looking around the market and studying history, it was the fund managers who focus 

first and foremost on business quality who did deliver the strongest returns.  In a way, that 

probably sounds like complete common sense, but in fact you'd be amazed how small a 

subset of the fund management community thinks like this.  Most fund managers are 

prepared to invest in any industry whatever its returns, growth prospects or vulnerabilities, 

and they chase stories to deliver performance in the short term.  They place, in my opinion, 

far too much emphasis on the valuation of the company shares rather than its businesses 

opportunities and potential resilience.   

So it was a joy to discover a like-minded attitude when joining London Wall and in recent 

years we've concentrated our focus on managers who place the prime emphasis on investing 

in great businesses.  We found that we typically have the greatest confidence in those who 

think globally and don't restrict themselves to a geographic region.  Many of you will be aware 

that we now find most of the funds we recommend invest worldwide.  The other attributes 

of the managers we recommend is they focus on the long term and ignore short-term 

considerations.  They certainly don't give two hoots about what stocks are listed on the stock 

market, nor what industries are the biggest in their indices.  They know what features they're 
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looking for in a company they would consider for their portfolios, such as high growth 

prospects, returns and capital, strong competitive advantage and resilient cash flows.  As 

most of the managers we meet can usually only find a limited number, they typically hold a 

relatively small number of companies in their portfolios.  Having evolved our model portfolios 

to reflect this work, we noted, primarily when thinking about climate change matters in fact, 

that the overall portfolios have a remarkably different industry composition to the World 

Index, and a large number of sectors were excluded.  You’ve probably heard this statement 

before, but the funds we recommend have nil to negligible allocation to oil, gas, mining, 

conventional autos, airlines, cruise lines and shipping, cement, trucking and steel and the 

quality focus of the managers also leads to a minute weighting in other cyclical sectors such 

as banks and insurance, and in aggregate, that has stood us in tremendously good stead as 

the economic and bad debt concerns have come to the fore over the last month or two.  I 

think we also have very strong confidence that this approach should continue to help us thrive 

in the future because the companies we hold should be very strong and resilient.  When we 

look through the portfolio and look down the biggest holdings, names of companies like 

Microsoft, Unilever, MasterCard, Amazon, diabetic specialist Novo Nordisk, Dettol 

manufacturer Reckitt Benckiser and Alphabet, who owns Google, we think they could very 

well come out of this downturn in a stronger relative position than they started.  Also, it could 

be the making of some of the other funds’ holdings like Netflix, Zoom and Shopify, who seem 

to be getting more demand from their customers. 

Nick Fletcher:  Just to interject, Stuart, as you know, I've been particularly looking and 

watching what's going on within the sort of leading one hundred businesses and some of the 

underlying businesses in the funds that we use, and it's just astonishing to see the value 

declines in some of those industries that you mentioned we're not invested in, and actually 

the different story altogether in some of the industries that we are invested in, and credit to 

you for that work.  So just onto your third section then. 

Stuart Fowler:  Which is, what are we doing now? We're spending a fair bit of time keeping 

in touch with the managers of the model funds.  About a third of them have had conference 

calls or webcasts to discuss what they're doing at the moment.  Obviously, we particularly pay 

close attention to these not just because it's interesting, but because they are also a very good 

way of ensuring that managers are actually continuing to run their portfolios in the way we 

expect.  I probably don't expect the remaining two thirds to arrange a special update because 

many of them are so long-term in their thinking, they just don't see a need to provide a short-

term update.  Two of the managers I'm pretty confident who won't be providing special 

updates, jotted down the comments that if you bought shares in a company because you 

expected extraordinary growth in a 10-year view, you probably shouldn't sell it because of a 

six month hiccup in sales.  Another one said, if you regard the value of the company as being 
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the sum of its future cash flows, losing one year's cash flow isn't especially value destructive.  

I should emphasise that both managers are very keen on analysing balance sheets and they 

do recognise that it's important that the companies need to survive, but it does reflect the 

managers that we back do really think long-term.  Some of the items we've learned; there's 

an investment trust we recommend that invests in some medium-sized companies 

worldwide, they've done very little, but they have bought shares in a company that makes 

specialist kitchen equipment for restaurants and caterers.  Obviously, that's suffering a 

downturn in demand, but over the long run, it has had a fantastic track record of strong 

growth and returns, and the shares have halved, so they bought into that.  Another 

mainstream core fund has added two holdings, but they're not telling us what they are at the 

minute because they haven't finished buying the position.  I'm afraid you'll often find that 

managers are a little bit secretive as they adjust their portfolios.  We recommend an 

infrastructure fund and that's been cutting back on some economically sensitive areas, such 

just ports and airports.  Normally, those entities see a bit of a downturn in a recession, but 

clearly nothing like we're seeing in the minute, so they have taken some money out of those 

positions and added to utilities.  The fund which invests in commercial real estate worldwide 

is actively focused on areas where there's a high human density, so they've cut back their 

student accommodation and hotel investments, but they've added to data centres, self 

storage, and they've also maintained their heavy position in research buildings for life 

sciences research.  Clearly, I think there'll be an awful lot more work going on in the life 

sciences area going forward. 

Nick Fletcher:  Can I just interject there, Stuart, with a question that we had about the 

commercial property outlook, particularly given the number of businesses that may go to the 

wall? 

Stuart Fowler:  An economic downtown is never good for commercial property, but quite 

often in the past, we've seen commercial property particularly take a hit in a recession 

because there's been over-supply built up funded by debt.  Unfortunately, because this 

downturn has sort of caused the end of the cycle, but it hasn't been the cycle that caused the 

downturn, these two problems aren’t here, so that should ameliorate the downturn to some 

degree.  Obviously, there are always opportunities for commercial property,  data centres 

being one.  I think probably we're going to see more and more greater interest in online 

grocery and retail shopping from here, so logistics and warehouse investments should be 

good.  When one just looks at the UK alone, it's very obvious there is an excess of retail space, 

but you would assume that at some point there will be moves to convert some of that into 

residential property. 

Nick Fletcher:  And on the specialist health care investment trust or the specialist health care 

area that you've been looking at? 
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Stuart Fowler:  That's one we certainly take a particular interest in because that manager 

hasn't told us yet what they've been doing.  We should say, whilst we recommend a specialist 

health care trust, that tends to focus on the younger, more innovative businesses than some 

of the more established healthcare names that people might be familiar with such as Johnson 

& Johnson or surgical device maker, Stryker – they're held in some of the core funds that we 

recommend.  The healthcare companies certainly reveal that they had a very good February, 

the trust we recommend had shares in a Chinese vaccine company called CanSino Biologics 

and not surprisingly a Chinese vaccine company has caught the eye of the stock market.  It is 

important to get updates from that manager because they tend to be fairly active – the 

younger businesses can be materially impacted by the FDA announcements, drug trial results, 

political initiatives and so it will be interesting to hear what they've got to say because in 

addition to running portfolios of shares of listed companies, they've also got big business 

investing in unquoted and venture businesses, so they are very well tapped into the medical 

research industry.  Hopefully, they have some interesting stories to tell when they hopefully 

talk to us later in the month.  The other area, besides the healthcare, we're obviously keen to 

update ourselves on, is the area of cloud computing, because many of the company share 

funds have holdings in businesses that have operations in this area.  Again, companies like 

Microsoft, Amazon and Alphabet come to mind, but we've also got some portfolios that own 

some Chinese companies like Alibaba and Tencent and also the list of private equity trusts 

have a heavy allocation to companies that are taking advantage of the growing use of the 

cloud.  

Nick Fletcher:  There is a question on private equity, we will come back individually to that 

particular person.  Stuart, carry on. 

Stuart Fowler:  I'm sure we're all making greater use of our computers these days and it's not 

just the growing use of cloud computing that’s of interest, but the use of the cloud is enabling 

businesses to adjust the way they sell their software.  Whereas people used to, if you bought 

your PC, tend to buy a physical box with a Microsoft disc in it that you might upload your 

Word from.  These days typically, if my experience is anything to go by, if you buy a new PC, 

you just move your Microsoft subscription over – that software is a service as a subscription 

and the economics of that business are just fantastic; the cashflow is reliable, the cost of sale 

is next to nothing, the companies can continue to add enhancements and charge more, and 

so we're finding a whole new industry is being created; software as a service.  Many of the 

businesses that we're investing in, particularly in the private equity area, are taking advantage 

of that.  So that's something we would expect to benefit from the moves that are going on. 

Nick Fletcher:  It is incredible to see the proliferation of healthcare, technology, IT and 

consumer non-durables among the near 200 businesses that are in the main global funds we 



London Wall Partners’ Economic and Investment Update 9 April 2020 

 15 

use.  Can I just move you on just in the interest of time, can you say just a brief thing about 

bonds? 

Stuart Fowler:  We've had a clear view on bonds for quite some time, which is, bonds are 

unlikely to make you much money because the yields are so low.  Therefore, depending on 

any individual's own circumstances, they should have as low a weighting in bonds as is 

appropriate for them and they should regard whatever bonds they've got as insurance against 

adverse events.  We want really good quality insurance, so we've been recommending 

sovereign US and UK bonds. Clients will remember that earlier in the year, we made an 

adjustment so that now we've got UK conventional gilts and US inflation protected securities, 

US treasury tips as they are known, because we think whilst we're not expecting them, in the 

normal course of events, to make much money, they should be a very safe haven asset in 

times of economic stress and indeed that would prove to be the case in the first quarter of 

this year.  So, light weightings, high quality bonds, primarily regard them as insurance please, 

not as a means of making money. 

Nick Fletcher:  In terms of Japan, we had a question about your current view of Japan, bearing 

in mind they are a large exporting economy and most of their customer countries, especially 

the USA, seem to be going isolationist. 

Stuart Fowler:  Yes, actually Nick and I were on a call with one of the Japanese managers we 

use, who is based in Japan, who Nick met last year when he was out there, and he was saying 

that one of the features that he sees is a diminution in tourist activities.  In Japan, one of the 

government's initiatives has been trying to build up the tourist industry, obviously ahead of 

the Olympics, which is now postponed.  He said it's got quite quiet, even though they hadn't, 

until recently, seen the worst of the virus, the country has been operating fairly normally, but 

without the tourists from China and Korea.  In fact, Japan isn't actually all that reliant on 

exports, somewhat to people's surprise, because actually most Japanese companies that 

operate internationally had already moved production facilities overseas as a legacy of the 

strong yen of yesteryear.  The Funds we recommend in Japan don't invest in the companies 

that people might first think of when they think of Japan (i.e., they don't invest in cars, Toyota, 

and they don't invest in consumer electronics businesses), but they typically invest in 

companies involved in things like factory automation, cosmetics (Shishido), there is another 

company that provides online portals for the medical world, for medical experts to share 

information – so you can imagine that's doing very well, Kao is a big holding, which is a sort 

of Japanese Unilever and Japan's got quite a lot of interesting computer gaming companies. I 

think the Japanese portfolio funds that we recommend don't need a strong Japanese 

economy to continue to do well because they're investing in modern businesses which should 

thrive.  One thing that caught my eye, is the strong performance of a company called Keyence, 

which produces machinery for automating factories and the stock markets have decided this 
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is likely to do extremely well because given that so many multinationals are struggling with 

their supply chains at the minute, there's a view that there'll be more manufacturing put back 

into the Western economies, taken away from the low cost countries, but this will be done 

with fully automated factories that will use Japanese products to fill the factories and 

therefore this company should be doing rather well.   

Nick Fletcher:  Good, thank you very much Stuart indeed, and in the interest of time, we must 

press on to a conclusion.  We've had a whistlestop tour of some of the macroeconomic factors 

from Ian, for which very many thanks, and some more micro, on-the-ground investment 

matters from Stuart, for which many thanks too.  I want to say a few words about how we tie 

this all back to our family finances and what it means because that's really where the rubber 

hits the road for us all financially on a day-to-day basis.  Clearly much of my time, is spent 

understanding individual objectives and plans to ensure adequate cash reserves are 

maintained together with the appropriate asset allocation to the ever-developing needs and 

circumstances of each individual and family.  You will have heard me say on many occasions 

that financial planning, asset allocation, and investing in quality, well-managed businesses are 

inextricably linked disciplines and must be viewed on an integrated basis to achieve 

satisfactory results.  There are other things that we could have spoken about like fiscal 

consequences, international relations, capitalism and politics, and perhaps we might write a 

bit more about that, but hopefully the call today has provided you with some confidence and 

reassurance with balanced words from a highly experienced economist and former central 

bank policy maker, and the knowledge that there's a sharp-eyed and deeply inquisitive 

investment director, who is all over the highest quality fund managers to ensure they are 

doing their job by finding opportunities and investing in world-class businesses as described.  

Before I close, I would like to share something I learned about investing over 30 years ago, 

early on in my career, from the chairman's letter in the 1987 annual report of the then little-

known firm that remains quoted on the US stock market today, and is now a very well-known 

and large firm.  It follows on from a principal that my father told me about buying quality – 

he used to save up to buy Double Two shirts rather than compromise on quality and buy 

cheap ones.  On a visit to meet a stockbroker in the London Stock Exchange, when a teenager 

on a cold day without a coat, he encouraged me to buy a Burberry raincoat which probably 

was about 70% of my then net worth over 40 years ago and it is here in front of me now 

actually, looking not far off as good as new, and the same applies to businesses and buying 

quality, but the market doesn't always agree.  I believe we have to be really careful about 

letting extreme market movements affect our investment psychology. 

Allow me to read an extract; Ben Graham, my friend and teacher, long ago described the 

mental attitude towards market fluctuations that I believe to be most conducive to 

investment success.  He said that you should imagine market quotations as coming from a 
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remarkably accommodating fellow named Mr. Market.  Without fail, he will appear daily and 

names a price at which he will either buy or sell depending on whether he's feeling euphoric 

or otherwise.  At times when he does feel euphoric and names a very high buy-sell price 

because he fears that you will snap up his interest and rob him of imminent gains.  At other 

times, he can see nothing but trouble ahead for both the business and the world.  On these 

occasions, he will name a very low price, since he is terrified that you will unload your interest 

on him.  Mr. Market has another endearing characteristic; he doesn't mind being ignored.  If 

his quotation is uninteresting to you today, he will be back with you to buy with a new one 

tomorrow.  Transactions are strictly at your option.  But, like Cinderella at the ball, you must 

heed one warning or everything will turn into pumpkins and mice; Mr. Market is there to 

serve you, not to guide you.  It is his pocketbook, not his wisdom, that you will find most 

useful.  If he shows up some day in a particularly foolish mood, you are free to either ignore 

him or take advantage of him, but it will be disastrous if you fall under his influence.  Indeed, 

if you aren't certain that you understand and can value your business far better than Mr. 

Market, you don't belong in the game.   

Ben's Mr. Market allegory may seem out of date in today's investment world, in which most 

talk of efficient markets, dynamic hedging and betas. Their interest in such matters is 

understandable since techniques shrouded in mystery clearly have value to the purveyor of 

investment advice.  After all, what witch doctor has ever achieved fame or fortune by simply 

advising take two aspirins. 

The value of marketing esoterica for the consumer of investment advice is a different story.  

In my opinion, investment success will not be produced by arcane formulae, computer 

programs or signals flashed by the price behaviour of stocks and markets.  Rather, an investor 

will succeed by coupling good business judgment with an ability to insulate his thoughts and 

behaviour from the super contagious emotions that swirl about the marketplace.  In my 

efforts to stay insulated, I have found it helpful to keep Ben's Mr. Market concept firmly in 

mind and let the business quality do the talking. 

Following Ben's teachings, we let our marketable equities tell us by their operating results, 

not by their daily or even yearly price quotations – whether our investments are successful.  

The market may ignore business success for a while, but eventually will confirm it.  As Ben 

said, “in the short run, the market is a voting machine but in the long run it is a weighing 

machine”.  The speed at which a business's success is recognised, furthermore, is not that 

important as long as the company's intrinsic value is increasing at a satisfactory rate.  In fact, 

delayed recognition can be an advantage, it may give us a chance to buy more of a good thing 

at a bargain price.  Of course, this concept can be applied outside of stock markets as well.   

We, at London Wall Partners, are seeking to work with fund managers who adopt this long-

term approach, have the ability to ignore the market when they need to do so and value 
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businesses well.  This particular Chairman, who is acclaimed to be one of the world's most 

successful investors over three quarters of a century also said that he would rather pay a fair 

price for a good business than a cheap price for a poor one.  These are principles that I've 

followed personally and professionally and we at London Wall Partners will continue to do so 

on your behalf as well as ourselves. Also, in doing this, I'm heartened that good investing and 

hopefully producing good returns over the years is helpful to society in so many ways whether 

it be paying taxes to help fund the NHS, making charitable contributions to redirect tax into 

needy areas (as the footballers have just done), or investing in businesses that employ people 

and provide products and services that meet our everyday essential needs.  Business is and 

can do good, especially when recognising the environmental, social and governance needs of 

society, which I'm pleased to say our portfolios do.   

I do want to say thank you to Ian and Stuart for their contributions to today's call, but also to 

all those at London Wall Partners in the background who have done so much in terms of the 

preparation of this call and keeping the service in fully functioning order at home and 

elsewhere - you have a great team working on your behalf and I'm humbled and privileged to 

be leading them.  

On this Maundy Thursday as we approach the Easter weekend and despite the awful indeed 

tragic, health issues we hear about and possibly face, there is good news, things will improve 

and we will, I'm sure, all be eating supper again very soon.  It is good Friday tomorrow, which 

is always a time of reflection for me personally, and I hope it is for you too – so digitally or 

otherwise with your loved ones, on behalf of London Wall Partners may I say thank you for 

listening and a very Happy Easter to everyone. 

 


