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Reading waves and the direction in which they bend and 
break is one of the most important skills in surfing. As 
a general rule of thumb, the highest point – or peak – is 
usually where the wave will break first and that is where 
a surfer needs to be. Scientists tell us that waves break 
when their amplitude reaches a critical level, when all that 
pent up energy is released into kinetic 
– movement – energy.  It all depends 
upon the ocean floor typography; 
when the floor has a gradual slope then 
you have gently spilling waves, but 
plunging, powerful, barrel-waves break 
when there is a sudden depth change. 

Similarly, the most important skill of a 
fund manager, in particular those who 
tactically adjust their portfolios as ours do, 
is to read the markets and try to determine 
where they are likely to break and in which 

direction. It all depends on the underlying economic and fiscal 
typography; so what do these look like at the moment?

The most significant event has undeniably been the BREXIT 
aftermath. Despite what we hear in the media, by and large the 
actions and statements of the incumbent government have 

fuelled optimism – which is a welcome 
change. The plunge in Sterling has broadly 
been a positive thing for the economy. 
UK manufacturers are in robust health 
with increases in new orders, production, 
deliveries and employment. Interest rates 

are likely to stay low for the 
moment and the government 
has abandoned talk of austerity 
in favour of promoting longer-
term infrastructure investments 
(see separate article below). 

Continued on p2

‘I believe that one of 
the first duties of a 

commander is to create 
what I call ‘atmosphere’ 
and in that atmosphere 
his staff, subordinate 
commanders, and 

troops will live and 
work and fight’.  

Field Marshall Bernard 
Montgomery  

On a crest of a wave
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The incredible 
shrinking pound
Acres of column inches and hours of 
airtime have already been dedicated to 
searching for the cause of last week’s 
so-called ‘flash crash’ in which sterling 
got whacked by foreign exchanges. The 
financial media is very good at creating 
stories to explain it but the reality is that 
for most of the time everything that 
takes place in the financial markets – 
and elsewhere – nobody really knows. 
So, I will not add to your confusion by 
dolling up any rationale of my own. 

However, the effect of a weak currency 
is well-recognised and its relationship 
with a corresponding booming equity 
market in a mature economy has been 
observed. Principally, when a company 
earns profits abroad (in a foreign 
currency) and brings them to the UK, 
they buy more £s and hence dividend 
payments to UK investors are increased 
– hence the share price improves. 

Also, because UK exports of goods 
and services become cheaper 
this has a beneficial impact 
on exporting companies’ 
profitability. Conversely, imports 
become 

less attractively 
priced and 
will tend to 
decrease. This 
effect on its 
own gives a 
tremendous 
boost to 
our balance 
of trade 
which has 
been horribly 
out of kilter 
for years – especially with France and 
Germany. We have been borrowing 
heavily in Euros every year to buy imports 
from the EU whereas we have been 
lending healthily to non-EU countries 
so they can purchase our goods. 

Central bankers have been trying to 
engineer a fall in Sterling for years 
as they have believed for some time 
that Sterling was probably the most 
over-valued currency in the world and 
this has damaged our international 
competitiveness. So, the £ could 

well now be at its correct levels, or 
thereabouts. Our holidays and foreign 
cars may become more expensive, 

but taking the long-term view makes 
this less relevant. 

continued from p1

Most significant of all is the Bank of 
England’s four-point plan; cutting 
interest rates to 0.25%; additional 
funding to banks to cushion the 
blow to their profitability from 
these low rates; another £60bn 
QE (Quantitative Easing) to buy 
government bonds; £10bn QE to 
buy corporate bonds from firms 
‘making a material contribution 
to the UK economy’. Whatever 
the actual outcome of these steps, it 
is the intention of the government 
which is heartening the market. 

My view is that Teresa May is creating 
an ‘Montgomery atmosphere’ in which 
businesses can live and work and 
compete. So long as this current state 
of affairs continues and the underlying 
fiscal and monetary typography is 
not radically altered, our economy 
will be able to withstand the petulant 
slings and arrows from across the 
English Channel as well as those 
vociferous and unhappy ‘Remainers’.  

Certainly, the stock-market seems 
to be viewing the government’s 
handling of economy positively. 
Equity-markets have surged since 
mid-February 2016 and seem likely to 
break an all-time high whilst the post-
Referendum terror-drop appears as a 
small ripple on the graph (top right). 

However, let’s not overlook the long-
term structural problem of the nose-
bleeding amount of government debt 
which will not go away using the 
current measures; the Chancellor’s 
view seems to be not to worry about 
that at the moment as we have 
enough issues to face today – which 
actually may be the correct course 
of action since the majority of the 
damage has already been done. 
Which all means that we should 
be facing gently-spilling economic 
waves so long as the government’s 
political enemies do not prevail. 



currency movements and even stock-
market rises and falls. Whereas, others are 
underrated; chronic stress, nurses, charity 
work, personal and fiscal responsibility. 

It is not ‘news facts’ that are important, 
but the threads that connect them. 
What we really want is to understand 
the underlying processes; how things 
happen.  Unfortunately, precious few 
news organisations manage to explain 
causation, and if they do, it is with a 
selective slant, because the underlying 
processes that govern significant social, 
political, environmental, economic and 
financial movements are invisible. 

The danger of being exposed daily to 
news-mongering media is that our 
mental map of the world can become 
entirely different to the actual risks that 
we face. Even bankers and economists, 
who have vested interests to get things 
right, have shown that they react 
wrongly to news-borne hazards. 

Why do I mention all this? Well, someone 
once said that the best decisions are 
made with the longest term horizons. 
And, I would say that the approach that 
we make to investing bears this out. 
Neither we, nor the fund managers that 
we employ make knee-jerk actions just 
because the media screeches about 
this danger or that; in fact, one only 
has to look at the ‘expert forecasts’ and 
compare them to actual outcomes 
to realise that they are universally 
wrong. We prefer to stick to pragmatic 
sensible investment processes. 

Doomed Logic
Given the choice, would you invest 
in something that you were certain 
would deliver a loss? No doubt your 
answer would be a resounding ‘No’. 
However, what if you had no choice? 

Pension fund trustees and most 
investment IFAs will apportion a 
reasonable percentage (between 20% 
and 40%) of their client portfolios to 
Fixed-Interest Bonds and gilts as part of an 
established method of diversifying risk. The 
prices are inverse to the yield they pay. 

So, if prevailing bank 
rates fall, as they did 
recently by -0.25% you 
would expect the price 
to increase by around 
+2.0% and vice versa. 
So, what has occurred 
on the back of low 
interest rates and QE 
is a gigantic bond 
bubble.  This is so bad 
currently that 30% of 
the global market in 
gilts is now trading at 
negative interest yields 
(yes you did read that 
correctly) – institutions 
are effectively paying 
banks to hold their 
money. This is an Alice 

in Wonderland world in which investors 
buy government bonds that they know 
will incur a loss if held to maturity. 

I am sure you are ahead of me here in 
working out that as and when interest 
rates rise (or the market fears they will) 
or an alternative to fixed interest bonds 
and gilts emerges, then this particular 
bubble will burst and do so spectacularly. 

Last week, drama occurred in the bond 
market which has suddenly caught fire. 
For no good reason, prices fell by between 
-3.7% and -9% (depending on whether 

they were short term 
or long term gilts). 
So much for a non-
volatile ‘safe’ asset. 

To put your minds at 
rest, the bond holdings 
in the portfolios we run 
are relatively small and 
are of short duration, 
in other words they 
will mature at known 
face value so the 
risk is much more 
measurable. On top 
of that, our managers 
are active and will 
make adjustments 
where they consider 
needed to defend 
the portfolio values. 
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BOND – this is a fixed interest, 
fixed term borrowing by a 
company or Government

GILT – this is a term for a 
Government Bond.

PRICE – What the Bond is 
traded for on the open market

YIELD – The interest received, 
expressed as a percentage

TRADING – bonds are actively 
traded during their fixed term. 
This changes their price

INVESTMENT BOND – These 
are completely different 
to fixed interest Bonds, eg 
your Prudential Bond

Glossary

Too much information
Information is usually a good thing. But 
if the past year’s market turmoil suggests 
anything, it is that certain kinds of news 
actually seems to make things worse. 
Not all information, it turns out, is created 
equal and the way news is delivered can 
have a profound effect on the way it is 
received. There has been an explosion 
of information and pseudo-information 
particularly in the financial news over the 
past decade and the danger is that news 
reports tend to overplay the importance 
of any particular piece of information. 

Our brains are wired to pay attention 

to visible, large, 
scandalous, sensational, 
shocking, people-related 
story-formatted, fast 
changing, loud, graphic 
onslaughts of stimuli. 
News organizations 
systematically exploit this 
bias. As a result of news, 
we walk around with the 
completely wrong risk 
map in our heads. Some 
things are overrated; 
terrorism, collapse of 
Lehman brothers, football players, 
celebrities, airplane crashes, BREXIT, 
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If at first you don’t succeed 
– try something else?
‘If at first you don’t succeed – try, try, try 
again’ has been the dictum of Central 
Bankers over the last seven years with 
their Herculean splurges of money 
printing; all very commendable to 
generate growth and inflation, except 
for one nagging detail – it is not really 
working any more.  In fact, central banks 
have achieved precisely the opposite. 

We may be seeing the end of global 
austerity with a rising likelihood of more 
fiscal easing (QE) including ‘helicopter 
money’ whereby freshly printed money is 
injected directly into the veins of the real 
economy rather than into the vaults of 
the banks in the hope that they will lend 
it for productive use. The talk by the new 
Chancellor is that the Government wishes 
to increase infrastructure spending and 
also is trying to encourage the investment 
industry to partner them in this ambition. 
We believe that this will grease the 
wheels of the economy rather than the 

palms of the already rich asset owners. 

We already have an example of such 
a government/investment company 
partnership with the Prudential who 
were responsible for funding a large 
part of the UK infrastructure rebuild 
following WWII and they still partner the 
government in projects to build schools, 
hospitals as well as ventures such as 
wave generation energy schemes. So, we 
anticipate that much of this outlay will 
be on transportation and infrascructure.

Unlike the Prudential, few investment 
houses are sufficiently large to be 
able to take part in such projects 
on their own, and this is why the 
chancellor has suggested that they 
combine their resources to do so. 

An unintended consequence of this 
initiative could well be further pressure 
on the fixed interest sector (see above 
article) as disenchanted investors 
move away from the nightmare 
scenario of charred gilt prices. 

In Brief
Property experts are confident 
about the state of the housing 
market after a post-Brexit dip. An 
RICS survey indicates a slowing 
house price growth rather than 
anything more dramatic. 

UK jobs market bounced back strongly 
in August as companies confirmed 
appointments delayed in the wake 
of Brexit vote result, according 
to a Recruitment & Employment 
Confederation (REC) survey. 

UK Manufacturing PMI (Purchase 
Managers Index) rose to 55.4 in 
September, its highest level since 
June 2014 with manufacturing 
production expanding to 
its quickest pace since May 
2014 recovering from its EU 
referendum-inspired low in July. 

Sterling’s weak exchange rate 
remained the prime growth engine 
for the UK economy, driving higher 
orders from Asia, Europe, the USA 
and a number of emerging markets. 

Domestic orders fuelled the 
rise in overall business activity 
with consumer goods sector 
output rising at its strongest 
pace since March 2015. 

Gold prices leaped 16.5% 
immediately after the results 
of the Referendum and have 
stayed pretty level since then. 

Please do pass Waypoint onto others if you have found the items discussed helpful


