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Crash!
If you look up ‘Wall Street Crash’ in the 
Encyclopaedia Britannica you will find reference 

to ‘panic.’ If you then attempt to define ‘Panic’, 
the very first definition is ‘Panic (economics)’. 

This describes financial disturbance in a climate of 
fear caused by economic crisis or the anticipation of 

such a crisis. The market goes down because it is going down. What happens 
is the mob mind which suddenly changes from optimism to pessimism. 
 The US, European, Japanese and UK Stockmarkets all reached record highs in 
the spring of 2015 buoyed up by bad news. ‘Eh?’ I hear you exclaim. Indeed this 
does appear to be a nonsense statement. However, the current Never-Never Land 
which global policy-makers inhabit has begun to invert reality. As China’s growth rate 
decelerated to its slowest pace in six years (down from a 7.3% to 7% – something 
we can only dream about) and IMF forecasts were slashed, the world’s markets 
quaffed their bubbly as China pumped fresh 
liquidity into their market in order to prop up 
their ‘waning’ economy. But, horror of horrors, 
and quite unexpectedly they devalued their 
currency without warning at the height of our 
summer holidays. This makes China’s exports 
more competitive and our exports to them 
more expensive and this is a bad thing. Euphoria 
turned to despondency and the mob panicked. 
 The resulting collapse in equity values was 
already set on its way by a bit of earlier good 
news. ‘Eh?’ I hear you exclaim again. The good 
news was that the US economy was looking 
healthier with increased consumer spending 
pumping US GDP to an annualised rate of 
2.3% and the jobless total is decreasing. However, according to analysts, this 
strengthened the Federal Reserve’s case to increase interest rates – and this is 
also a bad thing.  The result of all this panic is a collapse of -17% from the spring 
highs leaving the markets almost -10% down on the beginning of 2015.
 Considering all of these disquieting factors, it is testament to Mainstay’s 
Investment Philosophy and practice in that all our portfolios have managed 
to navigate this period with considerably less damage than the markets.
 What we are increasingly seeing is that violent reactions in the equity market are 
caused not so much because of changing economic circumstances but because 
of the (fear of ) actions of central banks and governments. This political risk is by far 
the most weighty and unpredictable with which fund managers have to contend. 

Bargain time
If you visit Formby, just off the Mersey 
coast, half way between Liverpool and 
Southport, during an extremely low 
‘supertide’ there is revealed the remarkable 
sight of shipwrecks (pictured below); 
treasures normally hidden beneath the 
waterline. Similarly, ‘super-low-tides’ in the 
Stockmarket reveal all sorts of undervalued 
gems for the attentive manager. 
Mob market mentality inevitably drags 
down stocks across the board, irrespective 
of their quality, but gives vigilant managers 
an ideal opportunity to snap up their target 
companies if they fall to attractive prices. 

Good tactical managers, such as the ones 
we select, have already employed some of 
their stockpiled cash to just such an end 
over the last month or so, acquiring high-
quality, high-earning stocks for their funds. 
History shows that as panic recedes, these 
shares are most likely to be the ones which 
will be restored to attractive values and 
generate healthy earnings for our portfolios. 
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Volkswagen; what 
were you thinking?
Global equity markets seem to be 
genuinely shocked by Volkswagen’s 
cheating admissions and investors 
have become concerned that the 
problem might not be contained in just 
one company. Shares in diesel engine 
manufacturers and car companies have 
already been hit and it is likely that 
reputational damage may not be as 
swingeing as that inflicted by the 
authorities. Volkswagen (and 
possibly others) could be looking 
down the barrel of an almighty 
financial howitzer. Their €21bn 
cash pile may now be put to 
‘good’ use in the wider economy. This 
is not good news for shareholders, but 
is theoretically good for the economy in 
the same way as the UK £50bn+ of PPI 
compensation payments has shown. 

Topsy-turvy world 
Why do we at Mainstay Investments Ltd 
run portfolios built around active asset 
managers – in other words managers who 
are not restricted in how they build their 
portfolios nor inhibited in which asset 
classes they hold. The reason has to do with 
the very unusual world in which we now 
live, where good may be regarded as bad 
and vice versa. So, we require managers 
who are able to react in order to defend 
their portion of our portfolios, rather than 
being restricted to a particular style.
 Fund managers’ decisions have 

become heavily influenced by the 
twitching hands of global central 

bankers, some of whom are directly 
politically controlled. As it is impossible 

to forecast their next moves, fear and over-
reaction have increased the suddenness 
and violence of market price movements. 
 Sadly, this means that a perfectly 
good and healthy set of assets can 
suddenly fly or plummet in value for 
no good reason except for the action 
of some global central banker.  
 Historically, Central Bankers simply 
managed the flow of money in their 
economies, whereas now they have 
been pushed towards the role of 
quasi-government, intervening 
to regulate and guide economic 
activity, growth and price stability.  
 Rumour has it that the Governor of 
the Bank of England (BoE) used to have 
two taps on the wall of his Threadneedle 
Street office, one labelled ‘Tax’ and the 

second ‘%’. Every now and then, under 
the direction of the Government, he 
would open or close one or both of these 
to adjust the tax rates and interest rates 
with the objective of controlling inflation 
and exchange rates. That was before 
1989 when Gordon Brown granted 
the BoE operational independence. 
 In 2009, after the market crash, the 
Bank’s remit expanded to allow it to 
issue Treasury Bills (new borrowing) 
and print new money (Quantitative 
Easing) in order to purchase financial 
assets thus boosting prices (an artificial 
market you might say) and stimulate 
money moving around the economy. 
This meant that he had to install a 
third tap on his wall labelled ‘QE’.  
 At the moment, the ‘Tax’ tap is slowly 
opening, ‘QE’ is turned off and ‘%’ has 
the governor’s hand hovering over it. 
And he is not alone; this is happening 
in the USA, Europe, Japan and China. 

Setting Jeremy Corbyn straight
It is hard to ignore the recent elevation of the latest Labour Leader 
and ponder the economic consequences of a possible hard-line 
left-wing UK government. Political ideals are not the same as 
economic aptitudes and Mr Corbyn may need to get to grips with a 
few financial terms before the electorate has sufficient confidence 
in him and Mr McDonnell to grant them keys to the safe. 
 He and his shadow chancellor both shed confusion by talking 
about the UK’s unacceptable ‘Balance of Trade’ Deficit. This is a 
mysterious statement since the term ‘Balance of Trade’ refers to the 
UK’s credits and debits with foreign countries and institutions and 
has two components; the current account and the capital account. 

The clue is in the name; they are always in balance so they cannot be in deficit. 
 They probably meant the ‘current account’ deficit or the ‘fiscal deficit’ both 
of which are at record heights. Notwithstanding the mixed-up terminology, 
it is intriguing to contemplate a future labour government re-distributing 
wealth with bumper taxes on higher earners, owner landlords and large 
corporations and then applying this bounty to greater investment (whatever 
they mean by that) and, more importantly, reducing or eliminating the fiscal 
deficit. It is a ‘cunning plan’ which none of the other parties would contemplate 
because of the heinous damage it would wreak to our economy,  our 
reputation as business-friendly not to mention their chances of re-election. 
 However, the alternative, and only, game being played at the moment is 

kicking the can down the street whilst maintaining borrowing levels and 
agonising about the timing and consequences of a tweak in interest rates.  
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Shot in the arm for 
house-buyers
Help-to-buy has helped a record number 
of people to get on the property 
ladder in the second quarter of 2015 
with more than 9,000 completions at 
a cost to the government of £1.9bn. 
Total loans made in the first 27 months 
of the scheme amount to £2.4bn. Yet, 
while the government says the policy 
ensures that young people are not left 
behind by a rising property market, 
some economists argue that the policy 
is in fact a primary contributor to the 
spectre of spiralling prices. The scheme 
is clearly here to stay, though at this rate 
it will add something around £100m 
per month to the government debt pile. 
At least, theoretically, there will come 
a time that the money will be repaid. 

What price free guidance?
In July, the Treasury somewhat 
halfheartedly revealed take-up 
figures for its free (paid for by the 
financial services industry) guidance 
service ‘Pensions Wise’.   
 The service was set up to help people 

understand the new 
pension freedoms when 
they were introduced in 
April and was intended 
as a free alternative 
for those who wanted 
to take advantage of 
the pension freedoms 
but were not prepared 
to or were unable to 
afford full advice. At the 
present rate of take-
up, the cost is running 
at over £2,000 per 

person given guidance. In other words, 
the financial services industry (which 
includes our firm) is effectively paying 
out £2,000 for every person receiving 
guidance from people with no previous 
experience or relevant qualifications. 
This is an odd business model.  

The government 
taketh and spendeth
Figures from the ONS (Office for 
National Statistics) show that a record 
month for income tax receipts helped 
the government achieve a surplus (of 
income over expenditure) of £1.3bn in 
July. The ONS said income tax receipts 
grew by 5.3%, to £18.5bn, representing 
the biggest July tax take since records 
began in 1997. Income from VAT rose 
3.3% to £10.5bn and corporation tax 
grew 5.2% to £6.9bn. It was the first time 
since 2012 that government receipts 
exceeded outgoings in July. Meanwhile, 
public sector net borrowing is still 
remorselessly rising despite “the cuts”. 
Public sector net debt at the end of July 
stood at £1.5trn, 80.8% of GDP, an increase 
of £73.4bn compared with July 2014.

100 miles is a long way
Since my last Waypoint, I am glad to say 
that I managed to complete the 100 mile 
Prudential cycle ride in a respectable 5 
hours 42 mins. Sadly, Alison contrived 
to hew chunks out of her fingers with 
a mandolin vegetable slicer a mere 48 
hours before the race and we ended 
up in A&E to patch her up. Those are 
her patched up fingers in the picture 
you see.  In case I have not thanked 
each of you for supporting me, I 
would like to express my gratitude 
to you all. (And those of you who 
sponsored Alison as well - very big 
thank you and she plans to have a 
place in 2016 as she retired injured.) 
Look out for us in a documentary 
recently filmed about the Harrison’s 
Fund (our company charity for the year); 
we had the film crew in our office a 
couple of weeks ago. Very exciting.
 To find out more about the 
incredible family behind Harrison’s 
Fund please hunt out their 
website: harrisonsfund.com
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