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Last weekend - o

ran an article s
written by an ex-St
James’s Place (SJP)
adviser. It made
for disturbing reading. That’s
not because of the way in which
SJP charges its clients. We don’t
like the ad-valorem model — in
which advisers and managers
take a percentage of your assets ~ S=SE
each year. We’d prefer a flat fee . e E
model. However that is, for now :58] =
at least, the standard system —
so we can’t single out SJP for

@Shutterstock

criticism. We can, however, “The correct thlﬂg fO?‘ Nezl WOOdfO?d 1o dO
single it out for the scale of its 409, 45 10 gjve bis investors their money back”

fees (most comparisons have
It coming out at the extremely expensive
end) and for what The Sunday Times’
James Coney refers to as its apparently
“culturally bankrupt” environment.
It turns out that the core of the thing
has advisers competing not to be the
best of advisers, or to provide the best
of services at the best value, but to flog
enough product to rack up enough points
to get a nice pair of cufflinks or a trip
by chartered plane to a luxury-safari
destination. Almost all financial miseries
start with misaligned incentives of one
sort or another (perhaps unsurprisingly,
reports City AM, SJP 1s now “reviewing”
its rewards scheme). Something for clients
and perhaps investors to bear in mind.
This brings me, as usual, to the great
scandal of 2019 — Neil Woodford. The
correct thing for him to do now would be
to wind his Woodford Equity Income Fund

The Sunday Times g

>,

down and to return any cash available to

“f"ﬂﬂdfmd sitting on your uhi} \

From the editor-in-chief...

P
|

investors as fast as possible. But here too the  ahead for corporate profits).

incentives are misaligned. That may work
for his investors, but not for him: as long as
he keeps the cash locked in, he is still, notes
Alex Brummer in The Mail on Sunday,
pulling in £100,000 each working day.
Works for him (to the extent anything does
any more). Doesn’t work for Brummer (one
of the many stuck in the fund).

[ see little upside for those involved with
SJP (charges and incentives aside, over
the last ten years, 23 of 38 SJP funds have
underperformed their peers, says Coney).
But on Woodford, there is something.

On page 18, Max looks at the Downing, to this issue.

Strategic Trust, a company that actually
knows what it’s doing when it comes to S%L)-A‘ QM]
micro-caps —and which, thanks to the e

post-Woodford “liquidity witch hunt” you
have a chance to buy cheaply today.

Your must-read for the week
is William Dalrymple’s The
Anarchy. We worry endlessly
here that one of the threats to
democracy — and one of the
things that makes modern
voters feel so powerless —is the
rise of the all-powerful-looking
corporation. Dalrymple’s book,
which traces the extraordinary
~ history of the East India
Company, makes it clear that
this is hardly the first time round
for this dynamic. It might also
! not be the last time that overly
influential companies suddenly
come a cropper (see page 4 for
how the reversal of globalisation
and the great decoupling of
China and the US might mean trouble

How should investors react? See John’s
thoughts on page 24 and page 14 for part
of the answer. For a defence of modern
tech investing, turn to page 16 where
Matthew Lynn explains why the stocks
you love to think of as being overhyped
rubbish might actually be the ones that
could make you rich. Finally for (another)
reminder on why everyone should hold a
little gold, see our briefing on the end of
the reign of King Dollar on page 12.

Oh, and don’t miss our Wealth Summit on
22 November! See the brochure attached

Merryn Somerset Webb
editor@moneyweek.com

Scam of the week
TV presenter Helen Skelton
(pictured) says she was scammed |
out of £70,000 after answering a
hoax phone call purporting to be
from her bank. Skelton, who used
to present Blue Peterand has
performed numerous feats
of derring-do for charity,
Including cycling to the
South Pole and kayaking the
length of the River Amazon,
says the scammers posed as J¥
her bank and told her that
“something dodgy had S
gone on with my account”. ?
They asked her “a few '
questions” and then the |
following week, “£70,000, F
all of my savings, had ‘
gone”, she told The Sun.
Skelton is making a
programme for ITV that
she hopes will raise
awareness of how easy itis to
get scammed. “It's happening
to a lot of people and they are too
embarrassed to say,” she said.

Cover illustration: Adam Stower. Photos: GettyImages
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Good week for:

Rafael Nadal won the US Open tennis championship this week to
take his 19th Grand Slam title and bring him to within one win of
Roger Federer’s record 20 victories. Nadal took four hours and 50
minutes to beat Russia’s Daniil Medvedeyv, taking the trophy and
the first prize of $3.85m. Medvedev took $1.9m as runner up.

Big Issue sellers hope to boost theirincome after the magazine’s
publisher partnered with a payments provider to enable them to

. accept contactless payments. A trial scheme in five cities saw 80%
. of sales become cashless, says the BBC. Vendors will be able to
- buy card readers at areduced price of £9. The Big Issue currently

sells around 42,000 issues a week.

' Bad week for:

Traditional British condiments are falling out of favour, as more
fashionable brands push them off the nation’s dining tables,
reports The Sun. Brown sauce sales fell by 2.8% to £47.7m, while
tomato ketchup sales rose by just 0.2% to £153m and salad cream
was up by 0.1% to £57m. Sales of mayonnaise shot up by 10% to
£171m, while the biggest rise was for Nando's Peri Peri sauce,

| 1 which jumped by 53% to £9m.

The Royal Shakespeare Company (RSC) could lose millions of
pounds of income, says The Sunday Times, after theatre producer
Cameron Mackintosh cut royalty payouts from the West End hit

¢ Les Miserables. The RSC, which co-produced the original show, is
thought to have received £25m in royalties. But the show is
scheduled to close —a new production will launch in December.

13 September 2019
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Markets

Alex Rankine
Markets editor

Markets have been experiencing “a
collapse of confidence”, says Adam
Tooze in The New York Times. The main
problem is not the economic backdrop, but
a deeper realisation. It seems finally to be
dawning on investors that globalisation is
“no longer supported by the combination
of... economic policy and congenial
politics” they once took for granted.
World trade volumes have now shrunk
for three consecutive quarters, notes
Yasemin Engin of Capital Economics, a
consultancy. In August, China’s exports
to the US declined by 16% year-on-year,
while imports from America fell by 22%.
This year is set to be the worst for trade

since 2009.

The end of an era

Between 1990 and 2008, global trade

rose from 39% to 61% of world GDP.

That brought real benefits. The World Bank

reports that more than a billion people
were lifted out of extreme poverty between
1990 and 2015. The “global poverty rate 1s
now lower than it has ever been in recorded
history”. In the developed world, access to
cheap Chinese goods has kept living costs
low and provided plenty of opportunity for
listed businesses to grow.

Yet “from Washington to Buenos
Aires”, political commitment to open
markets i1s “disintegrating”, says Greg Ip
in The Wall Street Journal. Where the US
once supported global institutions such
as the World Trade Organisation, now it
“leads in crippling them”. That has left
investors and businesses scrambling to
rearrange their portfolios and is “pushing
the global economy closer to recession”.

US data and yield curve spook mvestors

Conflicting data from the US
economy has left economists
scratching their heads, says
Irwin Stelzer in The Sunday
Times. But most shoppers
seem to have shrugged off talk
of a recession so far. That
bodes well, given consumer
spending accounts for about
70% of economic activity.

The monthly US non-farm
payrolls data is seen as a key
barometer. Some 130,000 jobs
were created in August, fewer
than expected and also less
than the average of 200,000

Donald Trump and Xi Jinping: relations between the "‘; |
US and China bave undergone a “fundamental reset”

The ties that bind

Relations between the US and China
have undergone a “fundamental reset”,
say Andrew Batson and Lance Noble

for Gavekal Research. Yet talk of a new
Cold War 1s premature. More than 13%
of total US trade is with China and the
two economies are “deeply entangled”.
While US exports to China have been

hit by tariffs, sales by US firms in the
Middle Kingdom are more than twice as
large and have been unaffected. Many
US companies rely on Chinese consumers
to drive earnings growth and will thus
pressure Washington to take a softer

ine. The recent opening of China’s
financial markets also runs counter to the
decouplmg trend. Foreigners now hold
¥1.5trn in Chinese equities. US financial

US manufacturing is shrinking for the first time in three years

Globalisation 1s going into reverse

W

©Getty Images

institutions will want more access to the
world’s second-biggest economy.

Yet even if globalisation is not undone,
the new direction of travel is clear. While
markets today largely dance to the tune
set by Wall Street, decoupling between
regions means that future business
cycles may become less correlated. That
makes geographical diversification more
important than ever. Corporate earnings
could be another casualty. After years of
conquering the world, US companies are
now shifting to a “defensive” stance, says
Rana Foroohar in the Financial Times.
No wonder. As Tooze puts it, the prospect
of a world economy divided between a
“sclerotic Europe, a nationalist United
States and an authoritarian Chinais a
oloomy one”. Investors should be prepared.

and ten-year treasury uninvert,
but that is little reason for
cheer. Data shows that
previous inversions have
predicted a recession over the
coming 24 months regardless
of whether the curve has
uninverted by the time the
recession actually arrives.
The start of September has
seen American stocks rally,
says Akane Otaniin The Wall
Street Journal. The S&P 500
IS up 19% this year so far and
Is back within 2% of July’s all-
time high. Yet psychological

per month seen earlier in this
cycle. Alarmingly, the ISM
manufacturing index also fell
below 50 in August, which
suggests that American
manufacturing is shrinking for
the first time in three years.
Yet other figures show that

MoNEYWEEK 13 September 2019

wage growth has sped up and
that the service sector remains
robust. Most hard data has yet
to show signs of impending
recession, says Paul Ashworth
of Capital Economics. What
has spooked markets is the
recent inversion in yield

curves. Indeed, the ten-year
and three-month Treasury
vields have “never been [this]
inverted... without a recession
starting within the following
12 to 18 months”.

Last week did see the
spread between the two-year

factors may be curbing risk
appetites. In addition to the
trade and yield curve gloom,
many money managers
remember that last year

the S&P peaked in late
September “only to slump by
a fifth in three months”.

©Getty Images
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Saudi Arabia tries
to boost oil

Could oil go to $25 per barrel?
Reuters reported this week that
Russia’s central bank is not
ruling out a plunge in oil prices
next year because of weakening
global economic growth, which
lowers energy demand. Brent
crude is down by almost a
quarter since hitting $84 a
barrel in October 2018.

However, this week brought
talk of a renewed Saudi effort to
raise prices. Crown Prince
Mohammed bin Salman
abruptly replaced energy
minister Khalid al-Falih with
royal half-brother Prince
Abdulaziz bin Salman.

“Falih has paid the price for
an olil price that remains
stubbornly beneath the $70-$80
range” and Riyadh needs to
bolster its budget, Derek Bower
of RS Energy told the Financial
Times. The flood of US shale oll
has seen Riyadh and Moscow
join forces to curb production
and support prices, notes The
Wall Street Journal. Yet this
“Opec+"” arrangement was built
on the good relationship
between Falih and his Russian
counterpart. His replacement
means more uncertainty about
the way ahead.

The reality is that slumping
global oil demand is largely
outside the kingdom's control,
says Matt Egan for CNN
Business. Falih’s replacement
“reflects a sense of urgency
about boosting prices”. Riyadh
looks poised to double down on
its strategy of limiting output by
“considering even deeper
production cuts”. As Michael
Tran of RBC Capital Markets
putsit, “The Saudis are In
do-whatever-it-takes mode”.

Emerging markets bounce back

Investors in emerging markets
have been enjoying some
long-awaited relief after a
miserable few months, says
Robert Burgess on Bloomberg.
The MSCI Emerging Markets
index jumped by almost 2%
on Wednesday last week, its
biggest one-day gain since
January. Perhaps some money
managers “sense all the doom
and gloom... is overdone”.
The trade war and a strong US
dollar have seen the index shed
8% since a high mid-April.
Sagging global trade (see
page 4) is a big problem for
many developing economies:
they are highly geared to global
growth. For example, exports
represent 44% of South Korean
GDP and 39% of Mexican
output. Many firms borrow
in dollars, but make sales in
the local currency. Ongoing
dollar strength means more
hefty debt-servicing costs, says
John Authers on Bloomberg.
Emerging market currencies
are also proving to be closely
correlated to China’s yuan.
That leaves them at the mercy
of trade-war negotiators and
Chinese monetary decisions.

A chance to buy low

Still, where there’s gloom
there is also opportunity.

On a price-to-earnings basis,
emerging market stocks trade
on a 20%-30% discount to
their developed counterparts,
James Donald of Lazard Asset
Management told Karen Hube

L e O . 5 B s ! o~ A —
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in Barron’s. Lower valuations
mean higher potential returns.
Research by asset management
group GMO suggests that
emerging market companies
are poised to deliver superior
returns over the coming years,
says Jennifer Thompson in

the Financial Times. Based on
current valuations, the sector
should serve up an average
annual real return of 5.2% over
seven years, with the cheapest
set to return 9.8% over the
same period. Richly valued US
large caps, by contrast, look set
to “fall 3.7% annually over
seven years .

Another plus point is the
superior growth performance
of emerging nations. Expansion
1In emerging markets is the
“linchpin holding up the global
economy”, former World Bank

vice president Ian Goldin
tells CNBC. Average growth

- -
T | - = _..
i " T
4 = T
!I. N -
e ot —
i e

of over 4.5% is “pulling up”
more sluggish developed
economies. “The centre

of gravity is clearly moving
to Asia.”

Emerging market investors
have endured a long period of
disappointment, says Hube.
The asset class has “been
underperforming for almost
a decade”. Yet that is a reason
for optimism, argues Donald.
“If you look at history,
you don’t have constant
underperformance. You have
periods of underperformance
followed by periods of
outperformance.” Such a shift
could now be in the works.

Not all emerging markets
are equally enticing, however.
MoneyWeek prefers economies
such as India, the Philippines
and Indonesia, where large
domestic markets provide
shelter from global trade woes.

Viewpoint

American voters admire.”

“Much has been said about whether...
‘fossil-fuel billionaire’ David Koch and his
brother Charles were ultimately
responsible for the triumph of [Donald] R e e e
Trump... The argument is that the use on
a colossal scale of the Kochs'... ‘dark
money'... fertilised the harsh soil in which 3/
Trump’s support flourishes. But the path
was cleared for him a generation ago by
another corporate celebrity... Lee
lacocca... who rescued Chrysler from...
bankruptcy. lacocca’s rants against
Japanese incursions into the US car 35
market, and the macho persona he
projected in Chrysler television ads, won
him such blue-collar popularity that he 39
was urged to become a Democrat
presidential candidate... if he had he
might have beaten George Bush Srin 33
1988 — and... the idea was born that
business braggadocio plus protectionist
rage add up to the kind of statesmanship

Martin Vander Weyer, The Spectator

36

32

2009 2010 2011
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Phantom FDI as % of total FDI
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source: International Monetary Fund
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B The seed investments that fail to sprout

Foreign direct investment (FDI)
IS supposed to stimulate
productivity and growth in
other countries by transferring
skills, technology and capital.
But a large percentage of the
world’s total FDIl isn’t doing that,
according to a study by the
International Monetary Fund
and the University of
Copenhagen. Around $15trn, or
40% of the global total, is
“phantom” investment, with
money coming in, but not
stimulating business activity.
Multinational companies are
channelling cash through
“empty corporate shells” in
other jurisdictions to minimise
their tax bill. Luxembourg and
the Netherlands account for half
the phantom FDI. In Malta,
Ireland and Switzerland less
than 50% of FDl is real.

MONEYWEEK



Shares

MoneyWeek's comprehensive guide to this week's share tips

Three to buy

Morgan Sindall
The Sunday Telegraph
This construction-services
business operates in a
sector that remains

on “shaky ground”.
The woes of Carillion,
Kier, and Interserve
have prompted

tricky questions

about thin margins
and management
practices in the
contracting
business. Yet
cashflows at

Morgan Sindall

Three to sell

are healthy and higher full-year
profit forecasts suggest that
things are heading in the right
direction. A growing order
book shows that clients
regard it as a reliable
operator. On just eight
times forecast earnings
“the stock should build

further from here”.

1,188p

Pets at Home

Shares

The UK’s leading
pet-care business
sells products

InfraStrata

The Sunday Times

This Aim-listed company has
ambitious plans to store gas in
salt caverns in County Antrim.
The “Islandmagee” project has
been beset by problems over the
last decade, with the share price
crashing from 80p in 2009 to
just 0.4p today. The venture
will cost £300m, dwarfing
InfraStrata’s current £6m
valuation and leaving it in a
weak negotiating position with
clients, investors and banks.
Management is eyeing up other
projects, but with little prospect

...and the rest

of returns for shareholders

any time soon this is one to
avoid for all but the bravest
investors. 0.4p

Asos

Investors Chronicle

Asos was one of the pioneers
of UK online fashion retail,
but repeated profit warnings
and slowing growth suggest
that its glory days are over.
Growing competition from
the likes of Boohoo and N
Brown have compressed
margins, with Asos blaming,

recent poor performance P

online and through its network
of 452 physical stores. The
£1.16bn business boasts a 23%
market share in a “resilient
niche” marked by high levels of
repeat business. Management
has responded to competition
online and from discounters

by investing in new products
and offering price cuts. Recent
gains in market share appear
sustainable, while the group’s
shares are still reasonably
priced on 16.6 times earnings
despite a recent rally. Thisis a
business to “sink your teeth”

Ted Baker

The Daily Telegraph

They say you should never try
to “catch a falling knife”. But
contrarians will always be
drawn to a good turnaround
story. Two profit warnings

and the exit of founder Ray
Kelvin have seen shares in the
fashion retailer sink from £31
18 months ago to less than £10
today. Yet this is still a business
with a powerful brand, a strong
online presence and limited
debts. With the stock on ten
times earnings there 1s value
here for patient investors. 930p.

on “the high level

% of discounting” in

the sector. Asos’
fast-fashion model
also relies on a
“oiddying” array

of new product

launches, which

t make it difficult

to predict future

\ performance. With

shares trading on

a vertiginous 41

times earnings
and no dividend

it is time to sell.

) 2,380

N

Fresnillo

Investors Chronicle

Gold’s rally to $1,500 has

been a boon for gold and silver
miners, but the rising tide has
not lifted all boats. Shares in
this Mexico-focused operator
are down a fifth so far this year.
The company has been beset by
production problems and rising
costs. With the shares on 34
times earnings there is better
value on offer with industry
peers. We suggest that you

take advantage of the current
precious metals excitement to
rejig your holdings. Sell. 740p

Investors Chronicle
Commercial property group St
Modwen Properties has been
tilting its portfolio towards
urban warehouses amid the
e-commerce boom. Yet the
stock, on a 17% discount to
forecast 2019 net asset value,
does not retlect its “balance
sheet strength” or growing
diversification (411p). Ignore
talk of electric vehicles: there
should be robust demand for
Johnson Matthey’s catalytic
converters for the foreseeable
future and it is also investing in
battery technology (2,910p).

Shares

Shares in Secure Trust Bank
are trading at rock-bottom
multiples but the business is
“better quality and lower risk”
than many of its banking peers.
Buy (1,280p). Catering hire and
laundry firm Johnson Service

is a long-term growth story
that remains little appreciated
by retail investors — “boring

1s beautiful”, so buy (165p).
Google-owner Alphabet is
investing in everything from
biotech to artificial intelligence
and self-driving technology.
With so many sources of future

erowth this is a solid long-term

buy ($1,182.25).

The Daily Telegraph
Aim-listed Oxford Metrics has
cornered the market in “motion
capture”, a technology used to
digitise human movement in
everything from football video
games and Nasa spacesuits to
Hollywood. Growth is strong
and it could become a takeover
target — buy (86p).

The Times
Construction business Balfour
Beatty is going from strength-

to-strength, but the weak
backdrop for builders makes
this a sector to avoid (222.5p).
(767p). Heat treatment and
metals specialist Bodycote is
worryingly exposed to weak

global industrial markets —
avoid (705.5p).

A German view

Germany’'s Morphosys may soon become into a commercially
successful biotechnology firm, says Wirtschaftswoche. The group
boasts over 100 drugs in research and development, one of the
broadest pipelines in the sector. Many are being produced in
partnership with others. The group hopes to launch its first drug
on the US market by the end of the year: Tafasitamab, an antibody
treatment for advanced lymphoma, a cancer of the blood; it
augurs well that America’s Food and Drug Administration has
deemed it a breakthrough. Heavy investment means Morphosys
will post a loss of €80m this year, but it can afford to thanks to a
cash pile worth €400m. “A speculative buy.”

MoNEYWEEK 13 September 2019

A Czech lender to consumers with sketchy or non-existent credit
histories is to become the first company to float in Hong Kong
since Chinese internet giant Alibaba postponed its initial public
offering (IPO) last month amid political upheaval. Prague-based
Home Credit does business in ten countries and has a large
Chinese division. It hopes to raise over $1bn. The IPO will be an
iImportant test of sentiment, notesJulie Zhu and Jennifer Hughes
on Reuters, especially as the last four months of the year are
usually the busiest for flotations in the territory. Over the past
decade, they have accounted for an average of 51% of the

funds raised every year.

moneyweek.com
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Pilots ground British Airways

® Jack Ma (pictured), the
founder of Alibaba, is about to
make history. He is the first
major Chinese tech tycoon to
step down as chairman of the
firm he founded, says Louise
Lucas in the Financial Times.
But investorsin the $462bn
firm appear “unfazed” : the
shares have gained 10% in the
year since he announced his
departure. No wonder.
Alibaba “is woven into the
fabric of daily life for
hundreds of millions of
Chinese as a means of buying
and selling goods, making
payments and as a source of
entertainment”. Yet Ma's
“lofty” target of serving two
billion customers around the
world by 2036 appears
“increasingly heroic in
today’s climate”.

® Office space provider
WeWork has gone from
being “one of America’s
most valuable unicorn start-
ups to a punchline”, says
Bloomberg. It lost $690m in
the first half of 2019 and is
now being urged by
Japanese conglomerate
SoftBank, its largest investor
with a 29% stake, to shelve
plans for an initial public
offering (IPO). The news
comes after WeWork, touted
by Goldman Sachs as a
$65bn business earlier this
vear, looked set to slash its
IPO price to a third of
Goldman’s estimate.

This doesn’t just reflect
badly on WeWork, but
also on Masayoshi Son,
SoftBank’s head, says Hasan
Chowdhury in The Daily
Telegraph. His fans claim that
Son is “an investment genius
with the Midas touch” who
has “conjured up a $21bn
fortune through a series of
shrewdly-timed bets on
some of the world’s top
technology companies”.
However, this latest setback
will bolster those who claim
that he is “impulsive and
erratic, with a chequered
history of taking wild bets on
young companies, including
some that have gone
spectacularly wrong”.

moneyweek.com

The strike 1s the latest mishap in a series of PR disasters for Britain's flag
carrier. Where does 1t go from here? Matthew Partridge reports

British Airways’ pilots this week embarked on
the “first walkout by flight crew in the carrier’s
history”, says Graeme Paton in The Sunday
Times. The strikes came after its 4,300 pilots
rejected a pay offer that the airline claims
“would cost it £50m over three years, on top of
the 11.5% pay deal already offered”. The union
insists that a settlement will cost British Airways
(BA) less than the £100m sales the airline stands
to lose in the strike.

This is “a textbook example of industrial-
relations hubris”, says Simon Calder in The
Independent. A union “representing a relatively
well-paid group of workers” agrees to an
above-inflation deal, “then backtracks and
demands more”. At the same time, you have a
“highly profitable employer” deciding to ground
“virtually all” its flights rather than concede “a

few million pounds a year extra on its wage bill”.

This dispute “between well-heeled foes who
really should have the same direction of travel”
does neither side any credit.

Who's to blame?

It’s unfair to blame the pilots, says Michael
Skapinker in the Financial Times. While their
salaries may make them “easy targets”, they
“are not natural troublemakers” and have a
reputation for being “thoroughly professional”.
BA also forgets that the pilots helped the airline
out in 2009 by voting to accept a pay cut, and
that their salaries tend to go towards repaying
the “onerous” loans associated with their
training. At a time when “the business world
faces demands to look after all its stakeholders
rather than just shareholders”, BA would have
done well to “at least show an openness” to
discussing the idea of profit sharing.

Whatever the rights and wrongs of the action,
the company should win in the end, says City
AM. The strike, and the subsequent damage to
both BA’s share price and its “battered brand”,
is likely to prove a “necessary blip on the radar
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o Can BA maintain a ltitude?

e

in the long-haul” if it helps keep a lid on pilots’
pay. Indeed, every little helps “when you're
competing with the like of Emirates on long-haul
and Ryanair and EasyJet on short-haul routes”. In
any case, BA has several tangible advantages that
are “more permanent than a few PR disasters”,
such as 55% of slots at Heathrow airport, still the
“airport of choice” for “high-value travellers”.
I’m not so sure, says Chris Bryant on
Bloomberg. The pilots may be hoping “that the
airline will blink first to spare further damage
to its image” and they could be vindicated. They
are “still indispensable if you want to take off or
land a plane” and “can take advantage of BA’s
public image being tainted recently by various
[T and... data snafus”. While the strike might
not be a big problem if BA remains in the black,
things could rapidly get worse if Britain enters
a recession and the pound gets even weaker.
Parent company IAG is trading at just four
times earnings, perhaps indicating that a profit
collapse 1s “on the horizon”.

Marks & Spencer was
a founding member of
the FTSE 100 in 1984.
Last week, it was
formally ejected
I«  fromtheindex,
N ‘ notes Louis
' Ashworth in The
= Daily Telegraph.
- Its market
capitalisation had
shrunk to a mere
£3.6bn; two
decades ago it
was worth
around £18bn.
Marks &
Spencer (M&S)
iIsn'tthe only
retailer to
struggle
In recent

years, says The Guardian.
Competition from online and
discount retailers has made
trading conditions “extremely
tough”, with BHS going under
and Debenhams “fighting

for survival”.

However, there is “no doubt”
that there has been a series of
“clumsy missteps and about-
turns” at M&S. It seems “no
closerto cracking” the “all-
important area of women’s
clothing”. Indeed, the clothing
side of the business as a whole
still “strugglesto presenta
coherent sense of purpose”.
The website, meanwhile, is
“notably lacking in style”. Many
believe that instead of tinkering
around the edges, the group
needs to take “radical action”,

Marks & Spencer ejected from FTSE 100

13 September 2019

such as splitting its general
merchandise division from
food, “where its strategic plans
seem clearer”, says Jonathan
Eley in the Financial Times. But
M&S has argued that breaking
up the two divisions would be
“fiendishly complicated” given
the amount of shared space,
and wouldn't make sense from a
valuation perspective since they
are both “lowly rated and out of
favour with investors”. Instead,
itis concentrating on running
the clothing business more
efficiently, the joint venture with
Ocado and improving returns in
the international and financial
services divisions. These steps,
It hopes, will lead to a
“significant and durable
Increase in profitability”.

MONEYWEEK
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Johnson seeks compromise in Brussels

With Parliament now suspended, the prime minister's main task is to get a deal. Emily Hohler reports

Parliament packed up for a five-week recess
on Monday night and is due to return on 14
October, just 17 days before the 31 October
Brexit “cliff edge”, says James Blitz in the
Financial Times. Opposition MPs are
“furious” that Boris Johnson has shut down
Parliament at such a crucial juncture (there
will be a “titanic showdown” to determine
the legality of the move at the Supreme
Court next week, reports the Daily Mail),
but as it stands, this period will be “frantic”.
Johnson will go to the European Council
on 17 October and try to secure a deal. If
he fails, a majority of MPs will insist on
securing an extension till 31 January
as dictated by the “Rebel Alliance’s anti
no-deal law of last week”.

How might events play out? Downing
Street says that the prime minister’s
new “priority” is to avoid a no-deal
Brexit and there is growing talk that a
“Northern Ireland only” backstop
(an idea floated by the European
Commission in 2017) might provide a
solution to the key sticking point of the
Irish border question, particularly now
that the PM has lost his working majority
and the Democratic Unionist Party (DUP)
are no longer “decisive players”, says Blitz.

A bridge over troubled waters

The idea of an all-Ireland zone for livestock
and agricultural goods, which make up the
majority of trade across the Irish border,
was discussed with the DUP at Downing
Street on Tuesday, says Gordon Rayner

in The Daily Telegraph. Nevertheless, the
scheme would apply only to health and
regulatory checks, rather than tariffs, and
would therefore create a border in the Irish
Sea between Northern Ireland and Britain.
Johnson believes the tariff problem can

be solved by “alternative arrangements”
including trusted trader schemes and pre-

h

= % ' More talks about the backstop: the PM with Irish PM Leo Varadkar

authorisation of goods. He also offered a
“Stormont lock” so that Northern Ireland
could veto any future changes to the
arrangement, and has reportedly requested
“detailed feasibility studies” regarding a
bridge between Scotland and Northern
Ireland. But even if Johnson does manage
to strike a new deal, it would still need to
pass in Parliament, as would the ensuing
(“contentious”) legislation, says Catherine
Haddon in The Guardian. This is a “near-
impossible challenge” given the disruption
in the Commons. It is, agrees Hugo

Dixon in The Independent. Last Monday,
Johnson had a majority of one. Since

then he has lost an MP to the Lib Dems,
expelled 21 others and seen his brother, Jo,
and cabinet minister, Amber Rudd, quit.

Three options for Johnson

So what happens if he can’t push through
a deal? Three options remain, says Blitz.
The first is that he secures an Article 50
extension, paving the way for a general

election. This is “the most likely option”.

It would force Johnson to “eat his words”
about leaving the EU on 31 October

“do or die”, but he can blame others for
obstruction. The second is that the UK
“drifts” into a no-deal exit on 31 October,
Johnson having managed to “sidestep”
Parliament’s anti no-deal law, possibly
with a challenge in the UK Supreme Court.
However, the anti no-deal majority is likely
to do whatever it takes, including toppling
the government, to avoid this. The third is
a second referendum. This is an option that
“no one in the Conservative Party dares
talk about”, says the Evening Standard,
but it is advantageous for Johnson: “he and
his team have won a referendum before”;
the pro-European forces aren’t united; and
it doesn’t have to be held for at least six
months. “Everyone agrees that the public
needs time to hear the arguments again.”

It also gives Johnson more time in No. 10
and provides an “excuse” for putting up
with another Brexit extension.

7w
.

the sum involved, it’s vital to ask
whether the government has
“got its priorities right”.
Ifitreally does want to
rebalance the economy, it
should ditch HS2 and invest the
money instead in Northern
Powerhouse Rail, a proposed
network for boosting the
north’s economic potential.

We shouldn’t forget the real
purpose of HS2, which is to
“increase the capacity of a

Should HS2 rail be scrapped?

The future of the HS2 high-
speed rail line is “hanging by a
thread” after the transport
secretary, Grant Shapps,
announced a delay of up to five
years for completion of phase
one accompanied by a “massive
increase” in the estimated cost,
from £56bn to £88bn, says Larry
Elliott in The Guardian. For the
“beleaguered construction
sector”, scrapping such a huge
project would be a “severe

Cancelling HS2, into which £7bn
has already been sunk, would
“undoubtedly be a vote-winner
in constituencies where the
bulldozers are poised” and in
regions which will see no direct
benefit, but most of the people
in the 2040s and beyond who
will need more trains are “not
yet on the electoral register”.

In the meantime, IVIPs
including Andrea Leadsom have
calling for enabling works on

©5Shutterstock

theline to be stopped
immediately, says Edward
Malnick in The Daily Telegraph.
As the Woodland Trust points
out, if “swathes of ancient
woodland” are destroyed and
HS2 is then scrapped, “we will
have lost arare, irreplaceable
habitat for nothing”.

19th-century railway”, not
shave 20 minutes off the
London to Birmingham trip,
says Simon Calderin The
Independent. Each intercity
train transferred from existing
lines to HS2 will reportedly
release capacity for 11 new fast
commuter or freight trains.

blow"”. Some of Britain’s biggest
contractors are already trying to
avert such an outcome, warning
that cancelling HS2 would drive
up the cost of future projects
because firms would “price in
the political risk”, reports the
FT. However, thisis “not really
the point”, says Elliott. Given

But what do voters
of the future say?

.?'

©Getty Images
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Betting on
politics

It almost seems as if
there have been more
Brexit-related twists and
turns in the last month
than there have beenin
the entire period since
the June 2016
referendum. Nothing
illustrates this better
than the perceived
chance of a no-deal
Brexit. Just a few weeks
ago, many people
believed that it was
extremely likely. Now,
thanks to the passage of
the Benn bill through
Parliament, instructing
the government to ask
for an extension to
Article 50 unless a deal
acceptable to Parliament
can be passed through
the House of Commons,
it looks very unlikely.
These shifting
perceptions have been
reflected in Betfair's
market on a no-deal
scenario. At one point
the implied chances of a
no-deal Brexit were
nearly 50%. They then
plunged to a low of
around 15%. With a total

of £1.65m now matched

on the outcome, punters
clearly think that the UK
leaving the EU without a
deal is very unlikely, but
still not impossible, and
you can get5.3(18.9%)
on a no-deal Brexit and
1.23 (81.3%) against.
Nigel Farage (pictured)
no doubt has otherideas.

The lesson of the last
three and a half years is
that you can never, ever,
rule anything out, but |
think that the chances of
a no-deal Brexit this year
are less than 5%. So I'd
advise you to take
Betfair's 1.23 against the
possibility of no-deal
Brexitin 2019. As the
rules of the bet make
clear, this bet pays off if
Britain fails to leave the
EU before the end of the
year or if a Withdrawal
Agreementis agreed
(and ratified) before
_Britain leaves.

moneyweek.com

\loters give Putin a shock blow

Protest votes send the Kremlin @ message 1t can't ignore. Matthew Partridge reports

Russian voters have
dealt a “heavy blow” to
President Putin’s ruling
United Russia party

and its allies, which lost
a third of its seats in
elections to Moscow’s
parliament, says Tom
Parfitt in The Times.
The authorities banned
many activists, including
leading Putin critic Alexe1
Navalny, from running,
but opposition leaders
urged their supporters

to follow Navalny’s
“Intelligent voting”

plan, which involved
backing whichever
candidate had the best chance of beating the United
Russia representative, no matter which party they
were from. This strategy “appears to have borne
fruit”. Opposition candidates took 20 seats in the
45-member legislative chamber, “dealing United
Russia its biggest setback in the capital”.

The oddballs have it

Putin’s allies may have suffered “significant losses™
in Moscow, says Ivan Nechepurenko in The New
York Times, but they retained overall control. Even
the candidates that Navalny endorsed were “pro-
Kremlin, to some extent”, and Putin’s supporters
did much better outside the Russian capital as

they “mostly held their own in other local polls
across the country”. Indeed, the Kremlin was “still
able to demonstrate its full control of the political
situation”, by winning all 16 of the governors’ races,
including a landslide victory in St. Petersburg for a
Putin ally known as a “gaffe machine”.

But it doesn’t matter that the opposition failed to
take control of the Moscow council — “who got the
seats is less important than the success of Navalny’s
ploy”, says Leonid Bershidsky on Bloomberg. By
getting Muscovites to vote for a series of “oddballs”

@5hutterstock
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- Navalny’s ploy seems to have worked

over the Kremlin-

- endorsed picks, even in

the face of systematic
intimidation, Navalny
has demonstrated that
“his power in the city
is comparable to that
of United Russia, even
though he’s locked
out of participating in
elections”. Indeed, 1t
looks like the people in
the city that sealed the
Soviet Union’s fate in
1991 are tiring of
Putin’s methods.

Apathetic no more
The Russian autocrat
has till now been able to rely on the “collective
feeling of hopelessness that paralyses any sustained
effort to overturn the status quo”, says Leonid
Ragozin in Politico. But this barrier to change has
been “smashed” by the “two-month marathon of
protests” that has taken place this summer. The
“optimism and confidence” of those taking part,
in the face of state violence and intimidation, has
infected an increasingly large swathe of the voting
population —and “empowered a new group of
liberal opposition leaders”.

It’s not just demands for political change that
are encouraging people to reject Putin — the failing
Russian economy is also playing a big role, says
James Rodgers for NBC News. A decade ago, many
Russians, “wearied by the chaos that had followed
the collapse of Communism”, were content to
accept Putin’s autocracy in return for “stability
and steadier pay”. Now that living standards are
in decline, however, that bargain is falling apart.
Indeed, Russians throughout Russia are angry at
pension reforms that raise the retirement age. “The
wave of protest that rose in Russia this summer may
now break without making much of an impact.
But change of some sort will have to come soon.”

The Iegacy of Robert Mugabe

B:q Man polttua marches on |

©Getty Images

The death of Robert Mugabe,
Zimbabwe's former leader, has
led to a “great outpouring of
ambivalence” as Zimbabweans
struggle to “make sense of the
legacy of a man who fashioned
their state and then did his best
to destroy it”, say Peta
Thornycroft and Adrian
Blomfield in The Daily
Telegraph. His supporters focus

“the early promise of the
iIndependent state that he forged
from the ruins of Rhodesia”;
others remember the later years,
“marked by hyperinflation,
corruption and repression”.
Sadly, many Zimbabweans are
“too exhausted” by the ongoing
economic crisis, largely caused
by Mugabe’s “disastrous”
polices, “to form a coherent
opinion about the president who
led them for 37 years”.

Mugabe’s legacy will
continue to be contested, says
Petinah Gappah in The
Guardian. But what matters
most is what Zimbabwe’s new
president will do. Emmerson
Mnangagwa must “bury those
aspects of the Mugabe
presidency that polarised

Zimbabweans, and those
policies and attitudes that
pauperised this once
prosperous nation”. Zimbabwe
needs constitutional reforms to
ensure free and fair elections
and an end to the laws that
restrict political expression and
freedom of the press.
Don’tcounton it, says
Panashe Chigumadzi in The New
York Times. Mnangagwa gave
the impression he was
fashioning “a new liberal order
keen to normalise relations with
the West"”, but his disputes over
last year’s elections and
repression of protests over
living standards show that
nothing much has changed. A
broader movement to challenge
“Big Man politics” is needed.
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Apple shifts towards services: Apple unveiled Wages soar but jobs growth stalls: Pay growth,

its latest range of hardware this week, including ~ including bonuses, rose to 4% in the second

a new iPhone 11 and the latest version of the quarter compared with the same period last year, i

Apple Watch. While prices have been held according to the Office for National Statistics.

steady, and in some cases reduced, what struck It was the fastest rate of wage growth recorded

many observers was the lack of new features: since June 2008, just before the financial crisis. The lﬂ'bﬂ” ¥ ”“”Lf’f is still in fine ff’ fﬂff‘ b=
there was no 5G-capable phone, for example, However, workers’ pay still lags pre-crisis levels

and other technological improvements were once adjusted for inflation, says Richard Partington in The Guardian. Average pay a
modest. As demand for new gadgets slows, with ~ week is now £502, compared with a peak of £525 in February 2008. Wage growth,
customers already owning an iPhone reluctant excluding bonuses, in the three months to July actually edged lower from 3.9% to

to upgrade, Apple is turning its attention to 3.8%. Meanwhile, employment growth lost some momentum in the same period
making money from services such as music, as employers held off hiring amid uncertainty over Brexit and unease in the global
games and streaming television programmes economy. Employment grew by just 31,000. As a result, annual employment growth
and films. Apple Music already outsells Spotify has slowed from 1.3% in June to 1.1% in July. Nevertheless, “the labour market

in the US, notes the Financial Times. And this remains in fine fettle”, says Ruth Gregory of Capital Economics. It will “provide
week saw the launch of its new Apple TV+ to solid support to the consumer sector over the next few years”.

take on Netflix and Amazon Prime TV. The

service, which Apple says will be available
in 100 countries, costs just $4.99 a month in
the US, compared with Netflix’s $12.99 fee.
“I don’t think anybody was expecting such
an aggressive price point,” industry analyst
Carolina Milanesi told the Financial Times.

Washington DC

Bolton sacking sparks
oil-price fall: Donald
Trump’s surprise
sacking of John
Bolton (pictured),
his ultra-hawkish
national security
adviser, had an
immediate effect
on the oil price. US
crude futures oil fell by over 2% after the
president tweeted his decision, says CNN.
Bolton had taken a hard line against Iran. He
pushed for military strikes and was in favour
of regime change, while US sanctions had
reduced Iranian oil production by around
two million barrels a day. Bolton’s removal
raises hopes that the US could relax sanctions
and possibly even reopen talks over Iran’s
nuclear programme. Earlier this year tensions
between the two countries escalated, with Iran
threatening to disrupt shipping in the Strait
of Hormuz, through which around a fifth of
the world’s oil supply passes every day. Bolton
is the third national security adviser to be
dumped by Trump. He insists he was not fired,
however. He says he had resigned the night
before Trump’s tweet, but that the president
refused to accept his move, saying “Let’s talk
about it tomorrow”. (See also page S.)

The way we live now: Downton Abbey has become an industr

The Earl of Grantham and his family like a Crawley” in the fashion of the
make their debut on the big screen Countess of Grantham, who is
today. But Downton Abbeyis more American. The specially redecorated
. than just a film, says Chris Hastings in suite costs £1,000 a night. Highclere
'ﬁ& -f,,,_,_n r The Mail on Sunday. “It'sthe heartofa  Castle, the Earl of Carnarvon’s stately
1L,ﬂ,.- \ multi-million-pound merchandising Hampshire home and the set for
'e . industry”. Companies use “a little Downton Abbey, offers period-themed
}"‘// 5 aristocratic gloss to help sell their “costumes, cocktail and castle” tours
products”. For example, exclusive for £115. The earl and countess will
Mayfair jeweller Bentley & Skinner judge the best 1920s outfit. And who
supplied three diamond tiaras for the needs Earl Grey when you can drink
making of the film. One tiara featured “Lord & Lady Grantham’s Tea”, on sale
In the television series contained 45 for£10 a tin from America’s The

carats; it sold for £145,000. Across the Republic of Tea? There is even a range
pond, guests at the “swanky” Fairmont of officially licensed spirits from
Copley Plaza hotel in Boston can “live Yorkshire distillery Harrogate Tipple.

Ahfﬂe m:am cratic gloss booaﬁ sales 5558

©@Getty Images; Universal Pictures

MoNEYWEEK 13 September 2019 moneyweek.com



News

Brussels

Vestager’s second term: Big Tech has been “looking forward to getting rid of
Margrethe Vestager”, says David Meyer in Fortune. The EU’s antitrust official
made a name for herself by slapping record fines on US tech giants, including
a total of $9.4bn worth of levies on Google and ordering Apple to pay $15bn in
back taxes. “Well, tough luck.” Last Tuesday, the European Commission’s
incoming president, Ursula von der Leyen, unveiled her new team of 27.

And Vestager is not only “staying put” —a first for an EU competition
commissioner — but has also being given “overarching responsibility for
European digital policy”. This dual role, as “champion for the European digital
sector” and competition chief, may confirm the impression in America that
the EU has it in for the US tech titans; President Trump last year reacted to the
Google fine by telling von der Leyen’s predecessor, Jean-Claude Junker:
“Your tax lady, she really hates the US". Vestager doesn’t spend “all her time”
scrutinising Americans, however. In February, she resisted pressure from
Germany and France and blocked the Siemens-Alstom merger.

Beijing

China opensits doors: A quota
system limiting foreign institutional
investment in Chinese equities and
debt has been scrapped. Until last
Tuesday, approved fund managers
could only buy stocks and bonds up
to a total of $300bn under the terms
of China’s dollar-dominated qualified
foreign institutional investor (QFFI)
scheme launched in 2002. The ceiling
on the parallel renminbi-dominated
(RQFFI) scheme from 2011 has also
been removed, the State Administration
of Foreign Exchange (Safe) regulator
said. In the past few years, Beijing has
burned through more than $1trn of
foreign exchange reserves propping
up the yuan, which has come under
downward pressure as growth

has slowed and the trade war has
intensified. The removal of the quota
seems designed to top up its foreign
cash holdings and attract money to
bolster growth (last week’s reduction
in Chinese banks’ reserve requirement

ratios should also bolster GDP). How
effective the move will be remains to be

l‘ " seen. Quotas had already been raised

S e— for the twin schemes over the years, and
’ as of the end of August, just $111bn of
the $300bn quota had been used.

LON.ST.EXCH

Ankara P/ Hong Kong
Former economy minister to challenge Erdogan: Hong Kong bids for the LSE: Hong Kong Exchanges and
Ali Babacan (pictured), Turkey’s former economy Clearing (HKEX) has made an “audacious” £32bn offer
minister and deputy prime minister, has said to buy the London Stock Exchange Group (LSEG), says
he will form a new party before the end of Harriet Russell in The Daily Telegraph. The deal would
the year. It will pose a direct challenge to thwart LSEG’s own £22bn bid to buy financial-data
President Tayyip Erdogan, whose Justice and provider Refinitiv. LSEG said it would “consider” and
Development (AK) Party suffered a stinging respond to the “unsolicited, preliminary and highly
defeat in Istanbul’s mayoral election in June. conditional” bid from HKEX, but would press on with

i

Babacan had been a founding member of the AK its plans to buy Refinitiv regardless. “The HKEX offer

Party before resigning in July over “deep differences”. [1s likely to] face... hurdles including regulatory scrutiny, political
“Monetary policy, fiscal policy and macroprudential measures pressure and competition concerns,” says Russell. Given the
must be harmonious and predictable,” Babacan told Turkish crackdown in Hong Kong on pro-democracy protests, any deal
newspaper Karar. “Structural reforms must be revived.” of this nature would make the British government “uneasy”, said
Sateguarding “pluralistic democracy and the rule of law” one analyst. HKEX boss Charles Li said the deal would “redefine
are crucial too. Babacan oversaw Turkey’s strong rate of growth global capital markets for decades to come”. It would also be by
during the last decade and the early 2010s. Since then, the tar HKEX’s biggest (it bought the London Metal Exchange for
AK Party has become increasingly authoritarian and statist. £1.4bn in 2012). HKEX has offered £20.45 in cash per share and
While Babacan is unlikely to attract enough support to become 2.49S in newly issued HKEX shares, says the Financial Times.
president, he could hive off enough votes to end Erdogan’s That implies a 23% premium to LSEG’s pre-bid share price.
near two-decade-long grip on power, according to the HKEX said it would apply for a secondary listing of its shares in
Financial Times. London to demonstrate its “commitment to the UK.
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The end of the reign of King Dollar

America’s currency has dominated global trade since World War II. But the world has changed and its
claim on the throne 1s under threat. Simon Wilson reports

What is a reserve currency?

It’s a currency that central banks (or other
government monetary authorities) around
the world choose to hold in significant
quantities as part of their reserves of foreign
exchange. Currently, and since the middle
of the 20th century, the dominant reserve
currency is the US dollar, accounting for
around 61.7% of foreign currency reserves
(according to the IMF’s figures for 2018).
The euro 1s the next most popular reserve
currency with around 20.7%, followed

by the Japanese yen on 5.2%, sterling on
4.4%, and the Chinese renminbi on 1.9%.
The primacy of the US dollar reflects the
overwhelming decades-long dominance of
the US economy, the centrality of the US to
olobal networks of trade, and the belief that
US government debt is an exceptionally safe
asset. A third of countries peg their own
currency to the US dollar, and around half
of world trade is denominated in dollars.

Is this situation likely to be permanent?
Nothing lasts for ever. The Greek drachma,
first coined in the fifth century BC, the
Roman denarius, and the Byzantine

solidus — all functioned as “international”
hard currencies. The same goes for

the Arab dinar in the middle ages, the
Venetian ducato and Florentine florin in
the Renaissance era, and the French franc
and Dutch guilder in the 17th century.

In the 18th century the guilder became

the dominant currency thanks to the
Netherlands’ dominance of world trade.
But in its modern sense, the idea of a global
reserve currency dates from the mid-19th
century, with the development of central
banks and rapid integration of the global
economy. In the 1860s, Britain was the
world’s biggest exporter and source of
foreign investment, and the centre of global
finance, and sterling, backed by gold,

was the global reserve currency.

It was superseded by the US dollar in the
20th century —a fact formalised under

the Bretton Woods
system in the wake

“A passing acquaintance with
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despite America’s shrinking share of the
global economy reflects “the extraordinary
liquidity of the Treasury market” and the
US central bank’s success since the 1980s at
keeping inflation under control.

Is this a big advantage for the US?
Overall, having the global reserve currency
is definitely an advantage. America
accounts for a hefty but declining share

of world trade. Yet its status as issuer of

the global reserve currency amplifies its
power — it allows it to freeze geopolitical
rival Iran out of global financial markets,
for example. The dollar’s status also means
that the US has much lower borrowing costs
that it otherwise would (a position famously
dubbed America’s “exorbitant privilege” in
the 1960s by France’s then finance-minister
Valéry Giscard d’Estaing).

Is the dollar’s dominance about to end?
Some commentators think so. A
combination of long-term trends and
short-term politics
makes it seem more

of World War II. The monetary hzstoyy suggests this likely now than it

dollar remains king,
though the link with
gold ended in 1971.

How did the financial crisis affect things?
Paradoxically, a global financial crisis that
had its seeds in the US actually strengthened
the dominance of the dollar. So strong is

the belief in US Treasuries as the world’s
safest asset that investors sought the dollar
as a haven from the maelstrom in world
financial markets. “The custodian of the
primary reserve currency was rewarded by
foreign money for grotesquely mismanaging
its own financial system,” as John Plender
puts it in the Financial Times. The dollar’s
survival as the primary reserve currency

MoNEYWEEK 13 September 2019

centre won’t hold”

has for some time.
Although the dollar
remains entrenched for now, the political
dominance of the US, and its share of the
global economy, are waning. The world is
becoming more multi-polar, and the logic
of that process — however long run and
gradual it proves to be —is that the dollar’s
days as the undisputed global reserve
currency are numbered. One factor likely
to speed that process up is the growing
disconnect between the needs of the US and
the developing world in terms of monetary
policy and a growing fear that under its
current president, Donald Trump, the US is
undermining hard-won trust accumulated
over more than a century.

| | :"" I ’ |"__ - '_' .
Talking about a revolution in finance: Mark Carney
(right) with Federal Reserve chief Jerome Powell

How is the US undermining trust?

Trump’s attempts to bully the Federal
Reserve into cutting interest rates, his tax
cuts for the rich and corporations — which
have seen the budget deficit expand to a
level unprecedented in peacetime —and his
trade war against China and threats made
against allies have all spooked governments
and financial markets, says [an King in

The Times. His actions are “undermining,
the liberal, rules-based order, which was
built by America and has driven the world’s
post-war prosperity”. If Trump continues to
abuse the dollar’s reserve status, and if the
international rules-based order fragments,
we are likely to see the rise of other reserve
currencies, such as the euro or the renminbi.

Are there other options?

Last month Bank of England chief Mark
Carney floated the idea of using electronic
money as a de-facto reserve. This would
act as a “synthetic hegemonic currency”
that would be made up of a “network of
central-bank digital currencies” —and could
“dampen the domineering influence of the
US dollar on global trade”. In other words,
there would be no need for countries to
hoard dollars to guard against potential
capital flight (an insurance policy that leads
to excess savings and lower global growth)
and US shocks would no longer reverberate
around the world. “The deficiencies of the
international monetary and financial system
have become increasingly potent,” warns
Carney. “Even a passing acquaintance with
monetary history suggests that this centre
won’t hold.” A passing acquaintance with
monetary history also suggests, of course,
that the key beneficiary of a turbulent
transition to a new global currency regime
will be gold. Accepted as a sate haven and
store of value for thousands of years, it is in
etfect the world’s oldest reserve currency.

moneyweek.com
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Investing in Witan through an ISA,
SIPP or general savings account
could be a wise move. Were not
imited by the performance of one
manager. Insteadq, we draw on the
wisdom of up to 12 experts with an
aim to provide long-term capital
growth and Incredse your income
ahead of Inflation,

Experience collective wisdom

witan.com iInvestment trust

Witan Investment Trust plc is an equity investment.
Past performance is not a guide to future
performance. Your capital is at risk.



Investment strategy

Follow the dividend yield

No valuation measure can help you
to time the market. But for long-term
investors, that shouldn't matter

John Stepek
Executive editor

With more than $16trn-worth of bonds sporting,
negative yields and the US stockmarket trading
at valuations not seen except at the peak of the
tech bubble, it’s easy to assume that “everything
is expensive”. And yet, that’s not strictly true.
The gap between US stocks and the rest of
the world is striking. American equities have
massively outperformed both their developed
world peers and emerging markets during the
post-2009 equity rally. As a result, as Michael
Mackenzie points out in the Financial Times, “a
comparison of US and global equities through
their dividend yields and price-to-earnings ratios
bolsters the case for a reversal over the coming,
years that favours emerging markets and other
developed world equities”.

The first question most of us will ask in
response to that, of course,
is: when will the turnaround

one can time the market, but we
can get a decent idea of what our

“Investors like to buy
happen? Yet that’s a mistake. No 1¢hat’s popula;; rather

than what is hated”

"Regular  Unleaded

Shell is just one high-yielding FTSE 100 stock

So where are dividend yields unusually high
right now? Look no further than the UK, where
the dividend yield on the FTSE 100 is standing
at around 4.1%, which is well above the 30-year
average of 3.5%. Obviously, there’s no guarantee
that just because it’s cheap the
UK market is likely to turn
around soon — as Buttonwood
notes, “the signal from yield
1s too weak to be relied upon

long-term returns might be. As The Economist’s
Buttonwood column points out, “Discount
Rates”, a 2011 paper by John Cochrane of
Chicago Booth School of Business noted that
income yields (whether on bonds or on equities)
are a good guide to future returns. “High prices,
relative to dividends, have reliably preceded
many years of poor returns. Low prices have
preceded high returns.” That’s because asset
prices are driven more by risk appetite than by
investors’ earnings expectations. In other words,
investors don’t buy expensive stocks because
they think their earnings will rocket — they buy
because they feel more comfortable investing in
popular stocks than in hated ones.

| wish | knew what an IPO was, but I'm

to catch turning points profitably”. But in the
meantime, you're getting paid to wait.

The Temple Bar Investment Trust (LSE:
TMPL) has increased its dividend every year for
the last 35 years. It now offers a yield of around
4.2% and trades on a discount to net asset value
(NAV — the value of the underlying portfolio) of
5%. The top holding is currently pharma giant
GlaxoSmithKline, with o1l majors BP and Shell
also ranking highly. Another option is Shires
Income (LSE: SHRS), with a yield of 5.1% and a
discount of 1%. Alternatively you could go for
a simple passive fund that tracks the underlying

market, such as the HSBC FTSE All Share Index

fund, which charges less than 0.1% a year.

too embarrassed to ask

An initial public offering (IPO)
represents the firsttime that a
company sells shares in itselfto
institutional investors (such as
pension funds) and often also to
individuals (retail investors).
This process is also known as
“floating” or “going public”.
Companies go public for a
wide range of reasons. They
may want to raise funds for
expansion, and choose to do so
by selling part of the company
rather than borrowing the
money. Alternatively, the
current owners — perhaps the
original founders, or a private-
equity fund - may wish to “exit”
(ie, cash in on their investment).
An IPO is underwritten by
one or more investment banks,
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which typically earn large fees
from the process. A prospectus
with details of the company
and the offering is issued to
potential buyers. The IPO price
Is typically based on expected
demand from investors. If
demand outstrips the number
of shares on offers (the IPO is
“oversubscribed”), then the
underwriter will have to decide
how to allocate the shares.
Ifthere aren’t enough buyers,
then the underwriter agrees to
purchase the surplus (hence the
term “underwriter”).

A newly listed company’s
share price will often enjoy a
“bump” on the first day of
trading. However, unless you
are allocated shares before the

company starts trading —
which is unlikely with a “hot”
stock—then you are unlikely
to benefit from this initial
jump in price.

Many studies suggest that
IPOs underperform over the
long run. But some are more
attractive to private investors
than others. Privatisations,
for example, can represent
good opportunities, because
the seller is the government,
and the last thing the
government wants is for
potential voters to buy into
the much-hyped sale of a
public utility, only to find that
their investment collapses
within a few months of the
IPO. That said, while Royal
Mail's shares near-doubled
with a few months of their
2013 IPO, they have since
struggled badly.

David
Rosenberg,
chief
economist,
Gluskin
Sheff

Jerome Powell,
chairman of the
Federal Reserve, cheered
markets last week by telling
them: “We're not forecasting
or expecting a recession”.
But that's no surprise, says
David Rosenberg of Gluskin
Sheff - “Not once in the past
five decades has the Fed ever
predicted a recession — not
even in the month before it
happened”. As Rosenberg
points out, Powell’s
predecessors Ben Bernanke
and Alan Greenspan
(pictured below) each made
similar claims ahead of the
financial crisis in 2008 and
the tech bubble bursting in
2001 respectively.

Atthe end of the day, the
US central bank is hardly
going to come out with a
negative statement about
the economy if it can avoid
it. “These guys (and the
gals) are the resident
cheerleaders,” after all.

On top of that, Powell is
planning to cut interest rates
further to stave off any
collapse, reckons Rosenberg,
who expects rates to fall
back towards 0% and for
quantitative easing (or
something similar) to restart.
“I still say we're retesting

the zero bound before the
cycle ends, with even

more rounds of
unconventional measures.”

It’s not justthe US that is
overly complacent about
recession. An apparently
solid Canadian jobs-market
report belied the fact that
“the engine is actually
spluttering”, with key sectors,
such as retail employment,
looking weak. The Canadian
dollar, which surged on the
initial report, is likely to lose
ground when the Canadian
central bank is “compelled to
follow the Fed and the other
31 central banks who have cut
rates so far this year”.

moneyweek.com
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FIDELITY ASIAN VALUES PLC

Asia is the world's fastest-growing economic region, offering
investors a potentially unparalleled long-term opportunity.

But with more than 17,000 listed companies, the challenge is knowing
in which direction to head. To find the companies which could turn
into tomorrow'’s front runners requires an extensive intelligence
network of local analysts across Asia. Coupling that with an approach
that seeks mispriced, quality businesses run by trusted people, Fidelity
Asian Values PLC is an investment trust that is going places.

PAST PERFORMANCE

Jul 14 - Jul 15 - Jul 16 - Jul 17 - Jul 18 -

Jul 15 Jul 16 Jul 17 Jul 18 Jul 19
Net Asset Value 4.0% 53.8% 19.3% 2.2% 8.2%
Share Price 6.2% 33.3% 24.9% 8.2% 12.3%

MSCI AC Asia

0.3% 15.8% 28.2% 5.7% 3.9%
Ex Japan Index

Past performance is not a reliable indicator of future returns.

Source: Morningstar as at 31.07.2019, bid-bid, net income reinvested.

©2019 Morningstar Inc. All rights reserved. The MSCI AC Asia Ex Japan Index
is a comparative index of the investment trust.

Past performance is not a reliable indicator of future returns.

The value of investments can go down as well as up and you may
not get back the amount you invested. Overseas investments are
subject to currency fluctuations. Investments in emerging markets can
be more volatile than other more developed markets. The shares

in the investment trust are listed on the London Stock Exchange and
their price is affected by supply and demand.

The investment trust can gain additional exposure to the market,
known as gearing, potentially increasing volatility. The trust invests
more heavily than others in smaller companies, which can carry

a higher risk because their share prices may be more volatile than
those of larger companies.

To find out more, go to fidelity.co.uk/asianvalues
or speak to your adviser.
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City view

Buy into the next Amazon

Some big names in tech have floundered since listing. That may be a buying opportunity

>

Matthew Lynn

They are meant to be the most exciting
companies in the world, disrupting

whole industries, launching exciting new
technologies, and minting fortunes for
their founders and investors in the process.
Yet over the course of the last year, a few of
the highest-profile technology businesses
from the app economy have listed their
shares and, almost as soon as they have
done so, they have sunk like a stone.

Tech stars fall to earth

In the US, the two giants of the ride-sharing
industry, Uber and Lyft, have both proved
bitterly disappointing since making their
public debut. Last week, both companies’
shares touched new lows. Uber was trading
at $30, compared with an issue price of
$45, and even that was less than many of its
backers were hoping for. Lyft was down to
just $44, compared with an issue price of
$59. Hardly a great performance.

The taxi apps are far from alone. Slack, a
messaging platform for companies, is down
to $24 after opening trading at $38. Over
on this side of the Atlantic, a similar story
is unfolding. By far the highest-profile tech
initial public offering (IPO) of the last year
was peer-to-peer lender Funding Circle.
From an opening price of 440p, the price
has dropped to 110p.

To plenty of their critics, that will simply
be proof that these firms were always wildly
overhyped. They were basically rubbish all
along, it is just that it took a listing to expose
that. But we have been here before.

Rewind to 2001, and lots of Wall Street
analysts were arguing that a newly listed
internet retailer was basically bankrupt
and that it would certainly never make any

Who's getting what

® Nissan boss Hiroto
Saikawa is to step
down after a

scandal over his

V‘ City columnist

scheme of the Ghosn
era” inreferenceto
Carlos Ghosn,
Nissan’s ex-CEO

decent profits.
The share price
dropped from
$107 to $6 as the
critics called time
on a ridiculous
discount-driven
business model.
The name of

that company?
Amazon. To take
another example,
soon after its
[PO in 2008 the
share price of
Facebook halved.
Wall Street was
troubled by its purchase of another

app that one had never heard of, didn’t
make any money, and was likely to

be a permanent drain on resources.

That acquisition? Instagram.

Something similar happened in the UK.
For several years after its listing on the
London market, the food-delivery start-up
Ocado was among the most shorted stocks
on the exchange. Its critics argued that
it was nothing more than a glorified van
business, that it was completely dependent
on its relationship with Waitrose, and
that it could never make any money in
competition with the likes of Asda.

Over 2011, the shares slumped from
220p to less than 60p. And now?

The share price is above £13, and itis a
secure member of the FTSE 100, while
veteran retailer Marks & Spencer has
just been dropped from the main index.
Or take the internet fashion retailer
Boohoo. Its share price halved soon after
it listed. And now? It has gone from 40p
to 270p and it would be a contender for
the FTSE if it wasn’t still listed on the Aim
junior market.

-2 £+

Ocado has had the last laugh g ¥ S

It now employs some 1,400
staffin 15 countries.

® Britain’s top trade-union

pay. Saikawa ) | ~ . who has been  bosses were paid an
(pictured) was ' .. charged with average of £145,000 last
accused of - false year, says The Times—an
improperly - accounting. increase of 10% on the
boosting his pay in ‘ ’ previous year. The average
2013 by ¥47m ® Norman Foster payofthe top 30 trade-

(£360,000) by delaying
his bonus by a week to
take advantage of arise
in the share price, reports
the BBC. Saikawa
announced his intention to
resign after a board
meeting earlier this week.
He has told the Japanese
media that he will return
the money, and described
the bonus system as “a
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took home £6m in
dividends last year from
his architecture practice,
Foster + Partners, reports
The Sunday Times, while
140 partners at the firm
shared £28.8m. Revenue at
the firm rose by 20% to
£258m, with pre-tax profits
up to £21.5m. Foster
founded the firm with
Wendy Cheesman in 1967.

union leaders rose from
£131,198 1n 2017 to £144,168
in 2018, according to the
Taxpayers’ Alliance, a right-
wing pressure group.
Highest paid was Paul
Whiteman, general
secretary of the National
Association of Head
Teachers, who got £212,981,
Including a car allowance
and health insurance.

©Getty Images
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Wild swings towards global dominance
There 1s a pattern here. Tech companies go
through wild swings in sentiment. They
float on a wave of hype, then they typically
crash as some tough questions start to be
asked about their business models. There

1s nothing odd about that. Most of them
are trying to reinvent a whole industry, and
that is inevitably going to involve losses,
setback and difficulties. It would be crazy to
expect the path to global domination to be
completely smooth.

And a few go bust. The short-sellers
and the critics will sometimes be proved
right. Many more will eventually do
fantastically well. We can expect to see
a lot more pressure on some of the huge
companies that have floated this year on
both sides of the Atlantic. We may well see
their share prices sink a lot further. But for
any patient investor that will be a buying
opportunity. And in 20 years time, we
will think it amusing anyone ever doubted
Uber, Funding Circle or many others —
just as we think Amazon trading at $6,
compared with its current $1,800, was the
bargain of the century.

Nice work if you can get it

The CEOs of Britain’s ten biggest house-
building firms were paid a total of £63.6m
last year-an average of £21.1m each,
reports the High Pay Centre, a think tank.
The figures were distorted by the pay

of the top earner —Persimmon'’s

Jeff Fairburn, who, with a pay packet of
£38.9m, received more than 60% of the
total. Berkeley’'s executive chairman
Anthony Pidgeley - the second highest
earner—pocketed £8.3m, while Barratt’s
David Thomas got £2.8m. The average
pay in the construction industry is just
£24,964. The average CEO gets 89 times
that; Fairburn made 1,561 times the
average. The country’s housebuilders are
accused of exacerbating the housing
crisis by sitting on almost half a

million unused plots of land, says

The Independent. The top-ten firms
completed just 86,685 houses last year,
but have received planning permission
on 470,068 plots of land that stand empty.

moneyweek.com




Spread betting ~ Share dealing ~ Investments

Spread bets and CFDs are complex instruments and come with a high risk of losing money
rapidly due to leverage. 74% of retail investor accounts lose money when trading spread
bets and CFDs with this provider. You should consider whether you understand how spread

bets and CFDs work, and whether you can afford to take the high risk of losing your money.
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Big potential in micro-caps

The Downing Strategic Trust has struggled since 2017, but now looks ready to fulfil its potential

Max King
Investment Columnist

t’s been a wretched two and a

half years since the Downing
Strategic Micro-Cap Trust
(LSE: DSM) raised £54m to
invest in struggling companies
that needed active management
input to sort them out. The net
asset value has fallen by 27%,
the share price by 34% and one
investment has been completely
written off.

The team led by Judith
MacKenzie had such a good
record with their Growth Fund
following the same approach
that targeting an annualised
return of 15% (over three
to seven years) for Downing
seemed reasonable. So the
micro-cap trust’s lousy start has
been disappointing.

The best explanation
comes from Nick Greenwood,
manager of Miton Global
Opportunities Trust. “The
Downing style,” he says,
“throws up two or three
opportunities a year and
requires a lot of heavy lifting,
including sitting on boards
of directors and changing
management.” Finding 12-18
opportunities in the year they
set themselves to become fully
invested was demanding and led
to some rushed investments.

Gaining hands-on experience
MacKenzie accepts there was
an element of truth in that.
Achieving turnarounds has
taken longer and required

programmes) to compete with

Comcast and Netflix “in the battle for
consumers’ attention”. However, the
strategy has incurred debt of $160bn
and Elliot is now agitating for asset
sales and changes to the group’s
management. It will seek its own
seats onthe board. It feels AT&T

should refocus on telecoms.
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" Real Good Food is serving up steady progress

more input than initially
expected. “No matter how
much interviewing you do, it’s
only when you are invested and
involved on the board that you
really find out what is going
on.” The 13 firms invested

in during the first two years
required 17 board changes,

12 management changes, five
restructurings, 15 acquisitions
and six disposals.

The resultisa “J curve” in
terms of return on investment:
major downside to share prices
during the period of disruption
to the business before the
actions are rewarded with a
rising share price. This has
required more patience than
expected, but the team has also

learned to be more ruthless with

firms. “We’ve tended to back
firms with owner-managers
and high levels of insider share
ownership, but [their] boards
don’t like to be challenged.”
The portfolio is now
88% invested in 12 firms.
“The justification for investing,
was that we had a management
team to sort the business out
and we thought we could
exit despite working-capital
problems,” says MacKenzie.
No new investments are
expected; the cash is available

for the opportunistic topping up

of holdings or to participate in
further fund-raisings.

A tasty main holding
The holdings vary from 2%
of the trust to 18 % and from

@Getty Images

4.5% of the equity of the
company invested in to 16%.
The largest investment, mostly
in loan notes, is in Real Good
Food, a company with a total
market value of just £7.2m.
But the range for the other
companies is £30m-£142m.
Turning Real Good Food
around has been problematic;
MacKenzie only found out
about serious corporate
governance issues after she
joined the board. Still, steady
progress has been made in
rationalising its five divisions
and cutting excessive COsts.
Similar progress in the other
investments should result in
significant capital appreciation.
The team thinks the portfolio
valuation can rise by 60%.
This has prompted an
investment worth 7% of
DSM from Greenwood. He
also thinks “micro-caps have
suffered a perfect storm as they
are perceived to be domestic
and exposed to Brexit. Fund
managers are consolidating and
far fewer than before can now
buy the smallest firms. Finally,
post-Woodftord there is a witch
hunt against firms with poor
liquidity.” So the valuation of
smaller companies, especially
very small ones, is depressed
while the outlook for DSM’s
investments has at last turned
up. Yet Downing estimates that
they trade on just 6.2 times
their earnings per share. DSM’s
shares, meanwhile, trade on a
9% discount to net asset value.
They finally look ready to
achieve their potential.

B US fund managers

emphasison
environmental, social
and governance (ESG)
criteria have failed to
live up to their hype,
says Patrick Temple-
West in the Financial
Times. Inthe yearto

©iStockphotos

making a big fuss of their

30 June 2019, for instance,
six BlackRock sustainability funds voted against
environmental and social proposals with strong
support from investors 72% of the time. These
funds have also been lambasted for holding the
wrong assets: at Vanguard a fund was found to
hold oil and gas firms despite being supposedly
fossil-free. This will fuel suspicions that ESG
criteria are just a marketing ruse to help justify
the higher fees at actively managed funds
compared with passive investments.

......

Activistwatch Y positions... greenwashing in US funds

Hedge fund Elliot Management is one
of Wall Street’s most powerful activist
investors; it has fought with Samsung
and the Argentine government. Now
itis taking on telecoms giant AT&T,
says Drew FitzGerald in The Wall
Street Journal. AT&T is trying to
“remake” itself into “a media and
advertising powerhouse”. It has taken
over firms including HBO and Warner
Brothers in an attempt to hoover up
enough content (films and television

M It makes sense to choose a fund that
matches your risk tolerance, not just a
strong performer. The Sharpe ratio<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>