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Take the road less
travelled with
somebody who
knows it well.

LET'S TALK HOW.

FIDELITY ASIAN VALUES PLC

More than 17,000 listed companies make the opportunity
for investment in Asia truly immense. But with such
diversity, how do you ensure you are setting off on the
right path?

For Nitin Bajaj, portfolio manager of Fidelity Asian Values
PLC, it's about finding the smaller companies that are
primed to turn into the region’s winners of tomorrow.
Nitin’s approach is quite simple - he looks to invest in
attractively-valued, quality businesses that are run by
people he trusts.

PAST PERFORMANCE

Mar 14- Mar15- Mar16- Mar17- Mar 18-
Mar 15 Mar 16 Mar 17 Mar 18 Mar 19

roellty Asian Valves  27.9%  1.5%  43.2%  0.4%  8.8%
poclty AslanValves  29.8%  0.1%  57.5%  -0.6%  15.7%
MSCI AC Asia
ex Japan

24.4% -9.0% 35.0% 12.2% 2.0%

Past performance is not a reliable indicator of future returns.

Source: Morningstar as at 31.03.2019, bid-bid, net income reinvested. ©2019
Morningstar Inc. All rights reserved. The comparative index of the Investment Trust
is MSCI AC Asia ex Japan.

The latest annual reports and factsheets can be obtained from our website at www.fidelity.co.uk/its or by calling 0800 41 41 10. The full prospectus may also be obtained from Fidelity. Fidelity Investment
Trusts are managed by FIL Investments International. Issued by Financial Administration Services Limited, authorised and regulated by the Financial Conduct Authority. Fidelity, Fidelity International, the

Fidelity International logo and F symbol are trademarks of FIL Limited. UKM0419/23914/5S50/0719

So, if you want to explore a road less travelled, then Fidelity
Asian Values PLC could be just what you're looking for.

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 small and emerging markets can be more
volatile than other overseas 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.
This 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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Global investors again. As Mike notes, the UK

are more bearish v is a hotbed of international
today than at any “ engineering brilliance. For two
point since the reasonably-priced stocks to
financial crisis. -~ think about, turn to page 20.
That, at least, is B o On page 35, we review

Bitcoin Billionaires, a book
~ on how the Winklevoss twins
% | overcame the disappointment
g of “derisory” compensation
from Mark Zuckerberg (for
their contributions to founding
= Facebook) to make a fortune

g from cryptocurrencies. Then
turn to page 25, where Dominic

what the latest Bank of America &
Merrill Lynch (BAML) survey
of fund managers tells us.
They have, they say, the lowest
allocation to equity markets
since March 2009. Some data
even suggests that, in the US

at least, the bond weighting

in portfolios exceeds that of
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Politics matters — but price matters more
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equities. That’s highly unusual
(if you want to make inflation-
beating long-term returns,
you need equities). So what’s
spooking managers?

BAMUs chief strategist, Michael
Hartnett, puts it down to worries about
recession; about trade wars; about high
levels of corporate debt; and about
“monetary policy impotence” — the
possibility that central bankers can’t
do much more to stimulate debt-ridden
economies. This makes some sense.

But long-term readers will remember
that March 2009 was the bottom of

the bear market of 2007-2009; and
know that stockmarket returns are only
partly about these things. Politics (in

the form of a trade war, or even a long
cold war between the US and China)
matters far more to markets than it did a
few years ago. But still, barring political
apocalypse, the most important factor

“Barring political apocalypse, the key driver of
returns is the price at which you buy”

Here it gets complicated. Markets look
pricey, says Societe Generale’s Andrew
Lapthorne. But look closer and you’ll see
a huge “polarisation of value”. Stocks that
operate as bond proxies (ie, that rise with
rising bond prices) have become pricier,
while “more cyclical and negatively bond-
correlated equities have seen valuations
slump to levels normally associated with a
recession”. There are actually many more
stocks trading below average valuations
than usual. So much so, you could almost
say that while the average equity market
isn’t cheap, given that the overvaluation is
concentrated in fewer stocks than usual,
the average stock is. If you know where to
look, there’s lots to buy.

With that in mind, turn to our cover
story. Few people would think of the

wonders if Zuckerberg may be
about to have the last laugh?
Facebook is backing the launch
of a new crypto, Libra, one that
(thanks to the 2.7 billion users of Facebook
products) could get traction at a speed of
which bitcoin bulls couldn’t dare to dream.

Bitcoin (now ten years old) hasn’t
reinvented money, nor improved many
people’s lives (the Winklevoss family
aside, of course). Libra, says Dominic,
may not be a particularly pure crypto,
but it “could still be world changing”. For
more, see Anthony Hilton’s thoughts on
modern payment systems on page 16 (it’s
all about China) and listen to our latest
podcast on the topic (at moneyweek.com).
[ haven’t been especially interested in
cryptocurrencies so far. But, as you will
hear, I’m very interested in Libra.

Lo ook ALA)

Merryn Somerset Webb
editor@moneyweek.com

UK as home to a group of world-leading
engineering firms. They should think

behind your returns is the price at which
you buy.

Good week for:

larnréd Eireann, the Irish national rail company, has pledged to give 25 years’ free
rail travel to a baby girl who was born on the 15:05 train from Galway to Dublin.
Two nurses and a doctor on the train helped the mother give birth, after she went
into labour on board.

Misunderstanding of the week

Waiters at Mexican-themed eaterie Wahaca
are celebrating after the company agreed to
change its policy of docking their wages

if a customer leaves without paying.

A customer complained on social media
when she discovered that a waiter in one

of its London restaurants was asked to

pay £3 towards a £40 bill left unpaid by
people on the next table.

Swiss bank UBS has been excluded from a $1bn
bond sale despite apologising for remarks by its
global chief economist, Paul Donovan, which
Infuriated social-media users in China. In a note,
Donovan noted that “sick pigs” are behind rising
pork prices. “It matters if you are a Chinese pigqg.

It matters if you like eating pork in China. It does
not really matter to the rest of the world.” The
reference to Chinese pigs was misinterpreted as a
racist slur. China Railway Construction Corp says
it will now not work with UBS on its bond sale; at
least one Hong Kong brokerage has cut ties; and
the Chinese Securities Association of Hong Kong
has demanded further apologies. Donovan is now
on leave while UBS reviews the matter.

Bad week for:

Kerville Holness, a house hunter in Florida,
thought he’'d got a bargain when he paid $9,100 for a

property being auctioned off by Broward County for unpaid property taxes.

His delight soon turned to despair when he was informed that he hadn’t bought
the bungalow pictured, but that he was now the owner of a one foot by 100-foot
strip grass verge. Officials say he is not entitled to a refund.

The US blacklisting of Chinese smartphone company Huawei is beginning to bite.
This week, founder and CEO Ren Zhengfei said that sales fell by 40% last month
and revenue for the next two years would be £30bn lower than previously
forecast. “We didn't expect the US would so resolutely attack Huawel,” said Ren.
Sales are now expected to stagnate at around $100bn in 2019 and 2020.
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Hong Kong faces a

Alexander Rankine
Markets editor

The powers that be might shrug off
popular discontent, but they will
“listen to money”, says Pete Sweeney
on Breakingviews. That explains Hong,
Kong’s decision to shelve a controversial
extradition bill. Plans to allow residents
to be sent to face mainland courts have
sparked mass protests that ultimately
forced Carrie Lam, the city’s leader, to
suspend the bill indefinitely. Yet that
gesture did not calm the unrest. Organisers
claim that up to two million people, nearly
30% of Hong Kong’s entire population,
turned out last Sunday regardless.
China’s leaders do not want to kill the
fabled golden goose, says Sweeney. Hong
Kong accounted for about 12% of the
mainland’s exports last year and is
the single largest source of “realised
foreign direct investment” to China.
Its stock exchange gives mainland firms
“an independent channel to international
capital outside... New York or London”.

East meets West
“Asia’s World City” has long been an
attractive destination for international
investors wanting to buy “red chips™:
mainland firms listed on the Hong Kong
exchange, such as tech giant Tencent.
Red chips offer exposure to the world’s
second-biggest economy, but with
a predictable legal system and an
expectation of corporate transparency.
Under the “one country, two systems”
framework instituted after its return to
China in 1997, Hong Kong has retained
significant autonomy over its own affairs.
Yet recent years have brought a creeping
“China-isation”, says William Pesek

The territory is under threat from China and the US _

in the Nikkei Asian Review. The latest
drama comes against a “fragile economic
backdrop”. Growth in the first quarter
was the slowest in a decade and rocketing
property prices have stoked discontent.
But previous bets against the city have
proved wrongheaded. Those who sold
Hong Kong property before the 1997
handover “are seriously out of pocket”.
Washington’s decisions could prove just
as important as Beijing’s, says Ambrose
Evans-Pritchard in The Daily Telegraph.
The US recognises Hong Kong as having
a “special status”, which exempts it from
Trump’s tariffs. The Hong Kong dollar is
pegged to the greenback. Yet with a trade
war raging, moves are afoot in the US
Congress to bring those cosy arrangements
to an end. The Fragrant Harbour’s role

Emerging markets have grown up

It's time to move beyond
emerging market stereotypes,
says investment manager
Franklin Templetonina
research note. A beton
developing countries once
meant buying into politically-
volatile markets dependent
on cyclical commodities. But
today the biggest sector in the
MSCI Emerging Markets index
Is technology. It accounts for
28% of the market.

The region’s tech players
are as likely to be leading
global innovation as following

E, = India is leading the charge in
— - emerging market tec hnalugj'

-
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as the world’s third-biggest financial hub
“can no longer be taken for granted”.

Shanghai calling
British investors now have another way to
bypass Hong Kong’s financial markets. A
link between London and Shanghai went
live this week. Shanghai-listed firms will
now be eligible to take a second listing in
London. UK companies can also sell shares
in China, although red tape means that the
system remains limited for the time being.
The latest development underlines the
threat to Hong Kong’s financial status
from the likes of Shanghai and Singapore,
says Bloomberg Businessweek. With
mounting “instability and fear” in Hong
Kong and regional competitors upping
their game, the city faces “a perfect storm”.

e-commerce transactions is
just a fraction of that of
China’s, but a growing middle
class means rocketing demand
for a wide variety of services
and easier ways to pay. The
country has plenty of savvy
entrepreneurs, although with
venture capital playing a big
role, “it may still be a while
before investors in public
markets have a tasty menu to
pick from”.

Not all emerging markets
are created equal. Materials
and energy businesses, once

it. “Unhindered by sunk
iInvestments in legacy
systems,” businesses in
emerging markets have more
freedom to come up with
something genuinely new in
sectors ranging from mobile
banking to electric vehicles,

MoNEYWEEK 21 June 2019

says Andrew Ness of
Templeton’s Emerging
Markets trust. “Take Chinese
e-commerce,” which today
makes up a “far higher
percentage of retail sales in

China than inthe US.” Without
legacy credit-card networks,

Chinese consumers are also
migrating directly to digital
payment platforms run by
Alibaba and Tencent.

India is also leading the new
tech charge, notes Henny
Sender in the Financial Times.
The value of the country’s

worth 30% of the MSCI index,
now make up just 15.7% of it,
although that number still
goes as high as 27% in nations
such as Brazil. Investors will
Increasingly need to
differentiate between
emerging markets.

©Alamy
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Gold will regain
its shine

“The gold bugs are out in
force,” says Garry White in
The Daily Telegraph. The dash
for this “financial teddy bear”
suggests that investors see
rising risks in markets and

are seeking out an asset
traditionally seen as the
ultimate safe haven. Soft
Chinese data and rising
tensions in the Middle East
have sent gold prices towards
14-month highs around $1,340
an ounce.

The main drawback of
holding gold is that it pays no
interest, but with government
bond yields continuing to
plumb the depths, reflecting
fears over global growth, gold
Is looking more attractive on a
relative basis. Interest-rate cuts
by the Federal Reserve would
also help gold by weakening the
dollar. They would make the
currency less appealing-and
gold more attractive since it is
priced in dollars.

Then there's inflation.
MoneyWeek has been pointing
out for some time that markets
may be underestimating the
risks of an inflationary scare in
an era of ultra-loose monetary
policy. Peter Schiff of Euro
Pacific Capital tells Barron’s that
ifthe economy slides into a
“severe recession” then we
could be in for another round of
quantitative easing thatis
“much larger than prior ones”.
That will stoke fears of inflation
too. “Gold does well in periods
of dollar weakness, inflation,
and economic uncertainty,”
concludes Schiff. “We are
aboutto get all three.”

Will we avoid an oll spike?

Last week’s attacks on two
tankers in the Persian Gulf
are hardly a job for Hercule
Poirot, says John Hulsman
in City A.M. With Donald
Trump’s White House applying,
“maximum pressure” on
[ran’s economy, Tehran
“had the motive, means,
and opportunity to perpetrate
the crime.”

Whoever is responsible,
the incident has raised new
concerns about global o1l
supplies. About one-fifth of
the world’s oil travels through
the narrow Strait of Hormuz,
where the attacks occurred.
The Economist points out that
a 2008 study found that if Iran
mined the choke point it would
take the US “the better part of
a month” to reopen the crucial
waterway. The burning ships
sent Brent crude up by 4%,
yet at $61 per barrel the price
remains well below the April

highs around $75.

Demand trumps supply

Fears that trade tensions are
hitting global growth, and
hence demand for oil, have kept
prices “soft” this month, say
Amrith Ramkumar and Ira
[osebashvili in The Wall Street
Journal. China’s industrial
output growth hit a 17-year
low in May. The relatively mild
market reaction to a major
incident in the Gulf “echoes

a broader downdraft” in the
prices of such commodities as
copper and cotton. With the

A fifth of the world’s oil travels through the Strait of Hormuz

global economy slowing, the
International Energy Agency
has cut its forecast of this year’s
oil demand growth by 100,000
barrels per day.

Along with slowing demand,
the other crucial factor
keeping a lid on oil prices is
the “abundant supply of
US shale oi1l”, write David
Sheppard and Harry Dempsey
in the Financial Times.
US commercial crude-oil
stockpiles climbed by another
2.2 million barrels in June.

Swings in the world’s most
important commodity price
have far-reaching economic
implications. On one hand,
higher energy costs for business
are passed onto consumers
through price increases,
bolstering inflation. Yet on the
other, because an oil-price spike
operates like a tax increase on
many economic activities it can

end up choking off demand,
which is deflationary. An
analysis by Oxford Economics
has found that Brent at $100
per barrel would shave 0.6%
off global GDP by the end of
2020. The world economy 1s
currently expected to grow by
3.3% this year.

“Every major recession we
have seen has been preceded
by a ramping up of global
commodity prices,” Chris
Midgley of S&P Global Platts
tells The Guardian. Surging,
crude prices “would raise a
huge recessionary risk”,

For the time being, it appears
that weakening demand and
US shale supplies will prevent a
runaway bull market in oil.
Yet with growth weakening
across the world and the trade
dispute worsening, talk of
war in the Middle East is yet
another headache for investors.

Viewpoint

former selves.”

“Private equity has a rotten track record
when it comes to listing companies on
the stockmarket. Debenhams never
recovered from its ownership by a trio of
buyout firms more than a decade ago...
the chain flogged off its freehold
property, cut costs to the bone, and was
lumbered with more than £1bn of debit.
Itis now in the hands of lenders. Itis far
from alone. Foxtons, Convatec, and Pets
at Home have all flopped as public
companies, having spent time in the
hands of private equity. But few can
match the wretched legacy of Acromas,
which spawned not one, but two
stockmarket dogs: roadside rescue
experts the AA and over-50s holiday
specialists Saga.... Private equity’s big
play is that it has the freedom to invest in
companies away from the glare of the
public markets. Yet too often companies
return to listed life a shadow of their

Ben Marlow, The Sunday Telegraph

moneyweek.com
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B Clicks eclipse bricks in US retall

America’s retail sector has
reached a major milestone.

In the first quarter, online sales
overtook in-store sales for the
firsttime on record, says

Justin Walters of the Bespoke
Investment Group. The trend
was confirmed by the latest
figures from the Commerce
Department, which noted that
the “general merchandise”
category comprised 11.8% of
overall retail sales in May,
compared with non-store sales’
11.9%. In the US the general
merchandise category refers
mainly to supercentres, such as
Walmart, department stores,
and warehouse clubs, such as
Costco. Food and drink, cars,
petrol and restaurants are
counted separately. Cars and
car parts jointly make up the
biggest sector, accounting for a
fifth of overall sales.
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MoneyWeek's comprehensive guide to this week's share tips

Three to buy
Renalytix Al in coming years and city brokers few challengers to have made
The Mail on Sunday have “high hopes”. 240p a dent in the banking sector.

The travails of Neil Woodford’s
fund highlight the dangers

of investing in early-stage
healthcare businesses, but

the sector still has promise.
This Aim-listed group helps
with early diagnosis of kidney
disease, which affects more
than 850 million people
worldwide. Its KidneyIntel X
diagnostic system uses a simple
blood test to determine which
patients are most at risk of
developing advanced kidney
problems. Revenues should soar

Three to sell

Chemring

The Sunday Telegraph

This defence contractor
produces countermeasures
such as flares, decoys and
“chaft” to help jet fighters
evade detection. Its also offers
cybersecurity and produces
equipment to detect chemical,
biological and explosive threats.
A “heavyweight” management
team boosted the order book

by a third in the first half.
Shareholders have been “put

through the wringer” of late,
but things are looking up. 170p

CYBG
The Sunday Times

Clydesdale and Yorkshire
Banking Group is one of the

A “chunky” £61bn mortgage
book gives it scale, which was
enhanced by last year’s £1.7bn
acquisition of Virgin Money.
The purchase of a well-known
brand i1s a “huge boost”

to efforts to draw in more
customers. Integration risks
and shrinking margins in the
UK mortgage market are key
risks, but with shares trading
below book value and £150m
in cost savings anticipated from
the Virgin deal, this stock is

a buy. 179p

Codemasters

Shares

Shares in this video games
developer have surged
almost 40% since the end of
November but it is now time
to take profits. A deal with
Chinese giant NetEase has
opened access to the Middle

Kingdom’s vast gaming market.

Full-year revenue growth of
12% is impressive, but if you
strip out the NetEase venture

it becomes a pedestrian 3%.
Recent good news is now in the
price and, with the financial
benefits unlikely to start

...and the rest

flowing until 2020 or 2021, the

“news vacuum” could cause
share-price volatility. 251p

J Sainsbury

Investors Chronicle

The failure of Sainsbury’s
proposed deal with Asda has

oiven the shares downward
momentum. All of the big

four supermarkets (the others
are Asda, Tesco and Wm
Morrison) have been losing,
market share to discounters
Aldi and Lidl, but none more so
than Sainsbury. Unfortunately,
management has not responded
to the failed merger plan with
the required boldness and its
determination to reduce debt
levels will constrict capital
expenditure, which will do
nothing to reverse recent
declines in market share

and margins. 202p

Just Eat

The Times

Just Eat’s share price has

been “suffering a bout of
indigestion”. Amazon’s
investment in arch-rival
Deliveroo has put the spotlight
on ferocious competition in the
sector. Just Eat has responded
by offering steep discounts

and investing in a new delivery
network but this is a low-
margin business and the final
bill is uncertain. On 31.5 times
forecast earnings and with no
dividend the shares do not look
appetising. 621p

The Daily Telegraph
Paris-listed cognac maker
Rémy Cointreau has been
around since 1724
and remains under
family control.
This recipe

for longevity
looks cheap {
(€119.80).

Investors

Chronicle

Metrology specialist Renishaw
has been hit by the slowdown
in China but a strong balance
sheet and high margins mark

this out as a quality business

Properties has been buffeted
by souring sentiment

L towards housebuilders

 and a connection with

Neil Woodford’s

Equity Income

8 Fund, but with

' the shares on just

~ seven times forward
earnings there could

be re-rating potential when

the “shadow of Woodford

lifts” (296.5p). Fewer contract

wins and rising debt could

drive housing services provider

I — buy (3,908p). Countryside

A German view

Denmark’s Ambu is a hidden gem, says Der Aktionaer. Few have
heard of the 53-year-old company, but its products can be found in
operating theatres around the world. Offerings range from face
masks and breathing bags to endoscopes and electrodes used in
electrocardiograms (ECGs). The long-term outlook for medical
devices is encouraging and Ambu has just announced a record
quarter: sales jumped by 14% to €105m as operating earnings
reached €26m. The group’s promising product pipeline includes
new endoscopes, which should allow it to reach its sales target of
750,000 devices by the end of the year. A recent dip in the share
price is a good buying opportunity for long-term investors.

MoONEYWEEK 21 June 2019

Mears Group towards a
“tipping point” —sell (255p).

Mail on Sunday
Wales-based Creo Medical is
a pioneer in stomach cancer
treatment. It is loss-making,

but long-term prospects are
bright (194p).

Shares

Fears of slower global growth
have driven shares in cruise
ship operator Carnival down
too far. It is a high-quality
operator that has delivered

£7.6bn to shareholders through

dividends and buybacks since
2014 - buy (3,935p). News

of record revenue and profit
have sent shares in electronics
equipment maker Halma to

an all-time high — buy on any
dips (1,941p). Premium lifestyle
brand Joules continues to
“confound” retail sector doom
and gloom and has exciting
global growth potential (279p).

The Times
“Remarkable” sales figures
from Gregg’s show that

investors underestimate the
baker at their peril (2,234p).

Airtel, Africa’s second-largest mobile network operator after
MTN, will float in London at the end of June. The group will
have a free float of at least 25% of the equity and the price range
forthe initial public offering (IPO) will be 80p-100p, implying a
market capitalisation of £3bn-£3.6bn. That is the sort of market
value associated with mid caps inthe FTSE 250 Index. Airtel,
which has its headquarters in the Netherlands, will list in
Nigeria at the same time. The telecoms and mobile money
transfer company operates in 14 African countries and has
nearly 100 million subscribers. It is owned by India’s Bharti

Aitel International.

moneyweek.com
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City talk

® The first email was sent in
1971, says James Titcomb in
The Daily Telegraph. Now the
technology is thought to
“take up almost a third of the
working day”. One
alternative is office
messaging app Slack, known
as the WhatsApp of
business, which office
workers actually seemto
enjoy using. The group is set
to receive a $17bn (£14bn)
valuation when it lists in New
York today. A valuation of 42
times sales is steep given a
loss of $138m last year. Yet if
it can chip away at the
tyranny of emails it will be
worth every penny.

~ EE

@ Consolidation of the global
oncology industry continues
apace, says James Dean In
The Times. US drugs giant
Pfizer has agreed to buy
Array BioPharma for
$10.64bn. Pfizer is best
known for Viagra, but the real
money nhow IS in cancer.
Array’s drugs have been
approved to treat skin cancer
and are involved in 30 clinical
trials for other maladies. The
price represents a steep 60%
premium to Array’s pre-deal
share price, but Pfizer is keen
to join the takeover party. In
January, Bristol-Myers
Squibb announced a $74bn
acquisition of cancer
specialist Celgene.

@® Franco-Israelicable
billionaire Patrick Drahi

Is nobody’s idea of a “dream
buyer”, says Stephen
Wilmot in The Wall Street
Journal. The man behind
the Altice telecoms empire
Is best known for “highly
leveraged deals and
aggressive cost-cutting”.
Yet his $3.7bn acquisition of
the 275-year-old Sotheby’s
auction house looks like a
case of “art for art’s sake”.
The move is not for financial
gain but part of a “very
French pattern of trophy
acquisitions by billionaire
entrepreneurs”. People have
long sought respectability
by buying art. “An art
auction house takes the
logic a step further.”

moneyweek.com

Can Kier avoid collapse?

The engineering group has had to bring forward a strategic review to placate
anxious investors. What happens next? Alex Rankine reports

Will it be a case of “Kier today, gone
tomorrow”? asks Alistair Osborne in The
Times. New chief executive Andrew Davies,
who has only been in the post for eight weeks,
has been forced to rush out the publication of a
strategic review a month early to calm markets
still reeling from this month’s profit warning.
High debt levels have left the engineering
group looking “increasingly rickety” and have
prompted comparisons to failed outsourcers
Carillion and Interserve. The group’s net debt
at the end of June will be between £420m and
£450m. “Not bad for a company now valued at
just £175m”.

The share price has slumped by more than
85% over the past year. Now management will
cut 1,200 jobs, with 650 to go at the end of this
month. Kier will dispose of its homebuilding
division amongst other units as it focuses efforts
on infrastructure.

The new strategy — to concentrate on core,
cash generative businesses and sell the rest —
was the only option left on the table, says Jim
Armitage in the Evening Standard. Yet doubling
down on infrastructure seems “extremely high-
risk”. Building highways is a fiercely competitive
business and this approach also looks like a
“nerve-jangling bet on HS2 and Crossrail 2
happening.” What’s more, the suspicion that it
is a forced seller means that Kier may not get a
good price for its housebuilding and property
operations. The most likely endgame of all this is
not administration, but a merger with a rival “in
this troubled industry”.

“A Carillion-style collapse does not look
imminent”, agrees Lex in the Financial Times.
Freezing the dividend and investment and
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Dividend shocker
The real question is “what were they smoking”
in Kier’s boardroom last September when they
decided to increase the annual dividend by 2%,
says Nils Pratley in The Guardian. Andrew
Davies has quickly learnt that half his job is “to
restore confidence” as suppliers and creditors
ask difficult questions. His rescue strategy looks
sensible. Naturally that means that “the dividend
is a goner. There won’t be one this year or next.”
Once again, income investors have fallen
victim to a “dividend trap”, says Robert Smith in
the Financial Times. Vodafone’s drastic dividend
cut last month wrongfooted many. Kier’s
dividend yield was approaching 40% before this
week’s suspension — a reminder that returns that

disposing of the housebuilding division should
bring debt down to more manageable levels in
due course. Kier has a more diversified contract
base than defunct support-service peers, while
generous bankers mean that a liquidity crunch

1s unlikely.

look too good to be true probably are. Balance
sheet analysis by managers at Henderson’s
International Income Trust suggests that one in
five listed stocks looks like a “potential dividend
trap”. Kier will not be the last to serve up a
nasty surprise.

Could Boeing have broken its
737 Max (pictured) curse? The
plane is still grounded
worldwide following two fatal
accidentsin the pastyearand it
remains an open question
when it will fly again, says
Bruno Trevidic in Les Echos. Yet
the second day of the Paris Air
Show brought an “enormous
coup de théatre” in the form of
an unexpected order from |AG.
The parent company of British
Airways and Iberia plans to buy
200 of the troubled planes. The
deal is worth $24bn.

Airbus has been doing brisk
business too, say Robert Wall
and Andrew Tangel for The
Wall Street Journal. The
European aircraft maker has
used the biennial show to

Boeing regains altitude

announce plans to develop the
A321XLR, “its longest-range
single-aisle plane yet”.

Airlines have traditionally
focused on making passengers
take connecting flights through
big hub airports, but a new
generation of long-distance,
smaller planes will provide
more direct connections than
ever before. A route such as

Barcelona to Chicago doesn't
have enough demand to fill a
whole jumbo jet, but there are
enough passengers for a
“midsize” plane. “Midsize” will
be a lucrative market segment
In coming decades, and with
Boeing still procrastinating
about whether to develop its
own model “Airbus is likely to
beat its rival to the punch”, say
Wall and Tangel.

The announcement of a new
Airbus jet was an exception to
the rule in Paris, says Gwyn
Tophamin The Guardian. The
usual “plethora of new
products and big-money
orders” has been “dampened”
by concerns about slowing
global growth and the
US-China trade war.
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Politics & economics

Will America and Iran go to war?

A game of brinkmanship Is under way, yet neither side wants to risk a conflict. Emily Hohler reports

“A profoundly dangerous game of
brinkmanship is under way in the Gulf,”
says the Financial Times. An attack on
two oil tankers last week in the Gulf

of Oman follows a similar attack last
month, with the US blaming Iran for both.
While Tehran denies responsibility, the
country’s Atomic Energy Organisation
said on Monday that it would breach the
internationally agreed limit on its enriched
uranium stockpile on 27 June unless
Europe finds a way to ease the pain of
crippling American sanctions.

European leaders now find themselves
in the “place they have feared” ever since
President Donald Trump withdrew from
the Iran nuclear deal (Joint Comprehensive
Plan of Action or JCPOA) 13 months
ago, says Steven Erlanger in The New
York Times. The Europeans are eager to
preserve JCPOA for security and for the
stability of the Middle East. A declaration
that Iran i1s no longer compliant would
“kill the deal” and be “deeply distressing
for a continent already in conflict” with
Washington over issues including trade,
climate change and military spending.
Caught in the middle, they are now urging
restraint while “racing” to get a “weak
barter system”, known as Instex, in place.
But this is only designed for humanitarian
goods and supplies; there i1s no sign of any
major European country wanting to risk
US sanctions in return for trade with Iran.

On a knife edge

The current situation shows that one part
of the US strategy, at least, is working,
says the Financial Times: its desire to
exert “maximum pressure” on Iran. US
sanctions have caused Iranian oil exports
to plummet and the economy to fall back
into recession. However, “the other side of
the strategy — forcing Tehran to renegotiate

the nuclear deal and to curb its support for
regional militias — has failed miserably”.
US actions have instead strengthened
hardliners in Tehran. Iran has resisted the
US offer of “unconditional talks” as its
withdrawal from JCPOA has destroyed
trust. A “mediation mission” by Japanese
prime minister Shinzo Abe last week ended
with Iran’s supreme leader Ali Khamenei
telling Abe that Tehran would not repeat
the “bitter experience” of talks with the US.
With other JCPOA signatories now under
pressure to help Iran and risk angering the
US, the situation is “on a knife-edge”.
“Neither the US nor Iran wants war,”
says Colonel Richard Kemp in The Daily
Telegraph. Trump, who campaigned against
US involvement in unnecessary foreign
wars, “knows better” than to engage in a
war in the run-up to the 2020 presidential
elections. As for Iran, the ayatollahs might
wish to give “Great Satan” a “bloody nose”,
but they also know the regime would not
survive a war with the US. Their aggression

Trump: be’ll probably stick to the jaw-jaw

1s meant to show that US sanctions come at
a price, given 30% of global crude passes
through these waters.

A change of tack is needed

[ran may be “banking on the assumption”
that unlike some of his hawkish advisers
(John Bolton and Mike Pompeo), Trump
doesn’t want war, says Vali Nasr in The
New York Times. “The challenge for Iran
1s how to come to the table without the
appearance of capitulation.” It will act
tough, just as it considers negotiations.
Iranians were “keen to hear” what Abe
had to say on Trump’s behalf. We don’t
know what Abe heard “behind closed
doors in Tehran”. But Trump needs to
“change tack”. He has to convince Iran
that he is serious about talks, and to

do that he needs the support of JCPOA
signatories and other world powers.

“He has to realise that unilateralism and
maximum pressure have gone as far as they
can.” He now “has to invest in diplomacy”.

Jobnson: only a matter of time?
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Boris Johnson, the Tory
leadership frontrunner, headed
into Wednesday'’s third round of
voting with a substantial lead.
His vote rose by 12 to 126 out of
313 votes on Tuesday, with
Jeremy Hunt, Michael Gove,
Sajid Javid and Rory Stewart
also getting enough votes to
make itinto the following
round. Hunt again came second,
with 46 votes, but it was
Stewart who “made the
biggest stride forward, nearly
doubling his backing from

19 to 37 votes”, says the BBC.
Once thelist is trimmed down
to two, 160,000 Tory party
members will elect the next
party leader, who is “virtually
guaranteed to become the next
prime minister”.

On Wednesday, Stewart
said he was in talks with
Gove to combine forces, giving
them 78 votes —almost
certainly enough to put one of
them into the final two - but
Gove hasreportedly rejected
the idea. Their approaches to
Brexit differ. Gove wants to
negotiate a new deal, whereas
Stewart, notes The Daily
Telegraph’s Rob Wilson, is
planning a “Lazarus-like
resuscitation” of May’s deal.
Boris, meanwhile, “flailed” on
Tuesday’s live BBC leadership
debate, “unable to offer any
coherentidea, let alone plan,
for how he would deliver
British withdrawal from the
European Union by 31 October,
still less cope with the multiple

Outsider reshapes Tory leadership race

consequences of crashing out
without a deal”, says Jonathan
Freedland in The Guardian.
Stewart has “little chance”
of victory, but by “exposing the
lie that the withdrawal
agreement can be renegotiated
by force of personality”, he
has “reshaped the race”, says
Tom Kibasi in The Guardian.
His “clarity and sincerity”
have also “thrown the
mendaciousness and
evasiveness of Johnson into
sharp relief”. Johnson is still
likely to win - the “tag team
of... May, Johnson and... Farage
has generated an insatiable
thirst for a no-deal Brexit”
among party members - but
Stewart’s campaign means he
will “seize a tarnished crown”.
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News

Paris
France's protesters hang up their gilets: After seven months of angry and often
violent demonstrations, France’s gilets jaunes have called it a day. What began
as a protest in November 2018 against President Emmanuel Macron’s fuel taxes
quickly mushroomed into a wide-ranging expression of outrage. At its peak

a quarter of a million people took to the streets. At the latest demonstration,
just 7,000 turned up. The desired transformation into a political force to be
reckoned with at the European elections failed to occur, says Noemie Bisserbe
in The Wall Street Journal, with candidates for the movement polling less than
1% of the vote. What’s more, many of the issues behind the movement have
been addressed. Macron quickly overturned the fuel-tax rises that sparked the
unrest; unemployment has fallen to its lowest level in ten years* and consumer
chfidence has ‘fsignificantly BT G I, _I_rq
picked up”. But in truth, says £ -

The New Republic, “their
motivations and objectives were
never particularly clear”. In time,
the gilets jaunes will go down as
“little more than a case study in
why a political movement needs
more than outrage”.

Guatemala City
Corruption overshadows
presidential election:
Guatemala’s centre-
left candidate, Sandra
Torres (pictured), led the
first round of voting in
Guatemala’s presidential
election last week, securing
26% of the vote, preliminary
results showed. Former prisons director Alejandro
Giammattei of the right-wing Vamos party was in
second place with 14%. Because neither candidate
reached 50%, a deciding vote will be held in
August. Torres is divorced from Alvaro Colom,
who governed Guatemala from 2008 to 2012.
She and her National Unity of Hope party are
being investigated for allegedly receiving $2.5m
in illegal campaign funding four years ago. Two
other candidates, Zury Rios, the daughter of the
late military ruler, Efrain Rios Montt, and Thelma
Aldana, were barred from running, while a third I y - i
was arrested in Miami on suspicion of conspiring t :re protesters never clarified their {]b}EEfI'UES
import cocaine to the US. Turnout has been low in
the impoverished central American country, where
a recent survey found that 40% of Guatemalans are
considering emigrating to the US, says Juan Montes
in The Wall Street Journal. In March, US President
Donald Trump threatened to cut aid funding to
the region if more wasn’t done to stem the flow of
migrants to the US.

Buenos Aires

Argentina blacks out: A massive power
cut plunged nearly all of Argentina, and
neighbouring Uruguay, into darkness
last Sunday. The outage happened at
7.07am when demand was relatively
low. The following morning —a

public holiday in Argentina —around
10,000 people were still without power
in the capital, Buenos Aires. Gustavo
Lopetegui (pictured), the country’s energy

secretary, told local radio that the cause was a power surge in a
major transmission line in northern Argentina that spread to the
rest of the grid. Underground trains ground to a halt and traffic
lights failed. Persistent blackouts have been an embarrassment
for President Mauricio Macri, who cut electricity subsidies as
part of an austerity package that led to a sharp rise in utility

bills. The outage also raised urgent questions about flaws in
South America’s creaking electricity grid, says Nick Allen in The
Daily Telegraph. Sunday’s blackout, however, was particularly
severe, and came just as voters were heading to the polls for
regional elections in four provinces. Macri has seen his popularity
plummet and may lose October’s presidential election.

The way we live now: demanding a silent cab driver

have shared stories of overly forward
male drivers on social media, says the
BBC. Others, however, bemoaned the
dehumanising aspect of being able to
silence someone at the press of a
button, while some lamented the
decline in “social skills” to the point

Uber customers using the premium
Uber Black service can now request
that their drivers keep talking to a
minimum during their car journeys.
The new “quiet mode” feature
released on the app last month signals
to the driver that their passenger is

looking for some peace and quiet.
Passengers can also select “happy to
chat” or “no preference”. Quiet mode
“Is something that people have been
asking for for along time”, Uber’s
product manager Aydin Ghajar told
Josh Constine on TechCrunch.

The new option has been broadly
welcomed by women, many of whom

MoONEYWEEK 21 June 2019

where such an option is even
necessary. One Twitter user insists it
means that “wealthy people can buy
their way out of interacting with the
poor”. Ghajar stressed that it was just
an option. “It's not mandatory,” he
said. “We're just communicating the
rider’s preference. The driver can do
with it what they want.”

\V

Where’s the mute button?

moneyweek.com
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News

London

Heathrow’s 30-year expansion:
Detailed plans of Heathrow airport’s
expansion were released this week

as part of a 12-week statutory
consultation process, says Janina
Conboye in the Financial Times.

The “contentious” third runway is due
to become operational in 2026 as part
of the first phase of works, which are
due to be completed by 2050. The
proposals include plans for mitigating
the effects on the environment and
local communities, such as
encouraging airlines to use more fuel-
efficient aircraft and a ban on night
flights. The House of Commons backed
the £14bn expansion plan last June

butitis still not a “done deal”. There
will be a planning inquiry next year and
the airport still needs to “secure the
transport secretary’s approval”.
Meanwhile, Boris Johnson —who

once vowed to “lie down... in front of
those bulldozers” —has refused to
confirm that he would cancel the
scheme if he becomes prime minister.
The expansion is “utter madness”,
according to Justin Francis in The Daily
Telegraph. Heathrow is already the
largest source of carbon emissions in
the UK, producing more than Croatia’s
entire economy. What’'s more, 70% of
flights are taken by just 15% of us.

An expanded Heathrow will provide
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after more than a decade of “delays”,

Sintra, Portugal

Eurozone bond yields fall on ECB statement: The president
of the European Central Bank (ECB), Mario Draghi, said
on Tuesday that further rate cuts or quantitative easing
(QE, or buying government bonds with printed money)
would be required if inflation failed to rise. Eurozone

shares rallied on the news, while the euro fell. US president

Donald Trump reacted angrily on Twitter, accusing the
ECB of acting unfairly to devalue its currency in order to
help boost Europe’s export-led economy. Bond yields in
the currency bloc also slipped as prices rose amid concern
over dwindling global and European growth. The yield on
the German ten-year bond fell to a record low of -0.32%.
And in the next-biggest eurozone economy, France, the
yield on the ten-year bond fell below 0% for the first time,
meaning that investors are now actually paying the French
government to lend it money. Around $11.8trn of bonds

worldwide now offer negative yields, close to the record
$12.2trn seen in 2016.

moneyweek.com

zero benefitto most of the UK.

Hangzhou, China

Alibaba heads to Hong Kong: Alibaba
is best known as an e-commerce
giant in China — the equivalent of
Amazon - but the company also

has a portfolio of around 100
investments. Its interests in other
companies were in the spotlight

this week as the group unveiled

its biggest management shake-up
since founder Jack Ma announced
his departure last autumn. Maggie
Wu, Alibaba’s chief financial officer,
is now overseeing the portfolio of
strategic investments. Executive
vice-chairman Joe Tsai will be
working alongside Wu. He has also
been given the responsibility of
overseeing mergers and acquisitions
with a view to wrapping companies
Alibaba takes stakes in “more tightly
into the ecosystem”, as Louise Lucas
puts it on ft.com. Alibaba is keen to
invest in new areas, such as cloud
computing. Jack Ma will remain

as chairman until his retirement in
September, when chief executive
Daniel Zhang takes over. The rejig
comes in advance of a planned
secondary listing in Hong Kong,
where the company hopes to raise
$20bn to fund the expansion of its
investment portfolio. The stock has
gained a fifth this year, but Citigroup
see more upside, notes Barron’s.

Michel Platini in corruption investigation: Former
Uefa president and French football legend
Michel Platini (pictured) was detained in
connection with a criminal investigation by
France’s Financial Prosecution Office

(Parquet National Financier, or PNF) this
week. The PNF is looking into suspected
corruption surrounding the awarding of the
2022 Fita World Cup to Qatar in 2010. More than
half of the 22-man panel who voted on the matter have been accused of
taking bribes. Platini is alleged to have changed his mind about voting for
the USA in favour of Qatar after a lunch with French president Nicolas
Sarkozy and Tamim al-Thani, the emir of Qatar. However, he told The
Guardian he had already changed his mind before the lunch took place.
Platini, who is currently serving a ban from football over a payment of
CHF2m he took from former Fifa president Sepp Blatter, says he has
done nothing wrong. His lawyers were keen to stress that he had not been
arrested but was merely appearing as a “witness”, says The Independent.
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Briefing

s the data protection law working?

Last spring’s GDPR s one of the most complex pieces of legislation the European Union has ever
devised. But 1s It achieving what it was supposed to? Simon Wﬂson reports

What is the GDPR?

It’s the EU’s General Data Protection
Regulation (GDPR), an EU-wide set of
rules governing data privacy in the age of
the internet. It came into effect in May last
year, and will remain part of UK law even
after we leave the EU. GDPR took four
years to debate and compose (mostly by
privacy-conscious German lawyers)
and consists of 99 articles and 173
explanatory comments, making it one of
the most complex pieces of legislation ever
produced by the EU. Its stated purpose is
o “protect all EU citizens from privacy
and data breaches in an increasingly
data-driven world”.

How does it do that?

Principally by dramatically expanding

the definition of what counts as data;

by compelling organisations to secure
consumers’ explicit consent to various
forms of communications and data
storage; and by beefing up penalties for
data breaches and non-compliance. Until
last year, EU citizens’ rights over their
personal data (everything from addresses
and health records to credit data) were
enshrined in a directive that hadn’t been
touched since 1995, when the internet

was still in its infancy. GDPR expands the
definition of data to photos, posts on social
networks, and IP addresses (which identify
your computer when you access a website).
And it covers virtually any organisation
that collects data about EU citizens,
anywhere in the world.

What must companies do?

Companies can no longer hide their
requests for consent to store or use our
data in endless terms and conditions and
legalese, or use pre-ticked boxes. Instead,
people have to opt in. This explains the
flood of messages in the nation’s inboxes
in the run-up to last
May, when shops
and hotels and
websites we barely
remembered visiting
got in touch to ask permission for them

to get in touch. Under GDPR, consent to
allow our personal data to be used must
be unambiguous, freely given, current,
and for specific purposes. Moreover, firms
(or other organisations) that handle large
amounts of personal data must appoint

a data-protection officer and design their
systems around the need for privacy.

What rights do we get?

Consumers, meanwhile (or “data
subjects”) get several new rights. We can
access data held on us within a month,
free of charge. We have the “right to be
forgotten” by making an organisation
erase our data, and the right to be

MoONEYWEEK 21 June 2019

“The worry 1s that GDPR

entrenches oligopolies and
undermines small firms”
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notified within 72 hours if our data is
compromised — and to get compensation
more easily. For organisations, the fines
for non-compliance are much bigger
under the GDPR: a maximum of €20m
or 4% of turnover, whichever is the
oreater. According to Vera Jourova,

the EU commissioner for justice, the

EU has “handed a loaded gun” to the
national regulatory agencies whose job
it 1s to enforce the rules, such as the UK’s

Information Commissioner’s Office (ICO).

How has it been going?

GDPR has greatly increased the number of
data breaches reported to the authorities
by companies and organisations. In the
UK, total reported breaches in 2019 are
estimated to be about 36,000, nearly
twice the previous annual rate of around
20,000. Doubling that number is no small
achievement, reckons Josephine Woltf on
Slate.com. Across
Europe, the first nine
months of GDPR
showed 206,000
cases recorded,
which included 95,000 complaints and
65,000 data-security breach notifications.
That is a valuable trove of information
about customers whose personal data has
been compromised, and for regulators and
technology designers trying to understand
and mitigate the root causes of breaches.
However, i1t’s much less clear that GDPR
has had much impact on corporate fines
for mishandling personal data.

What are the figures?

Across Europe, in the first nine months
national data-protection agencies in 11
countries had levied €56m in fines. That
sounds impressive, but the vast bulk of
that figure was a single €50m French levy

on Google in January. Moreover, data for
the UK shows that the chances of getting a
fine are remote indeed. Between May 2018
and March 2019, 11,468 data-breach cases
were resolved but only 29 of these led to a
fine, including a £500,000 fine issued to
Facebook and another half million issued
to Equifax. Clearly, GDPR is a work in
progress, but so far the vast majority of
firms are not being fined for failing to
protect customers’ data, and any fines
levied have hardly been onerous. Critics
also say that the first year of operation

has borne out their worst fears about the
potentially damaging effects of GDPR.

What are they?

They worry that GDPR is cumbersome,
outrageously costly to comply with, and
over time is likely to entrench existing
oligopolies while discouraging new
investment in potential future champions.
In other words, it increases the power

of the biggest players, such as Facebook
and Google — who can easily atford the
compliance costs and have used their
market power to pass on some costs to
others — while making life much harder
for smaller players and new entrants.

For example, a study last November for
US thinktank the National Bureau of
Economic Research detected a 17% fall
in venture-capital funding rounds for

tech firms in Europe after GDPR came
into force, and a fall of almost 40% in the
overall funds raised. Meanwhile, in the UK
Google and Facebook’s combined share
of the online advertising market has risen
over the past year to 64%, compared with
59% in the US. Realistically, it’s still very
early days in terms of evidence-gathering,
and regulators promise that some more big
fines are in the pipeline. But for now, the
jury is very much out.
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Investment strategy

Value |nvest|ngs not deac yet

Rumours of the demise of value /P
investing have been exaggerated. But

what could reinvigorate the strategy?

John Stepek
Executive editor

[s value investing dead? The popular investment
strategy — which, at the risk of oversimplifying,
just involves buying cheap stocks rather than
expensive ones — has underperformed the wider
market badly (particularly in the US) since the
post-financial crisis rally began back in 20009.
Josh Brown on The Reformed Broker blog
noted last week that no fund manager tells
their investors that “we buy the most expensive
assets, and add to them as they rise in price and
valuation”. A shame, he says, because it’s “the
only strategy that could possibly have enabled an
asset manager to outperform in the modern era”.
Value is well known as a “factor” (see below)
that consistently beats the market over the long
run. But frustration with the current state of
affairs has led many to claim that we’re in a new

era, in which value can no longer = .

work because of big changes There is real ly

in the global economy, ranging nothing unusual
about value’s travails”

//

The l:-m'—cbmp approach: more lzy‘ff t_h::m this parrot

from the persistence of low
interest rates to the power of the
internet, and so on.

And yet, as Larry Swedroe notes on the Alpha
Architect blog, “there is really nothing unusual
about value’s underperformance over a decade;
it’s just that investors have poor memories and/
or they don’t know their investment history”.

A study by well-known investment researchers
Eugene Fama and Ken French, stretching from
1963 to 2016, found that underperformance
by value (and other “factors”) is common

over three- to five-year periods, and “far from
rare” over ten years. More pertinent still,

adds Swedroe, is that today’s travails for value
investors are similar to the dry spell suffered in
the late 1990s. Back then, underperformance

| wish | knew what a factor was,
but I'm too embarrassed to ask

going up). To be clear, these
factors will not always beat the
market over any given time
period — but looking at historical
data over the long run, they
have generated superior
returns in many different
markets across the globe.
“Smart beta” isonetrend in
the investment industry that
tries to exploit this using both
the rapid growth in computing
power and a growing sense of
disillusionment with active fund
managers. Smart-beta
exchange-traded funds (ETFs)
promise to use computer
algorithms to build and invest
in indices based on various
factors. So you mightinvestin a
momentum ETF that continually

A factor is acharacteristic of a
share (or other asset) that has
been shown to contribute to
market outperformance.
Research into factors was
largely driven by academics
trying to figure out why certain
stocks tended to generate
higher returns than theories
about efficient markets would
have predicted.

For example, widely
accepted factors include size
(the observations that small
companies tend to beat large
firms over time); value (cheap
companies beat expensive
ones); vield (high-yielding
stocks do better than low-
vielding ones); and momentum
(stocks that go up just keep on

moneyweek.com
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was driven primarily by tech stocks — today it’s
again being driven by the technology sector and
the likes of Facebook, Amazon and Netflix.

So why has value lagged so badly? One
reason, says Swedroe, is that a world of low
and falling interest rates and
inflation is better for “long-
duration” assets (ones that
promise to deliver more of their
profits further into the future,
rather than today) than “short-duration” ones.
Low-profit, high-growth tech companies fit the
bill perfectly, while profitable but slow-growing
traditional companies lose out by comparison.

What with the US central bank, the Federal
Reserve, now deemed more likely to lower rates
than raise them, it may seem as though today’s
environment of loose monetary policy will
never end. Yet perhaps value is now so cheap
that it makes sense to have exposure anyway. JP
Morgan’s US equity strategist Dubravko Lakos-
Bujas notes that value stocks are currently as
cheap, relative to growth, as they were in the tech

bubble. One cheap exchange-traded fund option
is Vanguard Global Value Factor (LSE: VVAL).

rebalances into momentum
stocks, or avalue ETF that
does the same for stocks
seen as cheap on measures
such as book value.

One problem with the race
to find new factors for smart
beta to exploit is the risk of
data mining —if you look hard
enough at historical data,
you can find apparently
meaningful patterns that
are in fact simply statistical
flukes. However, it’s fair to
say that the most deeply
established factors (such as
those listed above) are
widely accepted as valid -
although, as with value,
whenever they endure a
period of significant
underperformance, there will
always be people who
question whether they still
work, or if they ever did.

Paul Tudor
Jones, o
founder, Tudor ...
Investment '
Corporation

If the Federal
Reserve is
planning to cut
Interest rates this year as far
as markets are predicting,
there’s one trade that should
beat the rest, reckons hedge-
fund billionaire Paul Tudor
Jones. “If | had to pick my
favourite trade for the next
12 or 24 months, it'd
probably be gold,” he tells
Bloomberg News. “l think if
it goes through $1,400 an
ounce, it goesto $1,700...
quickly. It has everything
going foritin aworld
where rates in the US are
conceivably going to zero.”
It's notso long ago - most
of last year, in fact —that the

US central bank was aiming
to keep raising rates steadily.
What has happened to derail
the process so rapidly?

Tudor Jones blames
escalating protectionism and
the trade war between the
US and China in particular.
“This rate-rising cycle was
cut short because of the
tariffs, so we need to see
what impact they’re going to
have.” That's presented both
the Fed and investors with a
challenge that most of them
haven’'t seen before.

“Remember, we've had
75 years of expanding
globalisation and trade, and
we've builtthe machine
around the belief that that
was the way the world was
going to be. Now all of a
sudden it's stopped and
we're reversing that.”

Tudor Jones reckons that
the consequences could be
ugly. “We haven’t seen
tariffs since 1929/1930...
| think it will have a bigger
Impact economically than
the market thinks” it will.
Indeed, “it's possible that
we go into recession...
and that rates in the US
go back to zero, and of
course, in that situation
gold’s going to scream”.
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City view

Luwvies should stay in London

The 1dea of spreading them around Is well meant, but the regions have their own 1deas

g' Matthew Lynn

‘ City columnist

It probably sounded like a good idea at the
time. Last year Channel 4, which is owned
by the government but funded privately,
decided to move its headquarters to Leeds,
as well as opening “creative centres” in
Bristol and Glasgow. According to its chief
executive, Alex Mahon, the relocation out
of London would mean the channel was
“even more open to new talent and new
voices from underserved areas” and would
“better reflect the diversity of all of the UK”.

The only trouble is, no one seems to have
bothered to ask the staff. When the moment
to pack up their desks and start house-
hunting came, nine out of ten staff members
decided to stay in London and look for new
jobs instead. All its senior executives ducked
the opportunity to lead by example and
decided to stay put as well.

Channel 4 has revenues of nearly £1bn,
so it is a sizeable business, and it can
probably survive that. But it is hard to
believe the exodus won’t have an impact on
performance, and

“It is hard to think of a more

of the capital risks losing
not just its best people,
but also the nebulous
yet crucial network of
contacts and suppliers
that made it successful
in the first place. The
second is that the major
cities are doing really
well all by themselves,
and they don’t need a
lot of reluctant London
television “luvvies”
suddenly turning up on
their doorstep.
According to a
report last year by the
Centre for Cities, the
fastest-growing cities in the UK between
2002 and 20135, in terms of population
and jobs growth, were Manchester, Leeds,
Birmingham and Liverpool. London came
in 20th place. Growth has been so sustained
in some of the growing cities that the issue
has been how to find enough space for
people and businesses. Regional cities have
been growing organically — by creating new
businesses, not by

F

recruiting all the new _ uprooting companies
people it needs could Cdtdstrophzc management from London and

be very difficultin a . o - ss  plonking them

city with no ready- decision in the last decade down elsewhere.

made pool of talent in the broadcasting
industry. It would be hard to think of a
more catastrophic management decision in
the last decade.

For years, the government has been
trying to rebalance the British economy.
But Channel 4 is making the same mistake
as government planners —to try and force
people to move out to the regions. There are
two problems with that. The first, as the
station has just discovered, is that they just
don’t want to. Any firm making a move out

Who's getting what

® Warwick Brady, the _g&
chief executive of
support services
company Stobart
Group, could be
in line fora £30m
bonus if the firm
can sell Southend
Airport for £2trn —
the top end of
valuations —reports This Is
Money. However, a “more
likely” sum for the sale is
£1.4bn, which will net Brady
£23m. The company capped
the bonusto "minimise
shareholders’ anger”, saying
it ought to have put the bonus
to a shareholders’ vote, but
Iits remuneration consultant
had said there was no need.
Athird of shareholders voted

MoONEYWEEK 21 June 2019

S againstthe
. remuneration
. report lastyear.

® Mark Carney
(pictured), the
governor of the
Bank of England,
has been handed
an “incredibly
generous” payment of
149,545 towards his
pension, says The Mail on
Sunday. The sum took

his total pay last year to
£883,911. Deputy governors
Ben Broadbent and

Jon Cunliffe each received
£82,820 in pension benefits;
Sam Woods was handed
£87,046; Dave Ramsden and
Jo Place got £55,214 each.

Manchester has been expanding in sport,
leisure, travel, logistics and design. Bristol
has been developing its own tech industry.
Liverpool has developed in life sciences and
education; Birmingham in financial services
and manufacturing.

How to encourage more growth

We need more policies to encourage that
orowth. Regional corporate-tax rates might
help, and possibly income taxes as well.
Both Scotland and Wales now have powers

® Chris Hill, the chief
executive of fund and
Investments supermarket
Hargreaves Lansdown,
Isto foregoupto £2.1m

In bonus payments

“until fund manager

Neil Woodford'’s troubles
are resolved”, reports the
Financial Times. Hill has
already apologised to
clients who had invested
heavily in the Woodford
Equity Income fund, which
Hargreaves Lansdown had
promoted in its “Wealth 50"
list of its favourite funds.
Hargreaves Lansdown’s
customers had invested
£2bn of the £10.1bn in
Woodford’s funds, says the
Financial Times.

Channel 4 is beading up north — its staff aren’t

=g -

to vary their tax rates and have started to
use them. If firms in Hull or Middlesbrough
paid lower rates of corporation tax, they
would have more money to expand and
could grow a lot faster. We could launch
tax-free enterprise zones to stimulate
business in run-down areas. A lot of
start-ups might decide they liked the look
of Sheffield, or Lincoln, or Swansea if it
meant they paid a zero rate of capital-gains
tax if their business was successful. It has
worked in the US and it can work over here
as well. More infrastructure would help too.
Thriving airports with connections around
the world have helped Manchester and
Birmingham claw their way back
to prosperity. We need more airports across
the country, and better rail and road links.
The UK’s regional cities have been
doing really well in the last decade,
restoring much of their former vibrancy
and prosperity. The gap with London on
wages and house prices is starting to close.
There are plenty of ways that trend can be
encouraged. What they don’t need to do is
import Londoners.

©Channeld

Nice work if you can get it

Bosses at energy firm SSE have seen
their total pay fall this year after profits
fell short of expectations and board
members missed their bonus targets,
says Mark Williamson in The Herald.
Despite a 3% rise in salary to £890,000,
chief executive Alistair Phillips-Davies’s
total remuneration for the year to the end
of March fell to just £1.656m, down from
£2.719m the previous year. Finance
director Gregor Alexander had his total
remuneration cut from £1.989m to
£1.261m. However, board members did
still receive long-term bonuses of up to
£390,000. In the same year, SSE lost
around 570,000 customers. Since taking
over in July 2013 - a period in which SSE's
share price has fallen by a quarter -
Phillips-Davies has been paid almost
£14m, says Oliver Shah in The Sunday
Times. “Any FTSE 100 boss is guaranteed
to become a multimillionaire if they can
hang on, regardless of performance.”

moneyweek.com
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Best of the financial columnists

Germany’s
shrinking
plutocrats

Editorial
The Economist

[f rich Americans think they are too low on the rich-list rankings, they
“fume”, says The Economist. Rich Germans complain when their ranking
“looks suspiciously high”. The country isn’t short of super-rich people; it
has the most of any country after the US and China. In February, Forbes
magazine identified 114 German dollar billionaires, more than double the
tally in Britain, and the German Institute for Economic Research estimates
that the combined assets of the richest 45 Germans are “roughly the same”
as those of the bottom 50% of the population. But German business barons
dislike the limelight. This is partly because they own “staid businesses”
—supermarkets (Lidl, Aldi) or cars (BMW, VW). It’s also because they

are nervous of arousing envy or hostility. Much of the German press is
left-leaning, and most German billionaires are not self-made but scions

of industrial dynasties, and some legacies are “tainted”. The Reimanns,

for instance, were “ardent supporters” of Hitler and permitted the “abuse
of forced labourers”. Globalisation and the “mingling” of international
plutocrats is changing things, but slowly. Take politics. Few have tried to
enter the fray, and none has succeeded. “Old habits die hard.”

Fintech must
catch up

with China

Anthony Hilton
Evening Standard

PayPal handles 250 transactions a second; Visa and Mastercard handle
2,000, according to the Alan Turing Research Institute. But China’s
Ant Financial (AF) handles an “astonishing” 250,000 a second, says
Anthony Hilton, and that figure is forecast to rise to one million in
2020. It is estimated that some 80% of China’s biggest cities are now
cashless, thanks to AF. The app can scan customers’ faces. Even beggars
have readers. AF has taken off because it gave retailers the app for “next
to nothing” and has then used “every transaction” to refine it. Unlike
Europeans, Chinese people don’t care about data harvesting, giving the
Chinese authorities a “massive advantage in bringing things to market”.
British banks, meanwhile, have been focused on operational efficiency
not transformation since the financial crisis, and are falling behind. What
happens when AF comes to London, brought over by Chinese tourists
who will assume contactless cash systems are the norm? As money

is sucked into AF, this could eventually create a liquidity problem for
banks. Meanwhile, the data will go to Beijing. The banks “still have the
customers”, but not for much longer. They need to digitalise — fast.

“Net zero

7
carbon
won’t work

Dominic Lawson
The Sunday Times

Theresa May is “single-mindedly determined” to secure her legacy in her
final few weeks as prime minister, says Dominic Lawson. Such vanity

is unedifying. Major investment in education is a “pet scheme” of Boris
Johnson, but May is anxious to secure the credit for such an overhaul, even
though it is clearly in the interests of the Conservative Party that its next
leader gets any credit, given that he or she will be fighting the next general
election. But this is “trivial” in comparison to May’s commitment to Britain
becoming “net zero carbon” by 2050. Chancellor Philip Hammond puts
the cost of this at more than £1trn. New Zealand, which has set a similar
target, estimates doing so will cost 16% of GDP annually. Such a figure
equates to around 70% of UK current public expenditure. In any case, what
Britain does is “almost irrelevant”. We are responsible for around 1% of
carbon dioxide emissions. China and India are growing at around 6 %-8%
a year (effectively an extra China and an extra India by 2030). It is equally
“delusional” to think we are leading by example. The reality is that we have
de-industrialised, outsourcing our manufacturing to China, which uses a
lot of coal. Our policies have actually increased global warming.

Scarcity
alarmists get
It Wrong,

George Will
The Washington Post

MoONEYWEEK 21 June 2019

Alarmists love to use scarcities as an excuse for state expansion, says
George Will. Yet they are so rarely right. In 1968, the “Stanford hysteric”
Paul Ehrlich predicted that hundreds of millions would starve to death as
agricultural production failed to keep up with population growth.

In 1972, MIT computer modellers foresaw civilisation collapsing because
of “non-renewable resource depletion”. Now, 40 years on, Bjorn Lomberg,
the “sceptical environmentalist”, noted that because technological
innovations had made mercury largely redundant, consumption (and its
price) had plunged. He also pointed out that we had mined far more metals
since 1970, including gold, copper and aluminium, than the “known”
reserves at the time. “Peak o1l” has been “exasperatingly” elusive too.

In 1914, the US government said oil reserves would be exhausted by 1924.
In 1939, the date shifted to 1952. In 1951, the government again said

the world had 13 years of proven reserves. Yet by 2006, reserves were
estimated at 1.2 trillion barrels. Then “along came fracking”. The truth is,
the combination of unforeseen technologies and population growth make
resources “proportionately more plentiful for the rest of us”.

Money talks

“When | was
asked to be a
model, at
first| said
no, | wanted
to finish
studying
marketing
at college.
My mum had
been saving up to
pay forit. Then |l realised
modelling would be a
good way to help my
family. Money was my
main driver.”
Supermodel Irina Shayk
(pictured), who grew up in
a small village in Russia,
quoted in The Sunday
Telegraph

“In Britain, the Marxist
hatred of profit subsists
happily with a Jane
Austen-like coyness about
where one’s money
actually comes from.

In Jane Austen, Trade is
ungentlemanly; in Marx,
It is wicked; in British
literary circles, it is
both. Given the nature of
the output of British
literary circles, this
wouldn’t matter very
much, except for the fact
that the attitude has
filtered down into the rest
of the intelligentsia, and is
nearly universal in the
public service.”
Theodore Dalrymple,
guoted in a Price Value
Partners note

“Every time a man
expects, as he says, his
money to work for him, he
Is expecting other people
to work for him.”
Novelist Dorothy L Sayers,
quoted in The Times

“My definition of wealth
isthe absence of fear
about what lies around
the corner.”
Stand-up comedian
Mark Watson, quoted in
The Sunday Times

“I've had to learn to say,
‘I'm sorry, | haven't
budgeted for any more
unpaid work this month,’
which is a nice way of
saying, ‘F**k you, pay me!’
ldon’t mind doing things
for free for charity, but
when it’s a conference at
which people are paying a
grand to attend and they
can’t afford to pay their
speakers, | do think: ‘You
might want to look at your
bottom line, mate.””
Food writer and activist
Jack Monroe, quoted in
The Observer

moneyweek.com
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Best of the blogs

Let nations go
their own way

project-syndicate.org
Donald Trump and other
nativist politicians complain
that global bodies trample on
national sovereignty, says Dani
Rodrik. Are they right? And is
there ever a case for meddling?
The challenge is to tread the
line between areas in which
nation states are and should
be free to do as they please and
those that should be regulated
by international agreement. If a
country raises its speed limits,
for example, that will affect
demand for oil and hence prices
on world markets. Investment
in public education will alter
a country’s comparative
advantage and hence others’
trading opportunities. But it
would rightly be considered
“absurd” for these to be
regulated by global bodies.

A new kind of world order
The case for global governance
has traditionally been limited

to two classes of problems.
The first concerns “public
goods” (or “bads”) — policies
that benefit the world at
large, but produce little or no
benefit at home. Controls on
greenhouse-gas emissions is
a key example. The second
concerns so-called “beggar-thy-
neighbour” policies — actions
that produce benefits at home
only to the extent that they
harm others. An example is the
attempt to extract monopoly
prices from trading partners.
The trouble 1s that real-world
problems rarely fit neatly into
either box. Subsidies, industrial
policies, employment-protecting,
tariffs, non-tariff measures
that deal with health or social
concerns, poor financial
regulations and inappropriate
fiscal policies, for example,
are not obviously examples of
either problem, and yet they
have increasingly become
the subject of international

©Getty Images

trade agreements and hence of
regulation by global bodies.

In fact, many such policies
look more like “beggar
thyself” mistakes than
anything. Trump’s trade
tariffs, for example, will first
and foremost harm the US
economy. Enthusiasts of global
governance must recognise
that most policy mishaps in the
world economy today occur as a
result of failures at the national
level, not because of a lack of
international co-operation.
“External constraints may

A historic step towards happiness

bloomberg.com/opinion

New Zealand’s government has produced the world’s first “well-being” budget, focused explicitly on

a single goal — using its limited funds to make its citizens happier, says Cass Sunstein. Among other
things, a lot of money will now be devoted to combatting mental illness, child poverty and family
violence. New Zealand has clearly been influenced by decades of research on the topic. That research
shows that money spent on mental-health interventions and helping people shift away from activities
that they especially dislike, such as commuting, will pay dividends. Social-support systems are also
critical: self-reported happiness surveys show that this is the most important determinant of how happy
people are. But it would be wrong to take this to mean that all this is more important than growth.
GDP per capita ranks next to social support in importance and should not be neglected. And legitimate
questions remain. It’s one thing to know that we should improve mental health, but what interventions
work? And too narrow a focus could prove counterproductive. It’s hard to know how defence spending
attects well-being, for example, yet citizens sutfer terribly when their nation is threatened or is at war.
Still, this is “an important step in the right direction. Other nations should follow the lead”.

Five lessons
from rowing

theconversation.com

[ followed a team of competitive
rowers as they set out on a
challenge to cross the Atlantic,
analysing their triumphs

and their difficulties as they

navigate the challenges of the
working world.

1. Get into a routine. That is
a good way to cope with stress
and make steady progress.

2. Focus on the goal and the
task at hand. “The only way of
getting through this is getting
the rowing done.”

3. Take time out to go to your
“happy place”. This helps you

recharge so you can return to
the task with perspective.

4, Take control. If you think
about the fact that you’re
bobbing around in the middle of
an ocean you'll terrify yourself.
“Build secure processes and
structures of team work and
focus on managing challenges to
create a sense of control.”

5. Seek support from others.

traversed 3,000 miles of ocean, “Being able to
says academic Caroline Rook. It helps if the team is all pulling together lean on each
The trial tested the team to other and offer
its limits, and the situations support when
they faced were often extreme, times are tough
but there is a lot we can all is a key skill in
learn from them about how to N B 2ny venture.”

moneyweek.com
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Countries must be allowed to
learn from their mistakes

in fact aggravate domestic
governance failures, insofar
as they empower particular
distributional coalitions at the
expense of the broad public.”
What we should hope for
instead 1s global governance that
promotes not globalisation, but
democracy. This would leave
most policy domains to national
regulation, but seek to promote
policies on transparency and
accountability and so on that
“allow for domestic democratic
deliberation without prejudging
the ultimate outcome”.

How to spot
a recession

economist.com/graphic-detail
Thereis “no shortage of hand-
wringing” on Wall Street over
the prospects of alooming
recession, says T he Economist.
But precisely when will it strike?

The yield curve, a widely
watched economic barometer, is
flashing red. The Economist’s
“R-word index”, which counts
how often the word “recession”
appears in news reports, is also
predicting gloom. But a new
measure based on joblessness
levels, devised by economist
Claudia Sahm, gives reasons to
be cheerful. Her measure would
have correctly called every
recession in the US since 1970.
It suggests that the chance of a
downturn occurring in the next
year is just 10%.

Where Sahm’s indicator falls
shortis timeliness. Both the
vield curve and the R-word index
predicted the 2001 and 2008
recessions a year in advance.
Sahm’s measure would give
investors a head-start of just a
few months. Today, the yield
curve suggests a recession may
be imminent and the US's
leading newspapers are
discussing recessions more
often than at any point since
2012. “Sahm’s work may soon
be put to the test.”
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Funds

Don’t buy the hedge-tund hype

Max King
Investment columnist

edge funds have existed

for many decades, but
it was in the late 1990s and
the early years of the new
millennium that they first
attracted popular attention.
Stripped bare, hedge funds
are just flexible investment
funds that seek to provide
consistent long-term returns
while protecting their investors
from the volatility of financial
markets. The popular
perception, however, is far
more alluring.

Hedge funds, operating from
discreet offices in Maytair,
Geneva and Manhattan,
promoted themselves as
exclusive investment clubs
taking financial innovation
to the limit. They made use
of financial instruments and
strategies such as futures,
options and short-selling
(betting on a price decline
by borrowing an asset and
selling it in the hope of buying,
it back more cheaply later).
They jumped between equities,
bonds, currencies, commodities
and assets — such as carbon
permits — beyond the horizon
of conventional investors.

And by swinging from heavy
borrowing to accumulating
piles of cash, from “net long”
to “net short”, they opened up
new dimensions of investment.

Returns from the successful
funds (the only ones you heard
about) were spectacular,

Shares in Sony went up
e DY 3% last week on the
el news that activist
B 1 investor Dan Loeb
s | owns a $1.5bn stake
and is pushing for
“dramatic changes”
atthe company, says
Bloomberg. Loeb’s hedge
fund Third Point suggested that Sony
sell its insurance business and stakes
in stocks such as Spotify, and that it
spin off its semiconductor business.
The newly independent entity could
be worth £35bn within five years, it
reckons. “We rarely find companies
like Sony that have a depressed
valuation, high-quality underlying
businesses, numerous options for
portfolio optimisation, and a capable

management team.”
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Ackman’s Pershing Square isn’t really a hedge fund

apparently justifying the huge
fees, conventionally “two &
207, a 2% annual management
fee and a 20% levy on all gains.
Private banks, endowment
funds and the rich queued up
to invest, with the hoi polloi
excluded by high minimum
investments and their being
open only to “sophisticated”
investors, given that they
operated offshore and outside
financial-market regulations.
This added to their mystique.

Luck, not skill

Returns in the early years
were helped by three factors.
Managers used aggressive
gearing (borrowing to invest)
to enhance returns; a limited
pool of capital was chasing

a much-expanded universe

of investment opportunities;
and hedge funds avoided

the millennium bubble in

the technology, media and
telecommunication sectors.
They invested instead in value
stocks and thus sidestepped the
2000-2003 market slump.

As the returns rolled in,
assets and the number of funds
kept growing. New managers,
eager for the lucrative fees,
cast their nets wider to haul
in investors. Pension funds,
happy to sacrifice market
returns in the good years for
downside protection in the
bad ones, piled in. Investment
trusts managed by hedge fund
“masters of the universe” were
floated on the stockmarket

@Getty Images

They have a habit of turning clients” money into their own. Steer clear

to allow “unsophisticated”
investors in. But when exclusive
clubs for the rich open their
doors to all passers-by, it’s best
to walk past quickly. Funds
found it increasingly difficult to
generate positive returns while
avoiding losses as a growing
amount of capital chased after
a fixed amount of market
inefficiency. The composite
index of performance compiled

by Hedge Fund Research has
underperformed the S&P500

Index for ten years in a row,

with respective average annual
returns of 4.2% and 13.7%.

Pedestrian returns
The ranks of listed hedge
funds have now thinned
drastically and the remaining
funds have all shrunk. The
performance of Bill Ackman’s
£4bn Pershing Square has
rebounded impressively, but it
IS Now an activist equity fund
rather than a hedge fund, with
no short positions. The chief
attraction of Third Point is
its 23% discount to net asset
value, as its five-year return is
only 9%, including the benefit
of sterling’s drop in 2016.
Hedge-fund managers have
been proficient at turning their
clients’ money into their own.
Mark Dampier of Hargreaves
Lansdown describes them
as “glorified gambling funds
that take absurd performance
fees from investors when they
occasionally do well, and
then close when the going gets
tough”. Steer well clear: only
the managers get rich.

B Neil Woodford has so far resisted calls for him to
waive fees - reportedly making the firm £100,000 per
day —for investors with money in his suspended
Equity Income Fund. “The suspension of trading has
provided... Woodford with some breathing room to fix
his fund; he should afford his investors the same space
and waive the fund’s fees while the fund is
suspended”, said Nicky Morgan, chair of the Treasury
Committee, quoted on the BBC. Morgan has also
successfully pushed for the Financial Conduct
Authority (FCA), the City regulator, to formally
investigate the events leading up to the suspension;
an enquiry was announced this week. The “debacle”
has raised concerns that the FCA may have been
“asleep at the wheel” as the fund manager “tumbled
into crisis”, Morgan told The Guardian’s Kayleena
Makortoff. The FCA says there is no time limit to the
suspension; investors will get their money back when
the fund can “operate in an orderly fashion”. Shares in
Woodford’s sister Patient Capital Trust, meanwhile,

are trading at a 37% discount to their net asset value.

Short positions... Woodford won't waive fees

B Neil Woodford is not the only
open-ended fund manager
holding unlisted companies, says
Ali Hussain in The Sunday Times.
The largest holding of unlisted
stocks discovered by the
newspaper’'s Money section was
in Invesco Income, which at the
end of March held 4.9% of its
portfolio in these assets. In
September 2018, that figure stood
at nearly 7%. Invesco’s High
Income and UK Strategic Income
funds hold 4.3% and 2%
respectively in private companies.
BlackRock, the UK’s largest asset
manager, would not detail the
exact proportion of unlisted
assetsin its funds, but said the
highest was in its Gold and
General fund, at 2.6%.

moneyweek.com



etirement has changed. Once,
you could rely on your employer
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D O YO U | 3 stopped working. Now, with very
few exceptions, it 1s up to you. As a result,
your saving and investment decisions
throughout your working life will determine
your standard of living in your golden years.
to provide you with the
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So how can you ensure that
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fO I yO ur retirement generating that income. We'll also look at

how to design the ideal retirement - whether
you want to down tools and head straight
for the beach, or build a new career around
your passions and interests.

Whatever your retirement
goals, this event will
bring you closer to
achieving them.
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profits:
ampions to buy now

the British

Move over, Germany and Sweden. There are several world-class UK engineers in profitable niches supplying
a vast array of industries with vital equipment. Dr. Mike Tubbs picks his favourites

“Geographical

When it comes to engineering, few investors would
immediately think of the UK. The “Mittelstand”of
successful medium-sized engineering companies

1s widely known as the backbone of the German
economy. There are also smaller countries that boast
several excellent engineering companies, Sweden
being one example. Yet there is also a set of British
engineering companies, they are global leaders in their
market niches and are the equal of — or superior to —
their German counterparts.

Britain’s Mittelstand

Engineering is a broad field. This analysis excludes
defence-engineering companies (in which the UK is
also strong) and the many successful unlisted UK
engineering businesses, such as Dyson and JCB.

[t concentrates on firms in electrical, electronic,
mechanical, fluid, automotive and chemical
engineering. They are all market-leading specialists
with a global presence. In most cases well over 90%
of sales stem from outside the UK and the group
has a firm footprint in all three main world regions
(Europe, the Americas, and Asia Pacific). Such a wide
geographical spread of sales reduces the impact of a
downturn in any one world region.

As leaders or strong players in their market niches,
they should be able to demonstrate high profitability,
defined as an operating margin (operating earnings as
a proportion of sales, or EBIT/sales) of 14% or more.
That gives us the nine companies in nine different
sub-sectors listed in the table below. They range in size
from AB Dynamics (with a market capitalisation of
£0.6bn) to Halma (£7.6bn). The 2018 EBIT/sales ratio
stretches from 14.1% to 39.1% for Victrex.

The nine most profitable specialist engineers

We will now briefly describe what each of the nine
companies does, their growth records, their dividend
yields and records, and the strength of their balance
sheets. We will then select the most promising on the

: : ' basis of their profitability, long-term focus —judged by
dtUEFStﬁ cation investments in research and development (R&D) and
tempers the capital expenditure (capex) — and long-term profitable
' growth records. These nine companies are all
tmpact Of: i international in outlook with the vast majority of their
downturnin | revenue coming from outside the UK (over 90% tor
' all but one). All specialise in relatively small niches in
ap thZCf/tlai' which they can be world leaders. AB Dynamics (Aim:
regiorn | ABDP) designs and makes equipment to test systems
Company Sub-sector Marketcap Salesgrowth EBIT/sales
2017/2018 2017/2018
AB Dynamics Automotive £0.6bn +51% 21.3%
Bodycote Thermal processing £1.5bn +5.6% 18.2%
Halma Electronics £7.6bn +11.9% 16.8%
Renishaw Metrology £2.9bn +13.9% 25.6%
Rotork Flow-control engineering £2.7bn +8.3% 18.0%
Spectris Productivity engineering £3.1bn +5.2% 14.1%
Spirax-Sarco Energy control £6.5bn +15.5% 26.0%
Victrex High-performance polymers  £1.8bn +12.3% 39.1%
Weir Group Mining and oil & gas £4.1bn +23.4% 14.2%
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for the car industry, including vehicle suspensions,
steering, noise and vibration. It also provides services
in the areas of design, safety engineering, prototype
manufacture and testing. It supplies all the major
automotive manufacturers and 95% of sales are made
outside the UK. Bodycote’s (LSE: BOY) expertise is in
the thermal processing of metals to improve strength,
durability, and corrosion resistance. It is one of the
largest companies offering such services, with 92%

of revenue coming from outside the UK. It also offers
metal joining, surface treatments and hot isostatic
pressing (HIP), which converts metal powders into
strong solid components. It serves industries including
renewable energy, aerospace, mining and electronics.
Major camera manufacturers are among its clients.

A dividend darling

Halma (LSE: HLMA) is a safety specialist across
several industries, with products including gas-
detection devices, pollution gauges, water-pipeline
leakage monitors, and food- and water-quality testing
equipment. Halma has a very high return on capital (a
key gauge of profitability) and the enviable record of
having increased its dividend by 5% or more for the
last 40 consecutive years. Renishaw (LSE: RSW) has a
global reputation for its precision metrology products
and also boasts a small but growing precision-
healthcare division (where offerings include robotic
surgical systems) that has just moved into profit.

The vast majority of its revenue is earned overseas
(Britain contributed 5% in 2018). Rotork (LSE: ROR)
is the world-leading manufacturer of equipment

to control the flow of liquids and gases. It has

a worldwide network to provide local services,
maintenance and upgrades. More than 94% of its
revenue comes from outside the UK.

Spectris (LSE: SXS) helps companies to improve
overall quality and productivity. Services include
materials analysis, testing and measuring, and
industrial controls. Applications include boosting
the recovery rates of oil and gas, improving the
performance of consumer electronics, and monitoring
contamination in the pharmaceuticals and fine
chemicals industries. The company combines
hardware, software and services to achieve improved
productivity and nearly 92% of sales are made
overseas. Spirax-Sarco (LSE: SPX) specialises in the
control and management of both steam and electrical
thermal energy. It is a global business with 127
operating units in 47 countries and 91% of revenue
comes from outside the UK.

Fantastic plastic

Victrex (LSE: VCT) is the leading producer of PEEK
polymer, a light but mechanically strong advanced
polymer resistant to chemicals and wear. It is used by
industries such as aerospace, automotive, energy, and
electronics. It has also been used in medical implants
in more than nine million people. Victrex is a global
business with 98% of revenue coming from outside
the UK. Finally, Weir Group was formed in 1871 and
has always been noted for its innovative pumps. It

moneyweek.com




AB Dynamics produces driving simulators for the car industry

now supplies a wide variety of products, including
pumps, centrifuges, valves and controls to the mining,
infrastructure and oil and gas sectors. More than 98%
of revenue comes from outside the UK.

Narrowing down the list
Companies likely to be good investments will show a
record of profitable growth and invest in R&D and
capex to maintain their growth edge over competitors.
They should also have strong balance sheets and a
reasonable price/earnings (p/e) ratio in relation to their
growth prospects.

The nine companies split into two groups — the first
with 2020 p/e ratios in the range between 12.5 and
17, and the second with 2020 p/es from 21 to 42. The
first group consists of Bodycote, Spectris, Victrex and
Weir, with Victrex at the top of the group with a p/e
of 16.9 and the others in the range 12.5-14.5. Victrex
invests around 5% of sales in R&D and has proved
able to find new applications for its advanced polymer
materials and continuously improve existing ones.
Recent progress has been made, for example, in dental
applications with an agreement signed last year with
Straumann Dental, one of the world’s top companies
in the sector.

Spectris also invests in the future, with about 7%
of sales invested in R&D. However, Spectris has a
mixed record of growth with earnings per share (EPS)
dropping from 2014 to 2016 and turning negative
in 2016. Bodycote’s profits also fell a little in each
of the two years from 2014 to 2016 and Bodycote
invests little in R&D. In the more expensive group
we have AB Dynamics, Halma, Renishaw, Rotork
and Spirax-Sarco. The two companies in this group
with high R&D investment are Renishaw (around

12% of sales) and Halma (with over 5%). R&D as a

moneyweek.com

percentage of sales is much lower for the others. AB
Dynamics works for the automotive industry, which
typically squeezes suppliers’ margins, so in the long
term the combination of low R&D and automotive
customers may well reduce margins. AB’s p/e of 42
does not therefore make it an attractive investment.
Halma, Rotork and Spirax-Sarco are all high-quality
companies, but look expensive for now.

What to buy now

Halma has just reported a 2019 pre-tax profits
increase of 20% and its shares are up more than 60%
since late October 2018, with a 2020 p/e of 36. Spirax-
Sarco’s stock has jumped by 49% since December and
now stands at a forward p/e of 31. Rotork is up 27%
since December 2018 and costs 21 times 2020 profits.

Renishaw is an interesting case, since the share
price has dropped by more than 30% since last
summer, giving a 2020 p/e of 24. The reason for the
drop is the cyclical reduction in demand from the
electronics sector and a recent fall in sales to China,
probably connected with the trade war. However,
Renishaw serves cyclical manufacturing industries
and has recovered from previous downturns.It
continues to invest heavily in R&D during downturns
to give its product range a boost for when the upturn
comes. And Victrex’s share price is down 62% from
its high last September.

In summary, the two companies to consider now
are Victrex and Renishaw. I would put Halma, Spirax-
Sarco and possibly Rotork on a watchlist for when
their valuations are lower. All five pay dividends,
with yields of 0.8% tor Halma, 1.5% tfor Renishaw,
1.9% for Rotork, 1.1% for Spirax-Sarco and 2.8 % for
Victrex; include the special dividend for 2018 and the
latter yield climbs to 6.8%.

21 June 2019

“Renishaw
1nvests
heavily
during
downturns
to boost

its product
range in the
good times”
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Small business

The FCA falls short

The City regulator lacks the power to police small-business lending

David Prosser
Business columnist

he results of the Financial

Conduct Authority’s
Investigation into the treatment
of small businesses by Royal
Bank of Scotland (RBS) have
sparked widespread anger. But
while there is fury over the City
regulator’s refusal to admonish
RBS bosses, whose actions the
bank itself now accepts were
unfair, much of the criticism
1s misplaced.

For victims of the RBS
affair, the injustice is keenly
felt, but the bigger issue at
stake here is whether such a
scandal could happen again.
Small-business lending is still
not within the FCA’s remit. So
if you run a small or medium-
sized enterprise (SME) and feel
you have been mistreated by
your bank, your ability to seek
redress 1s limited.

/%€ RBS

y

RBS accepts that it treated small businesses unfairly

annual revenues of less than
£6.5m and a balance sheet
worth less than £5m.

In addition, the FCA points
out that its senior managers’
regime, introduced in 2016,
gives it greater powers to hold
the executives of financial-
services firms responsible for
their actions. This isn’t quite

2 <The rogulator can {5
however. In now police business regulation
April, the ' s of business
government lendmg e Closely lending, but

extended the reach of the
Financial Ombudsman

Service (FOS), which considers
complaints from individuals
about financial services,
including bank lending, and
issues rulings with which
companies must comply.

The scheme was previously
closed to all but the smallest
businesses, but it has now been
broadened to include firms
with fewer than 50 employees,

does allow the regulator

to police the sector more
closely. Still, the support from
regulators remains limited.

The maximum compensation
the FOS can order has been

increased to £350,000, from

£150,000 previously, but

that may not be enough
for some.

In the absence of a regulator
or ombudsman to turn to
SMEs do have the option of
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suing their bank. But many
will fear the odds are stacked
against them given the legal
resources available to the
banking industry. Moreover,
firms that go bust face a set-up
that means even this option
may be off-limits to them.
When a company goes under,
it 1s the administrator who must
decide whether or not to launch
legal action. Sceptics fear that
the large firms that dominate
the administrator sector are
reluctant to take on the banks,
from which they receive referrals.
The Supreme Court is
considering changing the
law in this area to allow
small businesses to take
action for themselves in such
circumstances. However,
the government has already
rejected the notion that there
should be a new tribunal
established to consider small
businesses’ complaints about
their banks.

Nearly 60% of small and
medium-sized enterprises
(SMEs) have yet to begin
using cloud computing
services (where software
and other technology is
accessed online rather than
installed on company
premises), according to
research by financial-
services group Close
Brothers. One problem is a
lack of understanding: 73%
of senior decision makers at
SMEs said they did not know
enough about what cloud
computing entails. Security
Is also an issue: 36% feared
they could not trust cloud
solutions.

It’s important that SMEs
now overcome these
hurdles, for cloud computing
can level the playing field as
they compete eilE
against larger ._
rivals with &(ﬁ' ar
deeper " e

pockets. The
pay-as-you-
go model
employed by '
cloud
platforms _—
means SMEsdo “_ "=
not have to make =
large upfront
iInvestments in technology
installations, while they also
receive ongoing tech
support. When they need to
upgrade or acquire greater
computing power that can
be done automatically.

As for the security issue,
many large businesses have
now taken the view that
cloud computing providers
are better equippedto
deliver higher standards of
cyber security. So the need
for enhanced security might
be an argument for
switching to cloud, rather
than an impediment.
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® What will your
business do?

Boundary will offer a
state-of-the-art home-
security system that you
can install and monitor
yourself and control with
your smartphone. We
want to produce an
alarm system with
iImpressive features,
unbeatable reliability
and seamless
integration. We will also
offer affordable
monitoring plans with no
long-term contracts.

MONEYWEEK
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Boundary

You'll be able to choose
from self-monitoring or
professional monitoring
with a police response.
This will be possible
because our alarm will
conform to UK and
European standards.

® Whatis your greatest
achievement?

In our last business, we
built a software-as-a-
service product and not
only scaled that into
different countries but
also built ateam of 80

people and successfully
exited from the venture.

® What has been your
biggest challenge?
Starting my first
business was probably
the hardest project as |
had to overcome specific
challenges while
learning the general
basics of building a
business too. |l also
didn’t have a co-founder.
In each of my
subsequent ventures,
I've changed industry
and strived to do
something new and
bigger, which has in turn
created more challenges
along the way.

® What are your plans

raise enough capital to

for hitting your targets?
When we were starting
Boundary, we conducted
a lot of research into the
size of the market and set
our sights on reaching
100,000 installations,
achieving 2%-3% market
share. This, in
combination with the
pricing model we have
created, will bring the
business to an enterprise
value of £80m-£100m in
four years. We've also
researched our cost of
customer acquisition
through activities such
as building a mailing list
for Kickstarter; this has
allowed us to ensure we

fuel growth.

® What's the one piece
of advice you'd give to
fellow entrepreneurs?
It's all a process. Start
with your customer. I'm
a big fan of Bill Aulets’
book Disciplined
Entrepreneurship. It
provides a clear way to
testand setup a
business. Aside from
that: trust your instincts;
hire great people and
look after them well; and
delegate activities to
people who will do a
better job than you. This
will allow you to focus on
strategy and direction.

moneyweek.com



The Share Donation Charity

We collect small unwanted shareholdings, unlocking
value from them that would otherwise go to waste.
The funds we create are used to give millions of
pounds to thousands of charities in the UK and Ireland.
Your unwanted shares can make a difference.

Sharegift.org
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Personal finance

Nasty surprises in the small print

Look out for the devil in the detall of your travel insurance policy

N

LY

Sarah Moore
Investment editor

Most people are aware that
travel-insurance policies
can be fiendishly complex and
that you can end up with nasty
unexpected bills if you don’t get
the right level of cover. Most
people also, understandably,
neglect to read the small print
carefully before selecting a
policy. Here are some of the key
pitfalls to look out for.

In one story, reported in
The Observer last year, a
woman ended up with a bill
for £30,000 to cover the cost
of medical treatment abroad
for kidney problems. Her
insurance provider, Axa, would
only cover a third of
her care costs because she
had not declared a single
prescription for sleeping tablets
when she bought the cover
from broker Coverwise.

When asked if anyone on
the policy had in the last five
years suffered from a medical
condition that required
prescribed medication, she
had said no, and hence been
directed to a basic policy.

She was later reembursed

a condition.

the full cost of her treatment,
but this was presumably down
to The Observer’s intervention.
So this should not be relied
upon as an example of getting
away with failing to declare

Check medical conditions

It is crucial, then, to check your
insurer’s list of pre-existing,
conditions it must be informed
about before you travel. The
most common, according to

policies, as it may be cheaper to
go with two single ones.
Nevertheless, if you do buy
a joint or group insurance
policy, keep in mind that some
insurers charge individual
excesses — the amount you must
pay before you can claim. So a
claim affecting you and your
partner could mean a double
deduction, as independent
& consumer group Which
& points out.

The Guardian warns of a
situation where a couple was
charged two lots of excess

. because one partner had their

_% wallet stolen, containing money
& that technically belonged to

" both of them.

Similarly, if you got a family
policy and claimed cover of,
say, £500 because you had to
cancel your holiday, this could
be split between all family

F
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Your insurer could ruin your holiday if you’re not careful

Money Saving Expert, include
heart conditions (such as high
blood pressure), breathing
conditions (such as asthma),
cancer and diabetes.

for

Note that if you have, or members rather than apply
have had, mild asthma or high  per person.
blood pressure, you may still Finally, have a look at what
be able to get traditional —and  is covered under each category

of cover. With some insurers,
for instance, you may have to
pay more than one excess if
you are unlucky enough to lose
both your mobile phone and
wallet in the same incident.

therefore probably cheaper —
insurance. If you are travelling
with someone who does have a
pre-existing medical condition,
make sure you compare the
prices of single and joint

Gold is a safe haven asset - Gold is frequently us
asset in times of economic turmoil or geopolitical uncertain
advisors recommend allocating around 5% - 15% of their port

Gold has a history of holding its value - unii

1
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9 Reasons to Buy Physical Gold...

ed as a safe haven
ty. For this reason many
‘olios to gold.

Ke paper currency, gold

has maintained its value through the ages. It is an ideal way of

3
4

falling stock markets.

Scarcity - Deposits of gold are relatively scarce and new

gold holds value.

<

5 Reasons to buy from the UK's No.1*

1 Low premium investment gold and silver.

2 Free insured next day delivery.

3 Live product prices updated every two minutes.
4 Over 250,000 orders delivered worldwide.

5 Knowledgeable and friendly customer services.

= BullionByPost

The UK's No.1 Online Bullion Dealer”

certificates or ETF's all involve counterparty risk.

one generation to another. Plus, UK bullion coins are not subject to Capital Gains Tax.

Goldis a hedge - Gold has historically had a weak correlation to movements in
the financial markets and is frequently used as a hedge against inflation or to offset

s limited. This natural scarcity and high production cost is the ultimate reason why

No counterparty risk - when you invest in physical gold you own it outright.
You are not reliant on banks or financial institutions. In contrast, gold futures, gold

*Source: Experian Hitwise based on market share of UK internet visits March 2016 - March 2017
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Facebook wants to disrupt money

Hayek argued that corporations should compete with governments to issue currencies. Libra is the start

Dominic Frisby
Investment columnist

n his 1976 book, The

Denationalisation of Money,
economist Friedrich Hayek
made the case that businesses
should issue their own
currencies to compete freely
for use against government
currencies. The result would
be a general improvement
in monetary standards.
Hayek’s vision took a step
closer to reality this week as
social media giant Facebook
published the white paper for
Its own new currency: Libra.

Hayek envisaged that the
most successful money in his
scenario would be based on
a basket of commodities —
and thus its value would be
relatively stable. Facebook
appears to be taking his advice.
It 1s not backing its coin with
commodities, however, but
with “a collection of low-
volatility assets”. Libra will
effectively be backed by a
basket of currencies. This
would make it not dissimilar
to the International Monetary
Fund’s special drawing rights
(SDR) — foreign exchange
reserve assets

Coming soon: the bank of Zuckerberg

3

able to send and receive money
using WhatsApp or Facebook
messenger, just as they send and
receive messages. 1 his could
turn Facebook’s social network
into something far bigger and
more powerful: an economic
network.

There are many frightening
implications. If you fear that
Facebook has influenced the
outcomes of recent general

elections, how

which are “Facebook appears muchmore
part-US dollar, b bisia K b? powerful does
part-euro, o be taRing Hayer's i pecome
part-yen and advice on Currency” when it has an
part-sterling. international

It’s more like an exchange-
traded fund (ETF) than a
cryptocurrency. Indeed,

rather than follow the bitcoin
model, Libra is following the
“stablecoin” model, in which
cryptocurrencies are backed by
actual currencies — where, for
example, you might only issue
one crypto unit for every $1 in
the bank. Thus Libra will not
be highly volatile like bitcoin,
but will move more like a major
government Currency.

What is Facebook planning?
The goal is to create an
international payments system
which leverages Facebook’s
vast user base. Facebook says it
has 2.4 billion open accounts —
one in every three people on the
planet. WhatsApp meanwhile
has more than 1.5 billion

users —as many as 300 million
in India alone. Users will be

moneyweek.com

money system with more than
two billion users? How can a
government hope to tax and
regulate it, when it no longer
has control of money? And
what are the implications for
privacy? If you’re a Facebook
user, it probably already
knows more about you than
your spouse. How about when
it knows the details of your
spending too?

Facebook has framed the
idea with the usual Silicon
Valley gutt of helping “the
unbanked” — and it is likely that
Libra will liberate many of the
financially excluded, as soon as
they get their first smartphone,
just as Kenya’s M-Pesa did in
East Africa. But one suspects
that Facebook’s ultimate goal is
not nearly so altruistic.

Libertarian purists don’t like
Libra because it is not properly
decentralised in the way that

bitcoin is, despite all sorts of
crypto buzz words appearing
in the white paper. The left
doesn’t like it because it signals
yet more power and influence
heading the way of large tech.

Politics versus convenience
But, whatever ideologues might
think, in the marketplace
convenience usually wins,
and if Facebook can offer a
cheap, easy and efficient way
of sending money from phone
A to phone B, across borders
if necessary, then its potential
is huge. You’ll be able to pay
your taxi fares in Libra, your
Booking.com hotels and
holidays, your eBay purchases,
your Spotify subscription,
your phone bill — all at cheaper
rates than standard banks and
credit-card companies. A fully
integrated payments system
within a social network will
create a lot of opportunities
for a lot of people. It may also
provide a solution to the as-yet-
unsolved (to my mind at least)
problem of how to monetise
digital content online.
Unsurprisingly, the
authorities, particularly the
European Union, are up 1n
arms. French finance minister
Bruno Le Maire said Libra
must not “become a sovereign
currency’. G/ nations are
already establishing a group to
examine the risks the currency
poses to the financial system.
It’s as though they already
knew it was coming.

But Facebook won’t be
short of lobbying power — as
well as everyone’s “favourite
politician, Nick Clegg,
Facebook has hired bank
lobbying expert Ed Bowles,
who joins the company
from Standard Chartered
in September. Facebook is
well aware of its need to
get regulatory acceptance
for Libra. It has already set
up the Libra Association in
Switzerland to govern the
coin, and has partnered with
28 corporations, including
Visa, Mastercard, PayPal,
eBay, Spotify, Vodafone
and Uber. The presence of
these established firms in the
governing body is designed to
gain trust in the system from
both regulators and users.
It’s also worth noting who 1s
absent from the association.
No Apple, no Google, no
Amazon and — perhaps most
significantly — no banks.

Facebook itself will not be
part of the body, though it
will appear via its subsidiary,
Calibra. Calibra is the Libra
wallet (and controller of its

users’ financial and social

data). Like Facebook and
WhatsApp, Calibra will be

free. Don’t forget the golden
rule — “When something is free,
you are the product.”

In short, Libra is another
step in the evolution of Big Tech
as it grows more powerful than
national governments. The
implications are enormous.
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Investing in property

Berlin targets landlords

Sarah Moore
Investment editor

hares in German landlord

Deutsche Wohnen (DW)
have fallen by almost a fifth in
two weeks following news that
Berlin’s senate has approved a
draft bill for a rent freeze, or
Mietendeckel, which means
landlords will be blocked from
putting up rent on residential
properties for five years.

“If we don’t want to end
up like London, where even
lawyers and doctors have to
live with flatmates because
they can’t afford their own
apartment, then we have to
do something about it,” Olaf
Scholz, Germany’s finance
minister and vice chancellor,
told newspaper Frankfurter
Allgemeine Zeitung.

Germany is a country of
renters. However, monthly
rents in Berlin, where 85%
of people rent, have gone up
by 103% since 2008. This is
largely because the population
has increased more rapidly
than the housing supply, which
is restricted by planning laws.
Rents in the capital tend to be
lower than in other German
cities, such as Frankfurt
or Munich, but the increase
is higher than anywhere else.

The trouble with the rent
freeze is that it is likely to
deter potential landlords
and make the supply squeeze
worse, especially if building
regulations aren’t eased.
The measure must still be

Guess the price... Bramble Cottage, Bognor Regis, Sussex

This Grade ll-listed, semi-
detached thatched cottage
was originally a three-bay hall
house, and dates from the 16th
century. It has been fully
restored and retains its
original beams, brick floors,
and timber frame. Ilthas a
dining room with a large
inglenook fireplace with a
bressumer beam, and a triple-
aspect study with a vaulted
ceiling. The cottageis setin
brick and flint-walled gardens,
which feature an enclosed
area accessed from the
breakfast kitchen, as well as a
water pump and nearby well
head. But can you guess the
asking price? See the side of
this box for the answer.
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The German capital Is set to freeze rents for five years

Berliners have been squeezed by sharp rent increases
' AY

approved by the Berlin regional
parliament, but could be made
law by early next year, and

backdated to 18 June.

Campaign for confiscation
[f this wasn’t worrying
enough for German property
companies, campaigners

in Berlin are pushing for

a referendum on whether
landlords with more than
3,000 flats should have them
expropriated. They have
singled out DW which,

with 115,000 flats, is Berlin’s

largest landlord. Polls suggest
the measure could pass,
says Reuters.

Berlin has “an unusually
high number of big property
players when compared with
other European capitals such as
London, where even the biggest
landlord, Grainger, owns

only around 1,500 units”,
notes Philip Oltermann in The
Guardian. DW has questioned
the legality of the proposal,
although three legal surveys
(commissioned by the Berlin
senate) support it.
London-listed Phoenix Spree
Deutschland, whose shares
have also slid by a fifth, last
week reassured investors that
it had adapted to previous rent
controls and suggested the
freeze may be unconstitutional.
It’s also worth considering
that with rents frozen, property
development is likely to fall,
which could push up capital
values. However, given that
Germany’s Social Democrats
have raised the idea of a
national rent freeze, according
to Reuters, if you hold German
property funds, we think now
is the time to sell out.

Arcadia limps on

Philip Green’s retail group
Arcadia was granted a stay of
execution last week as
creditors voted to approve
seven company voluntary
arrangements (CVAs), a
controversial process that
allows companies to
restructure their debts in order
to fend off administration.

CVAs commonly involve a
reduction of the amount of
rent companies need to pay
their landlords. As so many
retailers have entered into
CVAs in recent years, this has
led to accusations that they
are using the mechanism
merely to duck out of rental
responsibilities.

Indeed, the vote on the
CVAs was originally
postponed when it became
clear that not enough parties
would vote in favour of the
arrangements.

Despite the delay, shopping
centre owner Intu, one of
Arcadia’s largest creditors,
voted against the proposal:
“we firmly believe that any
rent cuts... are unfair to our
full-rent-paying tenants and
notin the interest of any of our
other stakeholders, including
Intu’s shareholders and the
130,000 people whose jobs
rely on the success of our
prime shopping centres”.
Property funds British Land
and Hammerson were among
the creditors who voted in
favour of the CVAs.

The agreement should save
up to 17,000 jobs at Arcadia,
although realistically it may
just be pushing the group’s
problems down the line.
Arcadia can now cut rents by
up to 70% at nearly 200
locations, but will close 23 of
Its 566 shops and axe 520 jobs.
Once the arrangementisin
place, it will close a further 25
shops and cut 500 jobs.

Half an island fo

House hunters looking -
for seclusion can buy
half of a small tidal
Island in the Menali
Strait, North Wales, for
£1m. Ynys Faelogis one
of a collection of islands
off the coast of Menai
Bridge town. It boasts
“spectacular views”

r sale

595,000 Jackson-5tops 01243-786316

over the “magnificent
splendour” of the Menai
suspension bridge,
according to estate
agents Williams &
Goodwin. Thelotis
owned by Bangor
University, and the 3,860
sq ft building was until
recently used as a base
for educational

Yours for £1m

sessions. The near-2.5
acres of land features
beach headland and
water frontage, as well
as woodlands and
landscaped areas,
while there is also scope
for owners to develop
the land.
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Companies

Delve into Trifast’s nuts and bolts

This British supplier of fasteners has tightened up its act over the past decade

Richard Beddard
Investment columnist

Bad news 1n the British car

industry breaks almost
daily. Plant closures relating
to the sudden fall from grace
of diesel vehicles, fears for
the industry post-Brexit, and
falling car prices have been
major worries. One company
putting a more positive spin on
events, however, is Trifast (LSE:
TRI), which announced its
annual results earlier this month.

Trifast, which manufactures
fasteners (nuts, bolts, rivets
and screws), reported sales and
profit growth of 6% at constant
exchange rates in the year to
March 2019, but slightly more
than half of the gain in revenue
came from PTS, a company it
acquired at the beginning of the
financial year in April.

A third of Trifast’s revenue
comes from the automotive
sector. Trifast fasteners hold
dashboards together, for
example.
Despite all
the bad news,
Trifast sold 6%
more fasteners
by value to automotive
customers than it did the
previous year. As you might
expect, sales in the UK, the
company’s biggest automotive
market, contracted, but Trifast
continued to grow its relatively
small share of much larger
overseas markets.

Expanding abroad
The company’s strategy,
established in the wake of
the financial crisis more than
a decade ago, has been to
cosy up to big multinational
equipment manufacturers
— not just in the automotive
sector, but also in the domestic
appliances and electronics
sectors. The multinationals are
consolidating suppliers as they
standardise component design
around the world.

In theory, firms that
can supply wherever a
manufacturer operates have
an advantage over local rivals,
both in terms of physically
being able to supply equipment
wherever the client needs it
and in providing technical
support, which increasingly,

moneyweek.com

“Cosying up to
multinationals s
paying off”

the company says, drives
sales. Trifast’s fastest-growing
market is also its smallest,

the US, where the company is
investing heavily.

The numbers bear out the
theory. Through acquisitions
and its focus on multinationals,
Trifast has reduced its
dependence on
the UK. Five
years ago it
earned half
Its revenue
here, while today it is closer
to a third.

Meanwhile, it has expanded
its product range to include
more complex fasteners.

These are more profitable, and
less easily substituted for rival
products. Profitability has
steadily improved, while the
company has kept a lid on debt.

Return on capital in the year
to March 2019 was 15%, 2%
higher than Trifast’s ten-year
average, but although Trifast is
confident about its prospects,
trading is unlikely to be this
good every year.

Like many cyclical
businesses, Trifast’s history
resembles the plot of the classic
science-fiction story Nightfall,
which is written through
the eyes of a journalist on an
exotic planet witnessing what
may be the end of civilisation.
In the book, scientists have
calculated that the planet,
which has six suns, experiences
a total eclipse every 2,000 years.
Archaeological evidence of fire
and destruction tells the scientists
collective insanity took hold in
the unprecedented darkness and
wiped out earlier civilisations.

©Getty Images

Armed with this knowledge, the
scientists hope to stay sane.
Trifast’s customers are like
Nightfall’s suns: periodically
the light goes out. People buy
fewer cars and dishwashers
during recessions, and
when they do retailers and
manufacturers run down
stocks instead of ordering and
making more.

A more robust business
After the financial crisis of
2008, Trifast experienced

a near-catastrophic drop in
demand for fasteners, but
perhaps memories of that time
have inspired the company to
build a more robust business.
Trifast has impressively loyal
employees, many of whom
worked through the last
down-cycle when, by its own
account, the company lost its
way, its directors were booted
out, and a previous generation
of executives was invited

back to take over and lead the
company’s recovery.

The big worry about
exporters such as Trifast is that
rising trade tensions will bring
about another widespread
recession. However, the
hope is that the company has
diversified enough not only
to survive, but also to survive
relatively unscathed.

To reveal Nightfall’s ending
would spoil a great novella,
but Trifast is likely to make a
very good investment — if not
now, then next time there is a
total eclipse.

Kicking the tyres... inflated profits?

There is a lot of
change going on at
Trifast, mostly
acquisitions and the
renewal of the
company’s internal
processes and T
system, expected to
cost £1bm in total over
several years.

The standard
accounting treatment
of acquisitions such as
PTS and “Project
Atlas”, its IT upgrade,
requires Trifast to
deduct the associated
coststo arrive at the
profit figure. However,
the company believes
these are one-off
costs and do not

reflect the underlying
performance of
the business.

In 2019 Trifast
chose to exclude more
than £3m of expenses
related to Project
Atlas, nearly £1.bmin
acquisition related
costs, and share-
based payment
charges of more than
£2.5m from its
preferred profit figure.
Operating profit, so
adjusted, was more
than £24m, 42% higher
than the £17m figure
reported in its income
statement. Clearly,
when making these
adjustments, there is

an opportunity
for acompany
to inflate profits.
Investors will
argue forever
aboutthe finer
points, butitis
reasonable to
write off
acquisition
costs. Big
iInvestment
projects such as
Project Atlas are
more of a grey area as
companies invest all
the time. And there is
very little justification
forignoring share-
based payments,
which are routine
Incentives. The figures

21 June 2019

Trifast
Revenue — year to March 2019

used in this article
include the cost

of share-based
payments, and on
that basis Trifast
currently trades

on a debt-adjusted
price/earnings (p/e)
ratio of 18.
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Personal view

Stocks poised to profit
from the plastic problem

A professional investor tells us where he'd put his
money. This week: Mark Whitehead of the Securities
Trust of Scotland highlights three favourites

Global consumer goods companies are
prioritising phasing out plastic packaging.
The World Economic Forum estimates
that 95% of the value of plastic packaging,
or $80bn-$120bn annually, is lost to the
olobal economy because it is only used
once. A large amount of this plastic waste
finds its way into our oceans. Around
eight million tonnes of the stuff enters the
marine environment each year.

With these kinds of statistics making the
headlines, plastic pollution has risen to the
top of the public agenda. This has forced
businesses to adjust their approach to
packaging away from a “linear” single-use
model towards more sustainable methods.

Consumer activism
Consumer-goods companies have grasped
that the tide of consumer activism on
plastic waste has been phenomenal and
shows no signs of abating. In a sector
where brand strength 1s a key determinant
of long-term success, the risk of consumers
boycotting certain products because
of a lack of packaging sustainability is
a real concern —
not to mention
the increasing
regulatory pressure
we are seeing from
many governments. The European Union’s
ban on a raft of single-use plastics is due to
come into force in two years’ time.
Undoubtedly, there are costs associated
with moving towards a more sustainable
packaging model, including capital
expenditure on plant operations, the
switching of supply chains, and potentially
higher input prices. However, aside from
the regulatory and reputational risk of not
adapting, there is also an opportunity for
companies that innovate in areas such as
bioplastics or improved recyclability to
capture significant market share.

_ Alex | CAN'T BELIEVE THAT
A CLIENT HAD THE
FRIRRAAT TEMERTY T0 CALL US

“EC IN FOR A MEETINGON A
AN FRIDAY AFTERNCON...

MoNEYWEEK 21 June 2019

“Public concern over
packaging is forcing firms
to change their ways”

OF OUR WORKING WEEK..
CLIENTS HAVE ARIGAT

ESG: key to long-term growth

From an environmental, social and
governance (ESG) analysis perspective,
these kinds of issues are a vital
consideration for us in understanding a
company’s ability to deliver long-term
erowth. For many of the consumer goods
companies we engage with, moving swiftly
to a packaging solution that is more in line
with the circular economy — minimising
waste through recycling and reuse —1s
increasingly seen as not only desirable, but
imperative for their long-term operations.

For instance, UK drinks manufacturer
Britvic (LSE: BVIC) last year made
substantial investments in recyclable
packaging products at its UK plants.
According to the company, the result so far
has been a saving of 600 tonnes of primary
plastic, but the expenditure is also part of
a wider commitment to tackle plastic
waste as founding signatories to the UK
Plastics Pact.

The deal has been adopted by 42
companies who aim to make 100% of their
plastic packaging reusable, recyclable or
compostable by 2025.

Danone (Paris: BN),
another company
we actively engage
with through our
ownership, is supporting initiatives that
strengthen circular infrastructure, in
particular for countries without formal
collection networks. In addition, Danone
is launching 100% recycled polyethylene
terephthalate (PET) bottles in its major
water markets by 2021.

Likewise, PepsiCo (N'YSE: PEP) is
targeting zero waste to landfill across
all its direct operations through efficient
and responsible waste management by
2025. This includes designing 100% of
packaging to be recyclable, compostable,
or biodegradable.

BUT IN THE OLD PAYS THEY woulD
EXERCISE A DUE SENSE OF
CONSIDERATION. WHAT Yo

If only you'd invested In...
Puretech Health (LSE: PRTC)
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Puretech Health (LSE: PRTC) is an
American biotechnology group
specialising in treatments for diseases
of the brain, stomach, and immune
system. It conducts research through its
own internal laboratories and through a
network of affiliates, of which it retains
“significant ownership”. It also has
partnerships with universities and
pharmaceutical companies, including
Roche and Bristol-Myers Squibb.

It has yetto make a profit, but US
regulators have approved its affiliate
Gelesis’s Plenity obesity drug, so
Investors have piled in.

Be glad you didn’t buy...
Ted Baker (LSE: TED)
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Fashion brand Ted Baker (LSE: TED),
which operates around 500 outlets in
the UK and abroad, has had a lousy year.
The high-street downturn has seen
rivals offer deep discounts on their
products, and the “hug-gate” scandal
saw its founder Ray Kelvin resign after
being accused of forcibly hugging staff.
A profit warning in February was
followed by another last week. Chairman
David Bernstein has told shareholders
there is “definitely no crisis”, adding he
Is “very confident” the company will
bounce back. The share price is down
almost 60% in the last year.

BUT THEY WERE BOGUS ONES - PUT N
THE DIARY 50 THAT THE CLIENT AND |
COULD BOTH SLIP OFF EARLY FOR THE
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Upset for the world's happiest billionaire

Peter Hargreaves created a FTSE 100 company from scratch without borrowing or acquisition - and without
scandal — at least until the Woodford one blew up In its face. Jane Lewis reports

Peter Hargreaves reinvented
investment for the masses,
banking £4bn in the process.
But he also inherited the traits
of his frugal father who ran a
small bakery in Lancashire.
“He hates ostentation,
dislikes excessive borrowing,
and won’t even live abroad
to avoid tax,” observed The
Guardian in 2011. Last year,
Hargreaves — these days a
fanatical grower of dahlias
and amateur Egyptologist

— described himself as “the
happiest and most contented
billionaire on the planet”.
Imagine, then, the hell of

the past few weeks. Thanks
to its close links with fund

manager Neil Woodford,
Hargreaves Lansdown (HL)
— the firm he co-founded with
Stephen Lansdown in 1981
from his spare bedroom in

Bristol —is in the eye of one of the biggest
storms to hit the investment world in years.

Woodford’s cheerleader

HL stands accused of abusing its position
as the country’s largest investment-fund
“supermarket” to promote a poorly
performing Woodford fund in its favoured
“Wealth 50 list. “The company was not
Woodford’s only cheerleader,” says the
Financial Times, “but its meteoric rise
from a two-man operation to a pillar of

the FTSE 100 Index meant it was the most
influential.” HL clients “ploughed billions”
into Woodford funds. Hargreaves quit

as CEO in 2010 and no longer sits on the
board. But he still owns nearly a third of the
business, which, according to Forbes, has
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Hargreaves: a great boss is having his patience tested

“If I could get 1p from everyone in Britain,

I would earn £208,000 a year. From there it

b )

was a straight line to Hargreaves Lansdown

(or had) nearly $116bn under management.
With shares down by a fifth in a fortnight,
the founder who once chortled he was “as
rich as Croesus” has taken quite a personal
hit. But it is the besmirching of his baby that
will hurt most. “I have wanted to run my
own business since my time at Clitheroe
orammar school,” Hargreaves, 71, once
remarked. “I remember thinking if I could
get a penny from everyone in Britain,

[ would earn £208,000 a year... From
there it was a straight line to Hargreaves
Lansdown.” In fact, it took a while to get
there. Hargreaves trained as an accountant
in the 1970s ,“but hated it” and ended

up “being fired by Peat Marwick” (now

KPMG), says The Guardian. He calls it “the
best thing that ever happened to him”.

After stints with Unisys
and Whitbread, he had the
idea of using newspaper
advertisements to market
unit trusts to retail investors,
and teamed up with Stephen
Lansdown in 1981. They
set out to conquer the unit-
trust market — deploying
“Innovative tactics” to attract
customers, such as giving
rebates on commission
— and succeeded beyond
their wildest dreams, noted

The Times 1n 2007, when
HL floated with a £700m

valuation. A decade and a

technology revolution on,

the firm’s platform can

be used to buy pretty
much anything, bar property
and cryptocurrencies.

“Very few people have

created a FTSE 100 company
from scratch, without

©Reuters

borrowing or acquisition,” said the Daily
Mail last year when HL- at the peak of its
form —had just paid its co-founder a £60m
dividend. From the “discreet splendour” of
his idyll in Somerset, Hargreaves could bask
in the glory of building a financial firm that
had “achieved the unimaginable — success
without scandal”. With a promising second
venture — Blue Whale investment group —
already causing waves, surely a knighthood
must be only a matter of time. Well, jinx.
Hargreaves has always been renowned as a
oreat boss, once observing that you have to
praise staff when they do well “and refrain
from castigating them when they make
mistakes, because they will already be more
upset than anyone else”. Right now, that
patience is being sorely tested.

Great frauds in history... Jabez Spencer Balfour
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». Jabez Spencer Balfour
b ), was bornin Londonin
. 1843 and wenton to

found the Liberator
Building Society
in 1868. Thanks
largely to Balfour’s
connections,
. through his
family, with the
Nonconformist
community,
Its assets
quickly
ballooned.
Within a
decade it
was the largest
building society
in the land.
Balfour also set
up a variety of

property and development
companies, making the
most of the fame he had
garnered through their
apparent success to launch a
modest political career.

What was the scam?

The building society promised
to invest its depositors’ money
in building affordable houses
for working families. A large
chunk was actually lent to
speculative property schemes
that Balfour was involved in, as
well as to other parts of his
empire. To sustain the illusion
of profitability, Balfour
overinflated the value of the
assets his firms held. He also
set up fictitious transactions
between them so that he could

claim they were growing at a
fast rate and loot money from
them for his own personal use.

What happened next?

The bad management and
embezzlement meant that
Balfour’s companies had to
resort to borrowing increasing
sums, both from the building
society and elsewhere, in order
to pay dividends. Eventually,
their debt grew so large that no
one was willing to lend them
any more money, even at
interest rates of u<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>