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“No dark cloud can forever prevent the sun from shining!”
― Mehmet Murat ildan
When we wrote the quarterly update in April, we were in the camp that logic would prevail. We hoped
that there would be a resolve in the Ukraine, that inflation would peak, and interest rates would go
up but still at low levels compared to history. One thing we did say was that if anyone tells you with
certainty that something will happen then please take this with a pinch of salt!
It is fair to say that a great deal of our hope from the last update has evaporated. It is therefore very
hard to sound positive. We have just come out of two years of COVID and this has impacted many of
us in different ways. 2021 was supposed to be a fresh start. This then slipped into 2022 and now we
are faced with many different challenges.
What has happened in the Ukraine has created so much uncertainty and much of this is behind the
rising inflation. This is reminiscent of the seventies and although I was only a “wee boy” then, I have
often heard about the unrest and challenges faced by many.
So, what does the future hold? I will start with the negative and perhaps try and provide some
optimism at the end. On Christmas Eve 1979 the Soviet Army invaded Afghanistan, ten years later they
left. In that decade not only were countless lives lost, but also Afghanistan and Russia ended up in a
worst position. In fact, it is likely that this led to the collapse of the Soviet Union and really the end of
the Cold War.
Putin’s reasons for invading the Ukraine will be debated but it is likely he felt that the West wasn’t
united, with nationalism rising, political uncertainty and recovering from the effects of COVID, and
now was the best to time to make a stand against NATO. The Ukrainians didn’t give Putin an easy time
and it is estimated that in the first month Russia lost the same number of troops that they lost in the
whole of the Afghanistan conflict. And then the West rallied, providing military and humanitarian aid
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to the Ukraine. We now have a stalemate where we can see this war grinding on potentially for many
years to come.
Two things could come from this: will this be like the 1930’s and / or is this another Cold War? With
the rise of the Hitler, it was clear (in hindsight) that the ambitions were beyond the borders of
Germany. It seems that for Putin this is more about stopping NATO, and with what has happened it
would be unlikely he would want a wider a conflict.
So then we turn to a Cold War scenario. This seems much more likely. Russia still controls a lot of gas
and oil coming into Europe and in the short term this could be one of the greatest weapons in this
conflict. But longer term I think we can expect a more alienated Russia and this could remain for many
years to come.
So, with the here and now. We are looking at inflation rising fast, central banks uncertain how to
respond and therefore raising rates, rapidly declining growth, shortages of goods and labour, political
instability, a rise in the power of the unions especially in the UK and what looks like a global recession
in 2023/24. It feels like the dark clouds are very dark indeed.
However, if we push forward two years, we may view things very differently. These are only guesses,
but inflation will drop back, and this could be at 3% to 4%, and interest rates may peak in the UK
around 2.5% and the US around 3%, but could we be in a place where these are coming down.
There is a lot of talk about this being the worst returns ever for the start of a year. Investing is not
about a 3-month return, it is about five years plus. Taking data from Fidelity investing, in global equities
over 30 years up to 31 March 2022 has delivered a positive return of +9.72% p.a. Even with all the
uncertainty over the last five years the return has been +11.85% p.a.
Fidelity also argue that doing nothing is the best thing to do. Over 15 years, leaving money invested
has returned +10.15% p.a. Excluding the best 30 days has returned just 1.37%.
And taking data a little further using data from JP Morgan, the difference in performance is staggering.
Using large cap equity over 1 year the range of returns is between +61% and -43%. Over 20 years this
is between +18% p.a. and +4% p.a.
In summary, we are in a very difficult period and markets really don’t know how to price both equities
and bonds. This is creating volatility. Volatility is uncomfortable but normal. Using the FTSE All Share
Index from 1986 to end of December 2021, the average intra-year decline has been 15.5% but the
annual returns have been positive 25 of 36 years. The years with negative returns were 1990, 1994,
2000, 2001, 2002, 2008,2011, 2014, 2015, 2017 and 2020. Markets will find a bottom. We don’t when
but when they do, and when they feel there is more certainty then that is where opportunities will
arise.
George Ladds
George Ladds, Director, July 2022
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Responsible Investing

This has become a really interesting area of debate. What is responsible investing? To achieve utopia
we need commodities which are often seen as “dirty”. So, where does that leave us?
Europe is reliant on Russia for oil and gas. I read an article written in 2008 that said that the EU27
currently relied on Russia for 38% of their natural gas imports, and expected this to rise to 50% to 60%
over the following decade. At the same time renewable resources accounted for around 2% of energy
resources. This has been a crisis for a long time, and the war in Ukraine has galvnised the need for
change.
We know that there is greater investment in renewables but this cannot happen overnight and
therefore oil and gas remains a need until other soruces of energy can be developed and put in place.
To develop wind turbines, electric vehicles, pipes etc you need metals. The point is that to get to a
cleaner world we need dirty commodities.
There is also some debate as to whether the crisis in the Ukraine will increase the drive to renewable
energy, but whichever side of the argument we sit it is clear that something has to be done. EU nations
will look to other sources to supply energy but longer term they will want to be less reliant on one
nation and so if we look out in ten years time then it is likely that the need for oil and gas will have
come down considerably.
In terms of metals, if you need these for electric vehicles, cables, renewable products then the demand
is there. If places like Russia can no longer supply some of these commodities it creates a shortage but
the need is still there.
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So the balance is about making a more sustainable world but at the same time using the resources we
have. One area we are seeing as gaining more traction is company behaviour.
In a more challenged enviroment we are seeing that the ethics of a company are important. This is
about how they treat staff, how they respond to the eco system around them and how management
behave. We have used the example of VW where poor management led to the diseal gate scandel. In
a more open envrioment bad news spreads quickly so good companies get rewarded, and poor
companies don’t!
So to summarise, responsible investing is more about a careful balance. In terms of companies the
ethics are crucial and this is where investors have the potential to make money. When we consider
the enviroment then we cannot exclude oil, gas and metals as these are needed to bring us to that
perfect place. The war in the Ukraine has highlighted what we already knew but is likely to galvernise
states to move more towards renewable sources of energy, but this will not happen overnight.
It is worth adding that the move to renewable energy will be inflationary and this will be a factor that
keeps inflation at higher levels moving forward.
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US, EUROPE & UK
Five year returns 1 July 2017 – 30 June 2022

Special note to graph: You should note that past performance is not a reliable indicator of future
returns, and the value of your investments can fall as well as rise. The total return reflects performance
without sales charges or the effects of taxation but is adjusted to reflect all on-going fund expenses
and assumes reinvestment of dividends and capital gains. If adjusted for sales charges and the effects
of taxation, the performance quoted would be reduced.
I think we must take a different view to our last update. The US vs Europe and the UK is important to
consider. Inflation is impacting all countries and central banks are struggling to find a way forward.
The dynamics are difficult with inflation high and elements of this likely to drop back, increasing
interest rates dampen inflation and then a labour market which is unusually healthy.
We can debate when, but the reality is that inflation will peak and then it will drop back. At what level
it peaks we don’t know. Some think as high as 11%, and then the feeling is that it can drop to around
3% to 4%.
Raising interest rates to combat this seems the weapon of choice especially in the UK and US. Rates in
the US could go as high as 4% and the UK 3.5%, but it is expected that they will come down and may
settle somewhere in the region of 2% to 3%.
We know that this is already having an impact. In the US the impact is less felt as most mortgages are
on 30-year fixed rates, but it does mean that people are more cautious in both buying and selling. So,
we are starting to see a slowdown in the housing market, but in terms of money in people’s pockets
this is not a problem.
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In the UK it is different as people will be on fixed rate mortgages normally with terms of between 2
and 10 years. These will be starting to come to an end. Over the last couple of years fixing these rates
has been at levels around 1% to 1.5%. As people come to the end of their terms, the rates they will be
paying are likely to be considerably higher. Add into the mix a rise in energy and food prices and the
picture is bleak in the short term.
There are factors that are slightly different, and we don’t know how this changes things, but many
people have saved cash over the last couple of years, and this can be used for a time to offset increased
costs, and the employment market is healthy.
But data is coming out showing consumer confidence both in the US and UK as falling. Also, growth
expectations are now muted to around 1% maximum. Companies are also less confident, and those
companies with higher debt face higher costs which in turn means they need to find ways to save
money. Equally, the new tech companies will find it harder to raise capital. So, there is presently a
great deal of uncertainty.
Turning to inflation, we indicated this will peak and then begin to decline but this won’t be quick. The
first reason why inflation will take time to comedown is lockdowns in China will mean that supply
bottlenecks are likely to continue for some time.
The second reason is commodity prices; energy prices remain high and upside risks remain, and food
prices climbed by over 20% this year and the increase in fertiliser means this will not come down fast
(especially as much of this comes from Russia and Belarus).
The third reason is that service sector inflation is picking up. Rising service sector activity is likely to
need more workers when unemployment is low and wages rising. There is a danger that this could
drive inflation higher if there is a wage-price spiral.
We would add a fourth that is interconnected with three and that is the rise in demand for inflation
busting pay rises. To pay for these the money must come from somewhere.
There is no doubt in the short term everything is focused on inflation, interest rates, energy, and the
war. The US may be more protected as they are sufficient in terms of energy, but rising interest rates
and inflation does indicate a slowing of growth and there are fears of a global recession led by the US
in 2024. The markets are finding all this noise hard to digest and so we are seeing extreme volatility
within the markets. According to Bloomberg the S&P500 is now poised for its worst first half since
Richard Nixon’s presidency.
Markets also seem to have little confidence in policy makers, especially in the US. Interestingly
companies in the US that have struggled to fill roles are now asking whether they need those roles.
This means that companies like Amazon and Walmart have started to dial back on their recruitment
plans. Job postings have slowed in recent weeks, and this is across hospitality as well as tech. The
question many are asking is do we actually need all of these jobs?
More than six out of ten CEOs expect a recession before the end of next year, and 15% already feel a
recession has hit.
In Europe a recent study showed that corporate distress is at their highest levels since August 2020.
Companies are struggling with rampant inflation, with firms forced to pay more for everything from
fuel to labour. Then raising rates means it is becoming more expensive for companies to refinance.
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Rising prices and uncertainty impacts consumer confidence and it can bring political instability.
Macron knew when he was voted back in that it wouldn’t be easy. The recent elections have seen the
far-right party of Marine Le Pen take 89 seats a tenfold increase. The highest previously was 35 in
1986. The party had worked on appealing to the disenfranchised voters, and this clearly worked. In
times like this that appeal to the disenfranchised, is likely to be heard.
It is worth watching events in Italy and Mario Draghi as the anti-establishment Five Star party starts
to fragment. Elections are looming next year and major concerns surround energy, food security,
migration and recessions. Draghi has little sympathy for Moscow and is pushing for a stronger EU coordinated action to support the Ukraine, whereas as public opinion is not pro-Russia but they are
concerned that NATO are inflaming the situation.
There are also signs that where the EU was becoming more unified, this is now becoming fractious.
The German Foreign Policy Adviser indicated that the focus should be less on helping the Ukraine and
more about future relationship with Russia.
Europe / EU are at the heart of all the challenges with so much reliance on Russia and the Ukraine.
Rising food and energy prices are impacting consumers. The region produces more agricultural
products than it consumes but it hasn’t been insulated from the surge in food prices. It has seen the
biggest increase in the price of food since the single currency was launched in 1999. Annual food
inflation is higher than the US and UK.
The ECB have said they will start to raise rates in July to combat inflation so there is much uncertainty
in the short term, and this is feeding into politics which adds to the degree of uncertainty.
Touching on the UK there are many challenges. Inflation keeps increasing and is now at a 40-year high.
Energy, food, motor fuel and clothing account for half of the jump in prices and the Bank of England
expect rates to go above 11% this year. Citigroup, Bank of America and Standard Bank also feel that
there is additional challenge caused by the economic damage wrought by the decision to cut ties with
the European Union.
They believe inflation will remain higher than normal due to immigration controls and supply chain
disruption. They feel the economy is fragile and needs fiscal support which is unlikely to happen. The
world has also changed since 2016 and replacing access to the EU’s single market with labour and
goods from elsewhere has been a challenge with very little success in setting up new trade
agreements, and already there are signs that the Brexit deal is coming under pressure.
There is also a lot of discontent with the government, and the unions seem to be taking advantage of
the instability to force massive pay rises which if they win will have to be paid for somehow!
In summary, in the short term there is so much uncertainty. Inflation will peak and it will come down
but what damage it leaves remains a question to answer. There are signs the housing market in the
US is slowing and that companies are pulling back on recruitment. In Europe we are seeing signs of
political instability, and the UK is struggling not only with inflation and post COVID impact but also the
fallout of BREXIT. Longer term, if we can see inflation around 3% to 4% and interest rates at 2% to 3%
then there will be the new world. The green energy revolution, move away from reliance on the likes
of Russia and bringing supply chains to home are all positive. We just need to get to that place first.
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EMERGING, ASIA AND FRONTIER MARKETS
Five year returns 1 July 2017 – 30 June 2022

Special note to graph: You should note that past performance is not a reliable indicator of future
returns and the value of your investments can fall as well as rise. The total return reflects performance
without sales charges or the effects of taxation but is adjusted to reflect all on-going fund expenses
and assumes reinvestment of dividends and capital gains. If adjusted for sales charges and the effects
of taxation, the performance quoted would be reduced.
Emerging markets remain very attractive in terms of valuations, and many of the markets offer great
opportunities but care needs to be taken. China is walking a tightrope between Russia and the West.
As we showed in the last update China is more of a global player and to grow they need global trade.
As they indicated in this year’s BRIC summit, they don’t agree sanctions are the best way forward.
President Xi highlighted that all these do are hurt others and hurt oneself leaving people around the
world suffering. If you consider the blight across the globe, you cannot really argue against this but
equally it is hard to know what the alternative is. China is not alone with around 35 countries abstained
in the vote to condemn Russian action and most of these were from Asia and Africa. The world is
fractured and it feels that we are back to the West trying to show we are better than others.
Whilst the West has struggled with the rise of China it seems the tide is one they cannot change. China
and other economies across Asia are leading the way across the digital economy, smart
manufacturing, clean energy and infrastructure.
The invasion has delivered mixed results across emerging markets. Emerging European (Hungary,
Poland, Czech Republic, Greece, Turkey) and Egyptian equity markets have been some of the worst
performers given the dependency on energy, grain and tourism.
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On the flip side, as Russia is no longer part of the MSCI index, Latin American markets have benefited
from higher commodity prices. Additionally Saudi Arabia and South Africa have also benefited because
of their large exposures to commodities. Asia has therefore lagged as its exposure to commodities is
around 10%.
Russia was a small part of the MSCI Emerging Markets Index but is critical in the resource trade; 10%
of petroleum, 20% of natural case and 17% of wheat comes from Russia. See the chart below which
shows Russia’s commodities reach.

As of 18 March 2022
Note: Coal figures combine thermal and metallurgical; liquefied natural gas and pipeline gas are also
combined. Source: UN Comtrade Database (metals); International EnergyAgency (coal); UN’s Food
and Agriculture Organization (wheat; sunflower oil); Joint Organizations Data Initiative; Bloomberg;
Eurostat; BP (crude); TradeData Monitor; Green Markets, a Bloomberg company (fertilizer); BP (gas).
Ukraine is also a key global resource provider as the table below shows (top 10 importers of Ukrainian
Wheat)
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As of 31 December 2020
Source: Financial Times, Observatory of Economic Complexity, US Department of Agriculture
If you add the two together then you can see the risk to global food security:

As of 31 December 2020
Source: HSBC, International Monetary Fund, World Bank
We understand why Egypt has struggled as around half the nation’s total consumption of wheat comes
from Russia and the Ukraine. With higher oil prices added into the mix this makes it very difficult for
the Egyptian economy.
Brazil and other Latin American economies are more self-sufficient, and Brazil seems to be lifting out
of recession. Brazil has also seen an increase in foreign inflows of money. But care should be taken
with the election in October where markets view that President Luiz Inacio Lula da Silva will win.
In summary, there will be volatility in emerging markets but this is part of investing in this region. But
valuations are cheaper and careful stock picking provides many opportunities. In the short term the
impact of Russia and Ukraine will be felt but like everything the world will adjust. We may not always
agree with China but there is some truth in what they say and the power play between West and East
never goes away. What changes is hard to see. However, as the West grabbles with inflation and
slowing economies, there are many Emerging Market economies who are taking the lead across areas
like the digital economy, smart manufacturing, clean energy and infrastructure.
We still believe this is an area that shouldn’t be ignored.
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CASH
Five year returns 1 July 2017 – 30 June 2022

Special note to graph: You should note that past performance is not a reliable indicator of future
returns and the value of your investments can fall as well as rise. The total return reflects performance
without sales charges or the effects of taxation but is adjusted to reflect all on-going fund expenses
and assumes reinvestment of dividends and capital gains. If adjusted for sales charges and the effects
of taxation, the performance quoted would be reduced.
Things have changed and we could see interest rates settle from peaks to around 2% to 3% in an
environment of inflation of around 3% to 4%. What this means in terms of cash savings is difficult to
predict but it is likely that cash will attract higher savings rates.
It will remain a negative producing asset, but some may argue a 2% “return” is better than the near
0% they had before. In a period of market volatility this perceived safety may be attractive.
The chart below is really helpful in understanding the asset class risk-return trade-off.
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Investing should always be seen as long term. It will be volatile but this is what delivers the returns.
Although interest rates will be higher, so will inflation.
In summary, the chart below is very powerful and one to consider.
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CONCLUSION
This may have felt like a really negative update and there is no denying it feels worst because we are
in the midst of the noise. If we can look two years forward, what could we see:
1. Inflation around 3% to 4%
2. Interest rates around 2% to 3%
There is likely to be a global recession that can be bad for equities. Equities tend to rise going into a
recession then decline and then rise again. How long it lasts depends on the severity and the valuations
when it begins. Some of the best days in the stock market occur during this period.
Some feel we are already in a recession. The chart below paints a really powerful picture of staying
invested. Holding steady however difficult is often the best thing to do.

Global Equities
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-0.48%
Exc best 40 days
-0.48%

% P.A. Return

Past performance is not a reliable indicator of future returns. The charts show selected extreme
scenarios and are for illustrative purposes only.
Data source for chart and table: Datastream as at 31/03/2022. Indices calculated in GBP, based on
daily returns/closing prices, disregarding inflation. The following indices were used: FTSE All Share
Index (UK equity market) and MSCI World Index (global equity market). The chart shows the average
annual performance of the said indices over the whole period from 31/01/2007 to 31/03/2022
compared with the performance over this period excluding the best 10, 20, 30 or 40 trading days.
Fidelity has been licensed by FTSE International Limited to use the name FTSE All-Share Index.
It is important also to use the power of diversification. It is not about trying to guess which market is
best. Each asset class has its own characteristics and return drivers so they will behave in different
ways.
The chart below shows asset class returns over the last ten years:
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And it is worth finishing with the chart below:
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In summary, we know that the short term is uncertain and the noise is relentless. Whether it is
inflation, interest rates, cost of living, Ukraine / Russia, China, COVID etc it just feels that nothing is
changing. The reality is that at this moment in time, if the markets can’t settle on a common thread,
then it is unlikely any economist can do the same. This means there will be many mixed messages as
people try to unpick what is happening.
I have always been driven by data and logic. In terms of Russia and Ukraine I don’t think we are in a
1930’s scenario I don’t believe Russia would invade another country. The risks are too great. I do
think that Russia could be stuck in Ukraine for many years and what changes is either a change at
the top in Russia or the Ukraine. In terms of global supplies, the world will adapt but it won’t be
easy, and this will keep inflation higher. There will be winners and losers. Valuations globally are
cheap. It doesn’t mean that we have reached the bottom, but we will at some point. My view is that
companies which need finance to develop will find it harder to so those growth companies with no
profitability yet may struggle, and equally companies with large amounts of debt may also struggle.
The sweet spot is likely to be quality companies with profitability and low levels of debt. Globally,
don’t discount parts of emerging markets, and Europe, once it comes out of this current uncertainty,
could surprise as it moves away from its reliance on Russia.
We are in interesting times but over the course of history we have been in similar places. It feels
dark but the sun will shine again.
General disclaimer: The data has been sourced from external sources (the charts for example are
from Morningstar) and although we have looked to ensure this is as accurate as possible, we are not
responsible for data they supply.
The view on markets is written in a personal capacity and reflects the view of the author, it does not
necessarily reflect the views of LWM Consultants. Individuals wishing to buy any product or service
because of this update must seek advice or carry out their own research before making any decision.
The author will not be held liable for decisions made because of this paper (particularly where no
advice has been sought).
Please also note past performance is no guide to future performance and investments can fall as well
as rise.

LWM Consultants Ltd is authorised and regulated by the Financial Conduct Authority. FCA Number
728107. Registered in England & Wales under Company Number 07408315. Registered Office: The
Garden Suite, 23 Westfield Park, Redland, Bristol, BS6 6LT
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