
 

 

 

 

 

 

4th November 2008  

Investment strategy update 

In response to numerous client enquiries following recent marked volatility across all asset classes, 

and some tentative signs of recovery by stock markets, we would like to share the following 

thoughts. 

 

While equity markets appear to have stabilized at current levels (levels equating to peak-to-trough 

declines of roughly one third, or more, over the past 12 months), it would be premature to say 

that we are now òout of the woodsó. We are still in the midst of perhaps the most savage asset 

deflation in history, given the monumental asset deleveraging now being undertaken by the worldõs 

banks and financial institutions. 

 

To this extent, the investment game has profoundly changed. For the near to medium term, the 
nature of the game is to preserve capital, rather than simply to chase investment returns. We 

would therefore be recommending the following strategy / strategies: 

 

 

1) Retain core strategic cash exposure as part of a balanced portfolio. Given the ongoing 

perception that banking counterparties are still not truly òsafeó, deposit holdings may need 

to be spread among a number of institutions to benefit from the guarantee limits of the 

Financial Services Compensation Scheme (essentially, £50,000 per account holder). Cash is 

still the only asset class that cannot decline in nominal terms, and is a ômust ownõ asset in a 

deflationary environment. 

 

 

2) Maintain exposure to a ladder of shorter dated UK Government bonds, from 1 year paper 

out to say 5 or 6 year maturities. We expect UK base rates to be cut sharply.  The least 

vulnerable part of the Gilt yield curve is the front end, i.e. short to medium term Gilts, 

which should benefit from rate cuts while being less affected by fears of the inflationary 

impact of future Gilt issuance to pay for the governmentõs extensive banking sector 

support. We expect the Bank of England to orchestrate yield curve steepening to help 

banks rebuild their revenue base, which would again be supportive for shorter dated Gilts. 

 

 

3) Build (or rebuild) selective equity exposure to either defensive blue chip stocks (the classic 

defensive sectors being food, brewing, tobacco, utilities and pharmaceutical stocks) or to 

ôbombed outõ former growth stocks now trading at very undemanding multiples that are 

already pricing in a savage recession. Examples of the latter would include BP (forward 

price / earnings of 5 times and a yield above 5%), Royal Dutch Shell (similarly rated), and 

for the more aggressive investor, the likes of Lamprell (junior oil rig services company with 

a strong balance sheet and order backlog, on a p/e of 5 and a yield above 6%) and 
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Severfield-Rowen (steel construction business with little debt, a healthy order book, p/e of 

4 and a yield of over 13%). 

 

 

4) Look to add to holdings in physical gold (for example, via exchange-traded funds, or funds 

investing into gold mining companies ð which are now trading at close to their cheapest 

discount to the gold price in history) on weakness, as portfolio insurance against further 

currency depreciation. 

 

 

5) Certain other markets and sectors (eg Japan and small cap Japan) now look compelling on a 

valuation basis (the majority of the components of Japanõs Topix main index now trade 

below book value, for example), but in general we would encourage clients to remain 

highly selective, and to avoid chasing bear market rallies across equity indices as a whole.  

 

 

6) The ônew investment paradigmõ now, ironically, looks a whole lot like the traditional one of 
stocks (subject to the caveats above), bonds (primarily in shorter dated AAA government 

markets) and cash (held with the healthier financial institutions): investment options that 

are visibly simple, liquid and transparent. Assets and investment vehicles heavily 

dependent on high degrees of leverage, or complexity, are to be avoided. 

 

 

For other specific recommendations and for ongoing advice about existing holdings, please contact 

your regular consultant. 

  

 

Tim Price      Ross Hyett 

Director of Investment    Senior Partner 

PFP Wealth Management    PFP Wealth Planning 

4th November 2008.  
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