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An investment approach for a brave
new world

Agenda

* The big picture
» Challenging conventional wisdom

» A way through the gloom
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Banking and finance almost 10% of UK plc

Financial intermediation's share of growth in UK real gross value added
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If you're going to panic, panic early

Consumers will have to tighten their belis

UK consumption, real annual percentage change, and savings ratio, percentage
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Lowest cost of living increases on record .....

Increase in the all items retail prices index {or equivalent)
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RPI minus X regimes on utilities
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Cheap manufactured goods from Asia
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Supermarkets and retail efficiency
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Information technology and the internet
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ik § The legacy of deregulation and privatisation
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Source: Office for Nabona) Statistice. Data relats to July in each year

Ten years: 2.9 million extra jobs
Growth in employee jobs from June 1996 to June 2006, thousands

Manufacturing -1098

Rural

Extraction and utilities

Finance

Public admin and defence
Transport, storage and communications
Community, social and personal
Hotels and restaurants
Construction

Education

Retail and distribution

Health and social work

Business services and real estate

-1500 -1000 -500 O 500 1000 1500

Public sector = 1,547,

Source: Office for National Statistics.
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Growing number of “can’t work / won’t work”

Working age economically inactive population, millions
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U.S. Median House Price/

Median Family Income

4.0
Prices need to fall 17% tomorrow or
stay flat for 4 years to reach fair value.
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Souwrce: National Association of Realfors, U.S. Census Bureau, GMO

As of 83008
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So what about investment strategy?
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The traditional approach
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Why do so many financial
advisers favour stocks?

Source: Global Financial Data, Datastream .
Past performance is not necessarily a guide to the future. 19

Why do so many financial
advisers favour stocks?

A: Because they worked during the most recent 20 ye  ars

Source: Global Financial Data, Datastream .
Past performance is not necessarily a guide to the future. 20




Stock markets:
risk and (real) return
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Stock markets:
risk and (real) return
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Bond markets:
risk and (real) return
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Bond markets:
risk and (real) return
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Cash: risk and (real) return
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Forget stock-picking and market
timing — it's all about asset allocation
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How one hugely successful
fund has done it

Yale target asset allocation as at June 2007

Realassets inaturcl
resources, energy,
property and
timber), 28%

Absolute return
(necge funcs), 23%

Uslisted equities,
1%

Bonds, 4%
Private cquity, 19%

International listed
eauties, 15%

*Reduced dependence on traditional markets

*Real diversification, as opposed to ‘stocks,
bonds and cash’

«Commitmentto active specialist management

The opportunities?

* Scarcity — where rising demand meets supply inelasticity
— Energy
— Energy support services
— Food and agribusiness
- Water
— Infrastructure
— Precious metals

¢ Hedge funds
— Global macro
— Trend following and CTA
— Emerging markets
— But beware excessive leverage

* Exchange traded funds
— Low cost
— Intense focus
— Transparency and liquidity




An approach for a
brave new world
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Don’t forget the dentist

Retired dentist
Portfolio:

15% annual return
10% volatility

Frequency of monitoring
Every..

1 second

1 minute

1 hour

1day

1 month

1 quarter

1year

Probability of favourable outcome:

50.02%
50.17%
51.30%
54%
67%
7%
93%

(source: ‘Fooled by Randomness’by Nassim Nicholas Taleb,

Texere Publishing.)
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A closing thought..

» There are two types of portfolio managers.

» Those who don’t know where the markets are going..
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A closing thought..

» There are two types of portfolio managers.
» Those who don’t know where the markets are going..

» And those who don’t know that they don’t know where the markets are
going.

Agree a strategy, diversify across multiple asset classes, keep your costs low,
and turn off CNBC
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