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I continue to prefer US shares, or UK shares with foreign earnings, 
as I fear the value of the pound still has a long way to fall

We are halfway through 2020 and it has been a horrible 
year so far for investors in UK shares. The FTSE All-Share 
Index has fallen by just over 18 per cent in total return 
terms, as we face up to what is arguably the worst set of 
economic conditions in living memory.

The coronavirus has sadly claimed many lives, but the 
economic lockdown that has attempted to contain it has 
kicked the living daylights out of economies and recovery 
is unlikely to be swift.

This does not seem to have bothered investors in US tech 
shares. The S&P 500 fell by 4 per cent in the first half of 
the year, but the technology-heavy Nasdaq was up by  
12 per cent. UK investors in US markets have received a 
boost from a 6.5 per cent devaluation in the pound against 
the US dollar.

In recent weeks, I have continued to express my  
preference for US shares or UK shares with lots of foreign 
earnings, as I believe that the UK economy is in such a 
bad state that I fear the value of the pound still has a long 
way to fall against the US dollar.

I find the surge in job losses – many that will be suffered 
by young people – that we are beginning to see as very 
troubling. The government cannot afford its very  
expensive furlough scheme and will end it in October.  
The prime minister has admitted this week that many of 
the jobs lost will not come back and the risk is that  
unemployment will increase significantly when furlough 
comes to an end.

Many hospitality and leisure businesses do not have the 
wherewithal to cope with a prolonged period of social  
distancing and could fail. This is not good news for the state 
of the government’s finances where it will try and raise huge 
amounts of money on the gilt market. It is expected to raise 
£275bn by August, with Bloomberg citing that bond dealers 
are expecting £412bn by the end of the year.
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Without the Bank of England standing by to mop up any 
excess supply by printing money (effectively monetising 
the debt), it is difficult not to think that gilt yields would 
be through the roof in these circumstances.

The UK needs radical surgery that may well inflict a lot 
of financial pain on most of us. A budget later this month 
will surely see taxes being put up, but what will the  
government tax? The tax base is already too thin with a 
small minority paying over a quarter of all the tax. VAT 
increases will hurt the poorest in society.

It may well be that the days of higher-rate tax relief and 
pension tax-free lump sums are finally numbered. Expect 
to see a ramp up in talk about wealth taxes as a way to pay 
for the crisis.

The government talks about spending money on 
schools, hospitals and roads, but this is not enough in 
my view, as it will do little to lift the long-term productive 
capacity of the economy. I would refocus the education 
system on skills and not knowledge, incentivise  
innovation and spend big on renewable energy, which  
can lower energy bills and make the country more cost 
competitive.

The point of me ranting on about this is to highlight the 
mess and the dire predicament of sterling because of it.

This viewpoint is arguably already being factored into 
currency markets and investment returns. Yet again, 
investing in overseas and US shares is paying off for UK 
investors. This is simply down to the fact that there are 
better businesses, with better growth prospects to choose 
from. I see no reason to change this view.

The Fantasy Sipp has 22 shares in it. Nine of them are 
US shares which account for 45 per cent of the portfolio’s 
value. In the interest of the readers I do not want to have a 
portfolio entirely consisting of overseas shares like many 
of the leading global funds listed in the table on page 
3, but the point is that they have boosted performance 
against a basket of UK shares.

The portfolio has made a gain of 1 per cent year to date, 
which is okay given the heavy UK bias and relative lack  
of tech exposure. I have learned a lot of lessons about  
business resilience this year and have got rid of good,  
but vulnerable, holdings such as WH Smith and  
Intercontinental Hotels and replaced them with hopefully 
more robust holdings in Costco and YouGov.



www.investorschronicle.co.uk
email: icalpha.editorial@ft.com
© The Financial Times Limited 2020. Investors Chronicle is a trademark of The Financial Times Limited. 

3

The UK Quality Shares portfolio was launched in  
January and has had a real baptism of fire losing nearly 
11 per cent. Shares such as WH Smith, Hollywood Bowl, 
Forterra and InterContinental Hotels have hammered the 
portfolio’s performance – and have been sold – and it is 
no comfort that it still comfortably outperformed a falling 
market.

I am happy that the quality of the portfolio has been  
improved with the additions of YouGov, RWS and  
MoneySupermarket, but I look at holdings such as Greggs, 
Howden Joinery and JD Sports and do not feel comfortable 
that they can prosper in the current state of the world.

I sold out of Games Workshop, AJ Bell and Halma on 
valuation grounds and this has been a big mistake and 
one that I will try not to repeat. My biggest weakness as 
an investor in nearly a quarter of a century has been too 
much focus on valuation. I still believe that valuation 
does matter, but business quality and the ability to grow 
matter a hell of a lot more and I came up short here.

You can check out the current stock weightings of the 
Fantasy Sipp and UK Quality Shares portfolios on the 
Alpha section of the Investors Chronicle website.

Avon Rubber
Avon Rubber (AVON) has been the best performing share 
in my Fantasy Sipp. Since it entered the portfolio in  
October 2018 at 1,345p, it has delivered a total return of  
133 per cent. So far in 2020, it has also been the best  
performer with a total return of 59.3 per cent.

Its protection division, which provides masks, breathing 
apparatus and ballistics protection to the US Department 

Fantasy Sipp & UK Quality shares performance
                    Portfolio total returns (%)  
 1 month Year to date 1 year 2 year

Scottish Mortgage Investment Trust 10.7 41.8 50.7 55.7

LF Blue Whale Growth Fund 3.7 15.4 16.0 41.5

Smithson Investment Trust 0.1 13.4 17.6 

Fundsmith Equity T Acc 1.0 7.5 7.3 29.6

Mid Wynd International Inv Trust -2.3 4.7 10.6 28.4

Martin Currie Global Portfolio Trust 3.0 4.4 5.6 30.0

Vanguard S&P 500 ETF 1.9 2.7 8.0 24.2

Lindsell Train Global Funds -0.7 1.4 -0.9 18.6

Phil Oakley Fantasy Sipp 0.7 1.0 6.2 27.4
Finsbury Growth & Income Trust -1.8 -8.0 -8.8 5.0

Phil Oakley UK Quality Shares -3.3 -10.8 – –
Castlefield CFP SDL UK Buffettology Fund -1.8 -11.7 -2.8 4.7

Vanguard FTSE 100 ETF -1.4 -18.4 -15.6 -13.2

FTSE All-Share - Total Return -1.0 -18.4 -14.8 -13.5

Vanguard FTSE 250 UCITS ETF -1.4 -22.3 -11.2 -14.2
Source: SharePad
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of Defense as well as police forces and fire departments, 
is a superb business. Barriers to entry are high and profit 
and return on capital are very respectable. 

I think there is more growth to come from the US, but 
also selling to other militaries across the world. If it comes 
through then Avon’s manufacturing plants will see their 
utilisation increase and with the help of operational  
gearing, profits and profit margins should also go up. The 
company has the financial strength to make more  
acquisitions to help it grow as well. If they are as good as 
its purchase of 3M’s ballistic protection business last year, 
then shareholders will do alright.

Its milkrite/InterPuls business, which sells milking 
equipment to dairy farmers, is a reasonable business, but 
not a great one and I’ve never been that keen on it. The 
volatility in orders that comes from fluctuating milk prices 
and therefore the income of its customers has meant that 
sustainable profits growth has been hard to come by in 
recent years.

Thursday’s announcement that the business is being 
sold for £180m to Swedish company DeLaval, which is the 
market leader, is a great deal for shareholders and makes 
a lot of strategic sense. The price achieved is a very good 
one and equates to 22 times trailing 12-month (TTM)  
operating profit. Avon will now have a substantial net 
cash balance sheet position as a result, as proceeds of 
£160m after tax paid will flow into the company’s coffers.

No doubt there will be some who will say that the sale 
is dilutive to EPS – virtually every sale is in a zero interest 
rate world – but this is to miss the point. Avon has sold 
this business for much more than most investors thought 
it was worth and is now a purely focused protection  
business. This is a very good thing.

Avon shares are expensive and rightly so. At 3,390p, they 
trade on a 2020F PE of 34.7 times, but new contracts and 
the 3M acquisition are expected to see a big uplift in  
profits in 2021, which brings the PE multiple down to 27 
times (before milkrite forecasts are taken out).

This will be too rich for many investors. Not so long ago, 
I would have totally agreed. I have been top-slicing the 
Avon holding in the Fantasy Sipp to free up cash to  
buy other shares, but in a world of cheap money a  
quality business that can grow can command a rating  
like this quite reasonably, in my view. I will be holding 
onto it in both fantasy portfolios.
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easyJet
Airlines have been one of the biggest losers from the  
economic lockdown. Their businesses have literally  
disappeared. With planes grounded, they have no  
revenues, but still have lots of fixed costs to pay.

In a world where social distancing looks like it is going 
to be around for a while, the business models of  
airlines are under threat. Can you have people sitting 
three abreast in a plane? If you can’t then load factors –  
a key driver of profitability – will collapse and profits  
with it.

It is perfectly reasonable to question whether businesses 
such as easyJet (EZJ) can survive, particularly if there is a  
second wave of the coronavirus.

The airlines may try and carry on as before, but will 
enough passengers turn up to fly with them? No doubt 
there are plenty of stressed out people chomping at the bit 
to get their annual dose of the Mediterranean sunshine, 
but I think there are also plenty of people who don’t want 
to go anywhere near an aeroplane while Covid-19 is still 
with us. 

It’s fair to say that life for easyJet is going to be very 
tough for some time to come. Getting the balance between 
flight availability and customer demand has arguably 
never been harder or more important.

This week the company has announced job losses and 
is consulting with its employees about the possibility of 
making 30 per cent of them redundant. Bases at Stansted, 
Southend and Newcastle are under consideration for  
closure, but would remain part of the airline’s route  
network. The company agrees with industry body IATA 
that passenger traffic levels of 2019 will not return until 
2023 at the earliest.

At the moment, I think easyJet will survive, but how 
much damage will be done to existing shareholders in the 
meantime is anyone’s guess. The company recently raised 

Avon Rubber: current forecasts
  Year (£m) 
 2020 2021 2022

Turnover 230.3 283.1 297.4

Ebitda 51 63.1 66

Ebit 39.6 50.2 52.2

Pre-tax profit 37.7 48.8 53.2

Post-tax profit 29.9 39.6 43.3

EPS (p) 97.8 125.7 136.2

Dividend (p) 27.1 34.8 43.4

Capex 5.4 5.8 5

Free cash flow 20.3 30.3 37.5

Net borrowing 23.9 2.3 -12
Source: SharePad
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gross proceeds of £419m with a dilutive placing equivalent 
to 14.99 per cent of its pre-existing share capital. 

It is also in the process of selling aircraft and renting 
them back in an attempt to raise between £500m and 
£600m of cash. This helps with short-term liquidity, but is 
the equivalent of remortgaging your house as you end up 
paying out more than you get back in the long run.

Given the backdrop, current trading is not too bad. 
 Winter bookings are ahead of this time last year –  
showing clear evidence of pent-up demand – but peak 
summer flying capacity this year is only 30 per cent of 
what it was last year.

There is no doubt that the structure of the European 
short-haul airline industry is going to change massively. 
Weaker operators will go bust and legacy flag carriers will 
probably cut back their short-haul routes.

Every route will be scrutinised and unprofitable ones 
will be ditched. This is where easyJet has something going 
for it. One of the main attractions of easyJet is that it has 
based its business model on flying to and from primary 
airports rather than to glorified cow sheds in the  
Dordogne.

By operating close to where people live and flying to 
where they want to go, easyJet owns landing slots at  
airports on what are likely to be very profitable routes with 
limited competition.

What I can’t work out is what the current crisis does to 
the airline business in the eyes of the customer. Previously 
they have been wooed by very cheap flights that have 
suited the airlines who made decent profits by filling up 
planes and keeping them in the air for 11-12 hours a day. 

If demand and capacity drops significantly, I can see 
these cheap flights to the sun becoming scarce. In a few 
years we could be looking at an industry that is much 
smaller than it is now.

The trouble is that it might not stay that way. If and 
when we get away from Covid-19, I am fairly certain that 
new entrants will come flooding back to the market and 
slash profitability for everyone.

Airlines have been a horrible industry to invest in for 
most long-term investors and that is very true now. I don’t 
see this changing. 
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easyJet shares are very hard to value at the best of times. 
Losses will be massive this year and predicting future 
profits has always been difficult. The shares have almost 
halved this year and they are undoubtedly highly geared 
to any economic recovery, but I see them as a speculative 
investment at best.

Topps Tiles
I’ve bought tiles and flooring from Topps Tiles (TPT) over 
the years and have been fairly happy with the customer  
experience. I ventured into my local store one lunchtime 
this week and it was dead. It did not have what I wanted, 
so I ventured over the road to B&Q where I had to queue 
for 10 minutes before I could get in.

B&Q has had the advantage of being allowed to be open 
throughout the lockdown whereas Topps has only been 
open since May and not all its shops were back open until 
the end of June.

However, it seems that Topps’ sales are recovering 
quite well. It went from selling not a lot to having average 
weekly sales of £3.9m at the end, which was 5.4 per cent 
lower on a like-for-like (LFL) basis compared with a year 
ago, which is not a bad outcome at all and better than 
what management had been expecting. Online sales for 
the third quarter more than doubled (+139 per cent), while 
commercial sales (a small part of the business) were down 
by 16 per cent.

The shares are down a third year to date, but have  
rallied 12 per cent in the past month and, as with easyJet, 
there’s arguably some recovery potential here and  
perhaps a situation you could have more confidence in.

Based on last year’s earnings per share (EPS) of 6.6p, the 
shares at 47p trade on 7.1 times earnings which looks very 
cheap. Calling the DIY market is difficult. On one hand you 
can see pent-up demand for jobs, but you can’t help feeling 
that lockdown DIYers have bought their tiles at B&Q already.

easyJet: current forecasts
  Year (£m) 
 2020 2021 2022

Turnover 3,258.30 5,307.70 6,089.60

Ebitda -50.4 753.2 1,018.90

Ebit -474.5 281.6 494.6

Pre-tax profit -654.2 223 404.8

Post-tax profit -495.4 164.6 334.8

EPS (p) -135 25.4 75.8

Dividend (p) - 15.7 39.9

Capex 821 629 836

Free cash flow -1,561.50 224.7 211.4

Net borrowing 1,732.50 1,262.10 1,379.90
Source: SharePad
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This year is a write-off as far as profits are concerned 
and next year doesn’t look great based on analysts’  
forecasts. The £16.5m of adjusted pre-tax profit from 2019 
is probably not going to be revisited anytime soon.

My worry about this company is a prolonged period of 
high unemployment combined with a weak housing  
market. Is there going to be lots of spare cash for projects 
around the house if this scenario comes to pass?

As with easyJet, Topps looks like a speculative bet right 
now and not one for those with a nervous disposition. The 
company looks like it will survive, despite having a rent 
bill of £26m. It has sold its head office and central  
warehouse of £18.1m and has net cash (presumably  
excluding leases) of £3.9m, with headroom to borrow up 
to £52.9m.

Sainsbury’s
I am not a fan of Sainsbury’s (SBRY) as a customer or from 
an investment perspective. The Oakley family did its weekly 
grocery shop there for the best part of 15 years until just 
over a year ago – with the exception of a brief flirtation with 
Morrisons. We are now happy Tesco customers where I find 
the quality just as good, the prices significantly cheaper and 
importantly, all the tills are open so I don’t have to wait  
15 minutes to get out of the store.

I see Sainsbury’s as stuck between a rock and a hard 
place in a very difficult sector. It is still – rightly –  
perceived by many as being too expensive, while many  
of its stores are too big and don’t have sufficient footfall  
to make good returns on investment.

Its purchase of Argos allowed it to realise cost savings  
to boost its profits, which masked the tough time its  
supermarkets were having. It wasn’t really a surprise to 
me that when the cost savings had run out, it tried to 
merge with Asda to repeat the process on a bigger scale.

With that deal blocked on competition grounds, I  

Topps Tiles: current forecasts
  Year (£m) 
 2020 2021 2022

Turnover 179.7 205.9 216.9

Ebitda 4.2 13.7 17

Ebit -3.5 6.2 8.3

Pre-tax profit -5.9 4.3 7.5

Post-tax profit - 6.5 7.3

EPS (p) -2.4 1.8 3.1

Dividend (p) 0.5 0.6 0.9

Capex 5 7 7

Free cash flow 17.7 5.3 6.4

Net borrowing 5.8 1.7 -1.4
Source: SharePad
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struggle to see where the long-term profits growth is in 
this business, and have done for some time. Argos cannot 
compete effectively with Amazon, while Tesco, Aldi and 
Lidl are cheaper. Those looking for a posher place for their 
weekly groceries go to M&S or Waitrose.

Sainsbury’s, like its peers, has seen very good grocery 
LFL sales growth and strong home delivery growth during 
the lockdown. The problem is that it has cost more money 
to get these extra sales – no one can show that grocery  
deliveries actually make any money and stores have had 
to be made Covid-safe – and so Sainbury’s is unlikely 
to see any profit growth this year. The big unknown is 
whether it would have anyway. 

The shares are down 13 per cent year to date and while 
they don’t look particularly expensive on a 2021 forecast 
PE of 10.6 times and dividend yield of 5.2 per cent, I’m not 
sure how investors are going to make satisfactory returns 
from here.

Henry Boot
Henry Boot (BOOT) is a company I have a lot of time for. 
It is well run and conservatively managed. It needs to be 
as it makes money from buying and selling land, property 
development, construction and plant hire – all businesses 
that have a tendency to move from boom to bust in line 
with the UK economy.

The business seems to be coping with Covid-19 quite 
well and had £45m of net cash at the end of June. 

Its main source of profit and equity value is its Hallam 

Source: Sainsbury’s

Sainsbury’s: current forecasts
  Year (£m) 
 2021 2022 2023

Turnover 28,672.60 28,932.20 29,353.60

Ebitda 2,168.80 2,181.80 2,215.80

Ebit 966.1 977.2 1,013.20

Pre-tax profit 586 600.5 649.1

Post-tax profit 447.8 461.8 494.6

EPS (p) 18.9 19.3 20.5

Dividend (p) 10.3 10.4 10.9

Capex 573.6 590.1 595.5

Free cash flow 697 763.5 761.8

Net borrowing 6,533.60 6,005.50 5,356.10
Source: SharePad
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Land business where it buys land and then sells it  
oven-ready to housebuilders. The value of its landbank is 
highly geared to changes in house prices. Therefore, it is 
encouraging to read that it has received bids for land at 
pre-lockdown values and has been buying new land  
as well.

The lockdown has delayed the timing of sales and some 
will now move into 2021. I must admit that the possibility 
of land value write-offs would concern me with this  
company. We have seen this recently with housebuilders 
with land in the south of England such as Crest  
Nicholson and Redrow, and there must be a risk that the 
trend spreads northwards.

My guess is that land in the Midlands and the North –  
as evidenced by MJ Gleeson not having any write-offs 
recently – is very well underpinned by the Help to Buy 
scheme. Mortgage lenders are given a 25 per cent buffer 
from price falls before they lose money, and this means 
that they are not valuing down selling prices for now.  
London selling prices above £600,000 don’t have any  
protection at all from Help to Buy.

Boot’s property development business continues to be 
underpinned by most of it being pre-sold or pre-let. It  
remains confident of building out one million square feet 
of manufacturing and logistics properties at Markham 
Vale, although I note with interest a speculative build of 
67,372 square feet on this site.

Banner plant has weekly sales running at around 80 per 
cent of last year’s levels, whilst the A69 road management 
project is ticking along nicely.

Unsurprisingly, profits are going to be well down this 
year. The shares, at 248p, give the company a market  
capitalisation of 330p. This compares with a net asset  
value per share (NAV) of 239p at the end of December 
2019.

Henry Boot: current forecasts
  Year (£m) 
 2020 2021 2022

Turnover 224.2 265.6 318.2

Ebitda 19.6 31.9 47.2

Ebit 12.9 25.1 40.5

Pre-tax profit 13.7 26.4 42.5

Post-tax profit 11.3 21.8 35.2

EPS (p) 7.7 15.4 26.4

Dividend (p) 5 5.6 8.5

Capex 2 2 2

Free cash flow 5.2 -1.7 9.5

Net borrowing -31.5 -22 -16
Source: SharePad
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Just over half that NAV (£169m) is development land, 
which is valued at the lower of cost or net realisable value. 
In other words, there is no profit uplift on sale reflected in 
it. There’s also no expectation of loss either.

If you think that Boot can realise substantial profits on 
its land, the shares might be worth looking at here. I’m 
more cautious and think that there’s scope for land values 
to fall and that the shares could get cheaper.

Redrow
The big housebuilders are very profitable a lot of the time. 
If their sales and profits were not highly geared to the UK 
economy, their shares would trade on PE multiples of 25+ 
in a market like this. 

I say this because Redrow (RDW) had profit margins of 
nearly 20 per cent last year and a return on capital em-
ployed (ROCE) approaching 25 per cent. A business that 
can grow profits consistently at these returns tends to be 
highly valued. The market rightly prices Redrow and its 
peers on the basis that it cannot do this.

That’s not to say that industry lobbyists and George 
Osborne have not tried their best to make things great. 
The Help to Buy scheme is nothing short of a scandal. It 
has done little to increase the supply of homes onto the 
market and those that have been built have been sold for a 
lot more than the equivalent existing stock.

This is because the taxpayer is underwriting the  
potential losses of the mortgage lenders to the tune of 40 
per cent in London and 20 per cent elsewhere.  
Housebuilders have taken full advantage of this and 
jacked up the prices of new builds, so that the new-build 
premium approached levels of around 15 per cent,  
according to reliable industry observers.

Many buyers might one day wake up to the fact that they 
have paid too much for their new build. It may be revealed 
to them that once they have used Help to Buy to get their 
new home it is no longer new. The next buyer will not be 
able to take advantage of a taxpayer-subsidised mortgage 
and their lender will take a much more cautious view of 
its value and it might be a lot less than what was paid in 
the first place.

This will not bother the builders who will have pocketed 
the profits and moved on.

One of the biggest problems in this country is that 
homes are too expensive. This is largely due to excess 
credit rather than the planning rules. Yet, Redrow this 
week is lobbying for Help to Buy to be extended from 
March next year and for the scheme to be changed  
thereafter. At the moment, from March 2021 to March 2023, 
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it will only be available to first-time buyers with limits  
on price.

The builders know that without Help to Buy the value 
of their land banks and their profits are on very shaky 
foundations. 

Well one can argue that that’s just too bad. Virtually 
every other business has to run the risk of lower profits or 
even losing money. Why should taxpayers underwrite  
almost monopoly levels of profits? I could make a very 
good case for arguing that returns on home building 
funded with taxpayer support could be capped at 10 per 
cent. After all, the current government has capped  
domestic energy prices in a market where the suppliers’ 
profit margins are already wafer-thin.

Housing is different because it continues to be seen as 
a cash machine and an easy way to stimulate – or prop 
up – the economy. Housing equity underpins a great deal 
of credit, the solvency of the banking system and lots of 
spending activity. It has become an Achilles’ heel or house 
of cards for the UK because to make homes cheaper – 
which is what really needs to happen – involves making 
existing homeowners poorer and would be like opening 
the sluice gates on a very fragile UK economy.

This may well end up happening anyway given the  
perilous state it is in, but my guess is that the government 
will not stand up to the house building lobbyists and will 
try and keep them happy.

Redrow will be hoping so, as Covid-19 has kicked the 
guts out of its business in the spring of this year. In the 
year to June 2020, it completed 4,032 homes compared 
with 6,443 last year, with sales of £1.34bn compared with 
£2.11bn. The saving grace is that its order book enters the 
new financial year at record levels because of the  
disruption.

Profits will be a lot lower and will be hit by land  
write-offs (around £43m) on its London landbank, as the 
company realises that demand for expensive houses with 
not much space is not a great market right now or for 
some time to come. It will be using its Heritage brand to 
sell bigger houses with decent-sized gardens outside of 
London.

As with Henry Boot earlier, if you are an optimist on the 
housing market and land values, Redrow may be worthy 
of further consideration, as it trades at around its historic 
NAV at 431p per share and on 7.6 times the next 12 months’ 
expected EPS. My opinion is that such optimism is muted 
by considerable economic and political risk.
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Redrow: current forecasts
  Year (£m) 
 2020 2021 2022

Turnover 1,451.30 1,626.20 1,860.40

Ebitda 225.4 250.8 311.3

Ebit 221.4 251.1 308.7

Pre-tax profit 216.6 259.8 306.9

Post-tax profit 173.6 192 243.6

EPS (p) 48.4 56.7 70

Dividend (p) 8.1 16.5 20

Capex 3.1 3 3.3

Free cash flow -34.7 262.1 212.5

Net borrowing 12.3 -200 -353.9

NAV 1,747.00 1,923.00 2,110.00
Source: SharePad
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