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However events unfurl after the US election, serious  
economic problems can’t all be solved by printing money

As I write this, we still do not know who will be the 
President of the United States from 20 January next 

year. It looks as if it will be Joe Biden, but the stock market 
seems remarkably relaxed about it.

The prospect of a Biden presidency was assumed to 
scare investors, as taxes on company profits and personal 
incomes were expected to rise. The buoyant stock market 
on Wednesday and Thursday this week reflects the view 
that while Biden may well end up in the White House, the 
Republicans are still expected to control The Senate.

What this means is that Biden will not be able to do that 
much and certainly won’t be able to pursue a radical tax 
raising and antitrust agenda. The reaction of the US stock 
market has been akin to a bunch of teenagers being told 
that the grown-ups won’t be back tonight after all and that 
the party can carry on in full swing.

This does nothing to change my view that this market 
is somewhat false and is propped up by cheap money, 
expensive valuations of tech stocks and not much else. 
The problems facing the US and UK economies are very 
serious and I do not believe that they can be solved with 
printing money.

The Bank of England created a further £150bn of money 
out of fresh air on Thursday morning. Rishi Sunak, the 
Chancellor of the Exchequer, was very grateful and went 
about spending a chunk of it (indirectly) by extending the 
very expensive furlough scheme until March next year.

Politically, Mr Sunak may feel he has no choice than 
to throw money at the UK economy, but there is no such 
thing as a free lunch and eventually the bill will have to be 
paid and it looks as if you and I will be picking up some of 
the tab.

The increase in quantitative easing will do little to help 
households. It will keep the interest rate on existing  
mortgages low, but not on newly issued ones, as a spike 

6 November 2020

Alpha Editor: James Norrington

Alpha Production Editor: Sameera Hai Baig

Phil Oakley’s Weekly Round-Up



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

2

in the housing market caused by a stamp duty holiday 
has seen a rush in mortgage demand, but with the banks 
becoming very nervous about property values. Ninety five 
per cent loan-to-value mortgages are not as plentiful and 
are more expensive.

What it does do is to stop the gilts market collapsing. 
The Bank of England will take its stock of gilts up to 
£875bn, which is 46 per cent of the £1,894bn total  
outstanding. This is a crazy situation and one can only 
think what interest rate the UK government would be 
borrowing at without it and what that would mean for 
house prices, share prices, the value of the pound and the 
economy in general. 

This cannot continue indefinitely without some form  
of payback. Central banks may have tamed the bond  
markets, but a potential currency crisis remains the 
elephant in the room that investors ignore at their peril. 
What to do to protect themselves from it is altogether a  
different and difficult matter.

My fear is that the lockdown will permanently damage 
the UK economy and that there remains a lack of  
productive capacity to help it bounce back. The US  
faces similar issues, but has the natural resources and  
assets to sort itself out if there is a will. This is the reason  
I continue to prefer US shares and UK shares with  
predominantly overseas earnings.

As I have said before, we cannot do anything about 
economies and so should not worry about them. The  
selection of robust businesses remains key.

I have been thinking a lot about the make-up of the  
Fantasy Sipp in recent weeks. I feel it is being held back 
by too many UK shares and it is my intention to make it 
more of a global portfolio by bringing in more US and  
European shares over the next few months. This will come 
at a short-term cost of portfolio turnover, but should  
enhance its long-term potential.

 It is not my intention to get rid of UK shares completely, 
but maybe by four to five at the most. The UK Quality 
Shares portfolio will become the focus for UK shares and 
discussion of them.

Readers of the magazine and listeners to the Alpha 
podcast will have heard my optimism on Games Workshop 
shares a couple of weeks ago. Selling this excellent  
business on valuation concerns was a stupid mistake  
and I have bought back in at £104.70 per share. 

As I have mentioned, this company is in a great position 
right now with tremendous momentum in its business 
from existing products, new releases and license  
agreements. Its UK shops will close during the lockdown, 
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but its factories and web sales are open. 
Web sales have enhanced profit margins this year and 

may well see another shift upwards versus current  
expectations. The more I learn about this business, the 
more I like it. It is not risk-free by any means, but I think 
it is well placed for the current climate and has growing 
brand power that I think I have definitely failed to  
appreciate and perhaps the wider stock market has yet  
to cotton on to.

The shares have a current 3.6 per cent weighting in the 
UK portfolio. 

Sainsbury’s
When I look at the strength or otherwise of a company’s 
business model I always start by asking two simple  
questions: Does it do something that others can’t? Is it the 
lowest cost provider? Along with an ability to grow, these 
are often the source of competitive advantage in a  
business and the foundation of many successful  
investments in its shares.

In my view, Sainsbury’s (SBRY) lacks these. Supermarkets 
essentially all do the same thing, but Sainsbury’s is far from 
being the lowest cost provider – Aldi, Lidl and Tesco are 
some way ahead of it – and this is why it charges its custom-
ers higher prices for their weekly grocery shop.

The company admitted in its first-half results  
presentation this week that shrugging off the perception  
it does not offer value for money remains a key challenge 
for it.

Based on my experience of shopping at Sainsbury’s for 
15 years, I would say the perception is correct and remains 
so. This is why it has always traded on quality rather than 

Fantasy Sipp & UK Quality shares performance
                    Portfolio total returns (%)  
 1 month Year to date 1 year 2 year 3 year

Scottish Mortgage Investment Trust 4.33 79.2 103 115 129

Smithson Investment Trust 0.858 17.8 25.5 42.3 

LF Blue Whale Growth Fund -4.9 16.1 21.1 42.3 55.9

Martin Currie Global Portfolio Trust  0.742 13.6 17.9 41.4 43.8

Mid Wynd International Inv Trust 2.46 11.6 16.3 41.8 43

Fundsmith Equity T Acc -2.2 10.4 13.5 33.4 42.6

Vanguard S&P 500 ETF 0.499 8.12 11.1 28.9 38.5

Phil Oakley Fantasy Sipp -3.6 5.6 12 38.9 42.7
Lindsell Train Global Funds -4.4 0.5 2.1 19.8 37.2

Phil Oakley UK Quality Shares -1.3 -5.6  – –
Castlefield CFP SDL UK Buffettology -0.5 -7.5 0.2 9.7 20.9

Finsbury Growth & Income Trust -4.13 -8.99 -7.24 9.24 11.7

Vanguard FTSE 250 UCITS ETF 2.12 -18.7 -11.5 -4.52 -7.33

FTSE All-Share - Total Return -0.822 -20.1 -16.9 -9.84 -12

Vanguard FTSE 100 ETF -1.44 -21 -18.4 -10.6 -12
Source: SharePad
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price. Whilst I would admit that the quality of its fruit is 
better than Tesco’s and Morrison’s, many supermarkets 
now have comparable quality products for lower prices. 

This is not going to be easy to fix without cutting costs 
and reinvesting the savings into price cuts. Sainsbury’s 
is planning to take £600m of cost out of the business by 
closing most of its standalone Argos stores, getting rid of 
its in-store fish, meat and deli counters and bearing down 
on general costs.

The savings will be used to cut prices, invest in more  
online delivery capacity and improve its logistics. 
Whether this will sustainably lift profits in a market with 
cut-throat price competition remains to be seen. Tesco is 
matching Aldi for price on a growing number of items, 
while its Clubcard Plus scheme offers big savings for those 
doing big weekly shops instore.

That said, this week’s results showed there are some 
good things going on within the business. Covid-19 has 
boosted its retail sales by 7.1 per cent (excluding fuel), 
with adjusted retail operating profit up by 55 per cent. 
This is a good performance which was offset slightly by 
Sainsbury’s Bank moving from a £20m profit a year ago 
to a £55m loss. The company has sensibly decided not to 
invest any more money in this business and should  
probably follow Tesco’s example and get rid of it.
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Argos has performed very well with its general  
merchandise sales growing strongly and significantly  
outperforming its own brand items. Going forward, Argos 
is going to become a much bigger part of Sainsbury’s 
stores.

A standalone store base will be cut from more than 500 
to around 100. This makes a lot of sense as Sainsbury’s 
has a lot of big stores and the costs that go with them. 
Putting Argos inside a supermarket will increase selling 
opportunities, as well as lowering the cost to serve and 
improving stock control. Habitat will also be combined 
with Argos, which should help leverage the brand and 
help profits grow.

Although Argos is going up against a fearsome  
competitor in Amazon, I think when combined with  
Habitat, homewares and the TU clothing brand,  
Sainsbury’s has one of the best general merchandise  
offer and price points out there. Unlike its core groceries 
business, my view is that this business has a strong value 
for money and quality message which could serve it well.

Elsewhere, the company is investing money into online 
groceries and now offers 750,000 delivery slots per week 
(Tesco 1.4million). It’s definitely true that more groceries 
have been bought over the internet during lockdowns  
and many households will probably stick with it. The  
problem remains how the supermarkets can make  
reasonable profits from it as I wrote about in the  
Investors Chronicle a few weeks ago. 

I think click-and-collect makes a lot more sense as it 
takes away the delivery cost from the retailer and the  
customer. Encouragingly, 20 per cent of Sainsbury’s  
online sales are now click-and-collect and this may help 
it in its profitability quest.

Cash generation is going well and Sainsbury’s is paying 
down debt, which is a good sign.

Sainsbury’s decision to announce a 7.3p per share  
special dividend (in lieu of last year’s final dividend) on  
a day when it decided to make 3,500 of its workers  
redundant is a very poor decision, in my view. It reflects 
very badly on the company and says a lot about its  
priorities (shareholders first) and perhaps the culture at 
the top of the company. 

The company faces a lot of competitive challenges, but 
is holding up quite well. Underlying pre-tax profits are 
expected to grow by 5 per cent in the year to March 2021, 
with profits in 2022 to be at a similar level to 2019.

This suggests pre-tax profits of around £615m and 
£601m, respectively, and highlights the difficulty this  
business faces in growing. At 209p, the shares trade on  
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a March 2022 PE of 10.7 times and offer a prospective  
dividend yield of 5.2 per cent. This is not expensive and 
the dividend will attract income-seekers, but at the  
moment it is not a share I would expect to deliver great 
positive returns for investors.

Howden Joinery
I am a big fan of Howden Joinery (HWDN) – which trades 
as Howdens – and the way it runs its business. Its focus 
on its customers is superb and this is why it has been able 
to consistently sell more kitchens and appliances from  its 
depot network for a long period of time.

The business is very profitable and makes good returns 
on its depots, but I think it is vulnerable to a downturn  
in the housing market and the economy in general. It  
currently has 747 depots in the UK and can maybe get 
that number up to 900 in the years ahead, which give it 
the potential to keep on growing with the right economic 
conditions.

The company has suffered from lockdowns, but lots of 
pent-up demand for kitchens has seen like-for-like (LFL) 
sales increase by 10.1 per cent over the past four months. 
It seems as if it came out of lockdown with lots of stock – 
perhaps too much – and has had more products on sale 
over the past couple of months, which has seen gross 
profit margins come in lower than a year ago.

Year-to-date sales are only down by 6.8 per cent, which 
is a very commendable performance given how difficult 
the trading environment has been.

The peak trading period for the year has now passed 
and with a new lockdown (its stores will remain open) the 
company is understandably cautious on the short-term 
outlook for its business. Its shares have been very resilient 
and are down by less than 3 per cent year to date, which is 
testament to its very good business performance. 

At 652p, they trade on a December 2021 forecast PE of 

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

Turnover 28,967.80 29,108.40 29,525.50

Ebitda 2,181.50 2,185.50 2,216.60

Ebit 974.1 979.1 1,008.40

Pre-tax profit 599.1 605.2 630.2

Post-tax profit 451.5 467.7 499.7

EPS (p) 19.2 19.5 20.5

Dividend (p) 10.9 10.8 10.8

Capex 567.3 588.8 590.3

Free cash flow 741.3 767.9 773

Net borrowing 6,411.80 5,943.00 5,470.40
Source: SharePad
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21.6 times, which feels just about right for a high qual-
ity business with some vulnerability to a weakening UK 
economy and highly uncertain housing market.

Auto Trader
Auto Trader (AUTO) is an outstanding business with 
profitability to match. It is the equivalent of Rightmove for 
the UK motor trade and dominates the online advertising 
market for it. 

It is essentially a website business with lots of fixed 
costs, which means additional sales add to its already 
handsome profits. This high level of operating leverage 
also works in reverse and was shown very clearly in this 
week’s half-year results.

Car dealers were closed for three months in the spring, 
which saw Auto Trader giving its customers free  
advertising in April and May with a 25 per cent reduction 
in June. This pushed average revenue per retailer (ARPR) 
per month from £1,951 to £1,206, and this led to revenues 
falling by 37 per cent and operating profit by 48 per cent. 
Operating margins fell from 70 per cent to 58 per cent, 
which is still a very impressive level of profitability.

High levels of profitability can be admired and  
criticised in equal measure. It not difficult to think that 
Auto Trader’s customers look at its profitability and  
think they are paying it too much. They can of course go  
elsewhere, but Auto Trader has formidable network  
effects, which means it has become the go to portal 
because so many consumers use it. Just as not being on 
Rightmove is not an option for many estate agents, not 
being on Auto Trader has the same implications for most 
car dealers.

It’s not as if Auto Trader is sitting back and milking its 
customers. It has looked after them during the lockdown 
and will again give them free advertising in December. 

In its annual pricing round it has held the prices for its 
Advanced and Premium Plans. At the same time, it has 

Howden Joinery: current forecasts
  Year (£m) 
 2020 2021 2022

Turnover 1,434.70 1,582.30 1,679.70

Ebitda 246.3 338.5 379.9

Ebit 138.9 223 267.5

Pre-tax profit 132.8 213 261.4

Post-tax profit 106.3 168.1 207.2

EPS (p) 17.8 30.2 35.3

Dividend (p) 5.9 10.6 12.8

Capex 58.8 59.2 63.9

Free cash flow 59.9 146.5 165
Source: SharePad
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enhanced the number and frequency of data used in its 
market intelligence services. It has launched a new car 
product to take into account the increased frequency of 
customers buying cars online. A guaranteed price product 
for private car sellers has also been launched and is likely 
to be rolled out to car dealers for part-exchange deals. A 
finance product for dealers is also being rolled out.

Auto Trader may rightly feel that it cannot raise prices 
given the state of the UK economy right now. That said, I 
am encouraged by the fact that the company is not resting 
on its laurels and continues to develop new products that 
help its customers with their business. This is ultimately 
good for revenues but also is not unhelpful to its  
competitive position.

A business that earns its money entirely in the UK is one 
that I normally try and avoid given my lack of enthusiasm 
for the economic outlook. Dominant and exceptional  
businesses such as Auto Trader and Rightmove are  
exceptions to this.

I think the economy and Brexit could make the UK car 
market a rough place to be over the next six months. That 
said, Auto Trader has started the second half well and 
forecourt numbers from its customers are holding up. 
Longer term, I think the company can grow its revenues 
and profits and increase in value and I remain happy with 
the shares in the UK Quality Shares portfolio.

The shares have proven their worth in the portfolio so 
far in 2020 with total returns of 2 per cent. At 600p, the 
shares trade on a 2022 forecast PE (hopefully a profit basis 
that is more representative of normal times) of 28 times, 
which is not cheap, but justified given the quality of Auto 
Trader as a business.

Auto Trader: current forecasts
  Year (£m) 
 2021 2022 2023

Turnover 290.2 367.6 398.5

Ebitda 189.2 261.5 286.5

Ebit 182.5 255 282.4

Pre-tax profit 175.9 251 282.8

Post-tax profit 144.5 205.8 229.9

EPS (p) 15.1 21.4 24.3

Dividend (p) 5.4 7.4 8.2

Capex 1.9 2.8 2.8

Free cash flow 154.3 213.6 237

Net borrowing -10.9 -67.6 -102
Source: SharePad



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

9

Associated British Foods
Most people know that sugar isn’t good for them and this is 
how I feel about Associated British Foods (ABF) as well. 
The frequent ups and downs of European sugar prices have 
played havoc with British Sugar’s profits in recent years. 
Increased exposure to sugar production in Africa with its 
ownership of Illovo has compounded this problem.

Sugar has often undone a lot of good work at Primark, 
which is by far AB Food’s biggest source of profit and its 
star asset.

In 2020, sugar has been helpful for a change and looks 
like being so again in 2021. This is good because Primark 
had a rough time last year and the new lockdown in the 
UK will give it another headache in the key Christmas 
trading period. Again the lack of an online presence is 
likely to. 

Primark has bounced back really well as evidenced by 
the long queues outside its stores when they reopened. 
Cost and stock write-offs were well controlled and lost 
market share was recouped.

Cheap clothes have come under a lot of scrutiny in  
recent weeks with the goings on at boohoo, but there is 
nothing untowards about Primark’s business as it  
continues to treat its suppliers well and pay them  
promptly.

The growth potential for Primark remains significant. 
The US stores are now operating at breakeven and there 
are plans to accelerate the store opening pipeline.

600,000 square feet of selling space was added last year 
and a further 700,000 sq ft will be added this year. This 
will take some time to mature and provides revenue and 
profit momentum when we emerge from a Covid-19 world.

Source: AB Foods
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ABF’s grocery brands have performed well. Ovaltine 
has sold well and remains its biggest profit contributor. 
Ingredients sales have been boosted by demand for yeast 
and bakery ingredients, while the enzymes business has 
grown nicely.

ABF’s shares have had a big fall from grace. They were 
arguably overvalued at £35 five years ago, but I think 
they are a more interesting proposition at £16.80, which 
equates to 14.4 times 2021F EPS. Even with the volatility  
of sugar profits, a recovery and then growth of Primark  
profits is likely and the shares at current levels could 
reward patient long-term investors.

Source: AB Foods

Associated British Foods: current forecasts
  Year (£m) 
 2021 2022 2023

Turnover 15,634.40 16,504.80 17,088.20

Ebitda 2,153.30 2,382.70 2,487.30

Ebit 1,329.00 1,534.00 1,629.60

Pre-tax profit 1,236.80 1,441.00 1,538.90

Post-tax profit 926.7 1,104.20 1,183.30

EPS (p) 116.7 138.2 147.3

Dividend (p) 39.4 48.3 54

Capex 751.7 832.5 879.9

Free cash flow 835.7 1,040.80 941.5

Net borrowing 1,865.70 1,321.50 1,265.90
Source: SharePad
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Senior
Distressed investing is not for the nervous and comes 
with lots of risks. You need to have a lot of confidence 
that the business you are looking at can recover from a 
terrible situation it looks to be in and have better days 
ahead of it.

Senior (SNR) is a business that sells specialist and high  
quality components to aerospace, automotive and oil  
and gas companies. In 2019, it had revenues of £1.1bn  
and operating profits of £89m.

I would not say Senior is a great business, but it is a 
solid one. Its business is in the middle of a perfect storm 
right now, particularly its aerospace division.

The company’s aerospace division is dominated by  
selling into the civil aerospace market where its largest 
customers are the likes of Boeing and Rolls-Royce.  
Covid-19 has seriously damaged this industry, whilst 
Senior’s exposure to Boeing’s ill-fated 737 MAX plane has 
done a lot of damage to it. 

The flexonics division, which sells emissions products 
into the heavy truck market, has also been hit hard, while 
a lack of drilling activity has seen a big reduction in sales 
to the oil and gas industry.

Senior: revenues and profits 2019
 Sales (£m) Op profit (£m) Margin (%)
Aerospace 835.4 76.4 9.1

Flexonics 275.8 26.1 9.5

Joint Venture – 0.4 –

Central -0.5 -13.5 –

Total 1110.7 89.4 8.0
Source:SharePad

Source: Senior
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Profits will be pretty much wiped out in 2020, but can 
they recover, and how quickly?

Aerospace sales continue to deteriorate, while sales  
declines into the truck industry have moderated slightly. 

Narrow body aircraft production rates are holding up at 
subdued levels, but wide body production rates are being 
cut. Commercial aircraft production levels are not  
expected to get back to 2019 levels until 2025.

However, there are signs that the industry can recover 
as flight activity in China has already recovered to pre-
Covid-19 levels. Production levels in the US heavy truck 
market are expected to grow by 40 per cent in 2021.

The company has contracts for its products in place  
that allow it to benefit from a recovery in aerospace and  
automotive markets. It’s just going to take time.

To benefit from any recovery, first the company has to 
survive. The company seems confident of doing so and 
currently has £142m of financial headroom on its  
borrowing facilities. It is spending £28m to restructure  
its aerospace business, which is expected to generate  
£45-£50m of annual cost savings.

The shares are currently priced at 49p, having fallen by 
more than 70 per cent so far this year. This compares with 
a 52-week low of 42.8p and over 300p a year ago. The risks 
of investing in this share are huge. Aerospace may not 
recover, the 737 MAX could be scrapped and the company 
may have to raise fresh equity. However, the gearing to 
any recovery combined with cost savings could see an 
impressive pay-off.

The trouble I have with this is that the gains I have seen 
in recovery situations tend to have the benefit of calm 
and improving markets to help the process. With civil 
aerospace, investors are in the dark, which makes Senior 
shares a very risky punt right now.

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

Turnover 736.3 761.7 854.8

Ebitda 50.6 71.8 91.1

Ebit 6.4 24.8 42.3

Pre-tax profit -6.4 10.3 32.8

Post-tax profit -8.7 4.7 23.4

EPS (p) -1.5 1.7 5.3

Dividend (p) 0.1 1.2 2.5

Capex 32.3 40.4 49.7

Free cash flow 0.6 11.3 21.9

Net borrowing 213.7 203.3 186.9
Source: SharePad
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