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Central bank policies have fuelled stock markets, but  
hardship in the real economy is a dose of reality

I find the worshiping of central bankers that we have seen 
over the last quarter of a century rather underwhelming. 
They are liked by many because they have made them 
richer, but in destroying the incentive to save and  
propping up failing businesses they have also done a lot 
of damage to the real economy that has not been fixed 
and, if anything, is getting worse.

Yet the financial media and journalists seem to hang on 
their every word. I don’t think they know any more about 
what is going on in the real world than any diligent private 
investor that gets out of their house on a regular basis and 
reads and listens to what a broad range of businesses  
tell them.

Anyone with an ounce of common sense knows that 
printing money to prop up financial markets does little 
or nothing to help an economy produce more goods and 
services. It is, as it was once reputedly said, like pushing 
on a piece of string.

As I type this on Thursday evening, the FTSE 100 has 
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Fantasy Sipp & UK Quality shares performance
                    Portfolio total returns (%)  
 1 month Year to date 1 year 2 years

Scottish Mortgage Investment Trust 9.0 28.7 43.1 42.0

Smithson Investment Trust 6.9 11.7 19.4 

LF Blue Whale Growth Fund 4.4 11.6 14.9 37.1

Fundsmith Equity T Acc 3.5 6.1 8.5 27.6

Vanguard S&P 500 ETF 7.2 3.7 12.0 26.0

Mid Wynd International Inv Trust 6.0 3.5 14.4 22.2

Lindsell Train Global Funds 4.3 2.2 0.9 20.6

Martin Currie Global Portfolio 5.7 1.8 8.9 26.1

Phil Oakley Fantasy Sipp 6.4 1.4 8.3 27.0
Finsbury Growth & Income Trust 6.4 -6.2 -4.9 7.3

Phil Oakley UK Quality Shares 7.0 -8.5 – –
Castlefield CFP SDL UK Buffettology Fund 6.8 -10.0 -3.1 6.2

Vanguard FTSE 100 ETF 6.5 -15.2 -10.7 -10.5

FTSE All-Share - Total Return 7.3 -15.5 -10.1 -10.9

Vanguard FTSE 250 UCITS ETF 9.0 -19.5 -6.6 -12.2
Source: SharePad
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ended the day down 4 per cent and the S&P 500 is  
currently down by 4.3 per cent and is behaving a little bit 
like a child that has been told he cannot have any more 
sweets. All this apparently because the chairman of the US 
Federal Reserve gave a very frank and downbeat outlook 
for the US economy and said that a second wave of the 
coronavirus would not be a good thing.

Surely, we all knew this. We have read about the  
millions of Americans losing their jobs and millions of  
UK workers who are being kept solvent by generous  
government handouts. We also know that consumers in 
the West were buying too much stuff with too much bor-
rowed money and that there had to be something which 
brought this to a halt and we now have it.

The casino-like behaviour of the stock market over the 
past 10 weeks has been somewhat bizarre, but also quite 
understandable given the huge amounts of freshly printed 
money that have been thrown at it. 

Yet, it is akin to tail wagging the dog. The dog in this 
case is what really drives stock markets over the long run 
– corporate profits and cash flows. We should not be  
surprised if these head south for a while.

What is going on right now is just another example of 
noise and hysteria trying to disguise itself as something 
that we did not know. The issues that investors face are 
no different to what they have been for the past decade – 
where do they put their money in a world of non-existent 
and now negative interest rates on cash and government 
bonds?

Some may turn to precious metals such as gold, as they 
fear that the value of money is being destroyed in front 
of their eyes. This is no guarantee of prosperity or even 
wealth preservation if the freshly created money doesn’t 
end up in the pockets of the masses and create inflation.

As I said last week, the least worst option is the shares 
of high quality productive businesses. As I have argued  
in the Investors Chronicle this week, even though  
valuations of quality growth stocks are very high and 
free cash flow yields are low, they are still investors’ best 
chance of growing the buying power of their money over 
the long haul.

I emphasise long haul deliberately, as I feel share prices 
of many quality stocks are up with events and need to 
pause for breath or even fall back. This should not worry 
the long-term investor with a time horizon of five years or 
more in my view, but could see those who need to cash in 
their portfolios sooner experience an uncomfortable ride 
for a while to come.
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RWS
RWS (RWS) has been one of the best shares to own on the 
Alternative Investment Market (Aim)for many years now. 
This week’s half-year results are the first time that I have 
really looked at the business in any detail, and I quite like 
what I have seen. For those of you that don’t know, the 
company has three main businesses:

Its Intellectual Property (IP) Services business is the 
leading supplier of patent translations, patent filing  
solutions and patent search. It owns Patbase, which is the 
world’s leading subscription patent research database.

Life Sciences provides technical translations and  
language services for large pharmaceutical companies 
and clinical research organisations and universities. 

Moravia takes digital content, software, websites and 
applications provided by technology companies and 
translates and presents them into more than 160  
languages.

RWS has a blue-chip customer base with a big focus  
on technology, pharmaceutical, medical, chemical,  
automotive and telecoms industries. A large chunk of its 
revenues are contracted, which gives it and its investors 
a lot of visibility. Around two-thirds of its revenues are 
billed in US dollars, which does introduce a high degree  
of currency risk into its sales and profits.

It is essentially a people’s business with a significant 
investment in information technology assets. The  
business is highly profitable with profit margins of more 
than 20 per cent backed by decent free cash generation 
most of the time. 

The company has been very acquisitive in recent years 
as it looks to enter new markets and geographies. Nearly 
half its invested capital is goodwill. When this is included, 
its return on capital employed (ROCE) is currently 14.6 per 
cent based on a trailing 12-month (TTM) operating profit 
of £74.3m, and 28.4 per cent without it.

Clearly, RWS has the hallmark of a very good business 
and its growth prospects seem to be supported by fairly 
strong fundamentals. These include increasing  
globalisation and trade, an increase in the amount of  
patent filing and the development of new drugs. The 
growth in digital content that needs adapting for local 
markets and increased outsourcing of language and  
patent services by customers.

The company’s half-year results, which were released 
this week, can only be described as disappointing revenue 
growth with operating profits down across all three  
divisions.

To be fair to the company, its IP business was up against 
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pretty tough comparatives from a year earlier when there 
were lots of procedural changes at the European Patent 
Office, which caused a spike in demand for its services. It 
also lost a chunk of sales from a customer that has since 
left. As a result, divisional revenues were down by 7 per 
cent to £57.9m.

IP profits held up quite well and only fell by £1m to 
£16.1m, as there was good growth in patent application  
in China and Japan, and revenues at Patbox increased by  
4 per cent. The good news is that the company has won 
new contracts and new customers that should hopefully 
see revenues growing again in the second half of this year 
and in 2021.

Life Sciences managed to eek out some revenue growth 
to £32.6m (from £31.8m in the same period in 2019), but 
operating profits declined from £9.5m to £9.2m. This divi-
sion seems to be in a state of change right now with new 
management and investment in staff, which will hopefully 
kickstart some meaningful growth.

Moravia revenues increased slightly to £79.2m, but  
profits fell sharply from £13.8m to £11.2m, as a large  
project that was due to start was delayed.

The second half of the financial year seems to have  
started strongly for RWS, which bodes well for a  
reasonable set of full-year results. The company has seen 
strong demand in April and May for translation and  
localisation services, as major technology customers are 
seeing big increases in the usage of social media  
platforms, online communication tools and entertainment 
streaming services resulting from Covid-19-related  
lockdowns. The company also talks optimistically about 
the prospects for its Life Sciences business.

I quite like this business at first glance. I am a little bit 
wary of its acquisitions and need to do some more digging 
on its competitive positioning. If I can get some  
confidence on these issues then it could well be a  

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

Turnover 356.4 378 396.8

Ebitda 81.8 88.6 94.5

Ebit 72.8 80 85.7

Pre-tax profit 68.8 77.2 84.1

Post-tax profit 54.2 60.5 66.1

EPS (p) 19.9 22.6 24.5

Dividend (p) 8.9 9.6 10.5

Capex 5.1 7.6 7.8

Free cash flow 58 59 65

Net borrowing 39.8 -4.8 -43
Source: SharePad
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candidate for my UK Quality Shares portfolio, as I look to 
position it away from some consumer-facing businesses.

The shares are not cheap and understandably so. With 
20.6p of TTM free cash flow per share, they offer a free 
cash flow yield of 3.5 per cent at a share price of 589p. 
That’s not far off the going rate for quality growth stocks 
these days and looks quite reasonable as long as  
long-term organic growth rates can come through.

Restaurant Group
Restaurant Group (RTN) is caught up in the terrible  
economics of a UK restaurant sector where too many  
restaurants are chasing too few customers. It is also a victim 
of its own over zealous expansion in the years gone by.

The company has lots of its Frankie & Benny’s  
restaurants that are just not viable even in normal times. 
It is now trying to close 125 of them by putting them into a 
company voluntary arrangement (CVA). It also has  
another 85 sites where it wants landlords to reduce the 
rents and revise the terms (probably the lengths of the 
rental agreements) of its leases.

It is quite happy with 65 leisure sites, as well as its 
Wagamama outlets, pubs and airport concessions  
where it can make reasonable returns.

The CVA has to be agreed by the landlords who will not 
be happy, but perhaps have been expecting this move for 
a while. While this is undoubtedly a potential big positive 
for Restaurant Group if it gets rid of the underperforming 
sites, I do have a lot of sympathy with the creditors here 
as it seems that the company is trying to have its cake and 
eat it too – keeping its good sites and walking away from 
its bad ones.

The associated news release did not mention any  
financial penalties that the company might have to pay to 
walk away from its current agreements, but the good parts 
of its business are ring-fenced from this.

If the company can pull this off – and the reaction of 
landlords on this is going to be very interesting – then I 
can see some upside potential in its shares.

That said, this is a business where I see limited  
long-term growth potential, but I do see the potential for 
some equity value to be created – and the share price to 
go up from its current 63p – from paying down debt. This 
does not change the fact that it massively overpaid for 
Wagamama in my view, and that a weak UK consumer 
and a world of social distancing will mean that any profit 
recovery could be quite weak for a while.
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Moneysupermarket.com
Moneysupermarket (MONY) is a business that I like. It is 
the dominant player in the UK price comparison  
serviced market and is very profitable with reasonable 
future growth potential.

That said, Thursday’s trading update made for pretty 
grim reading. Apart from energy switching, the outlook  
for the rest of its business looks to be pretty downbeat in 
the short term.

While there has been a return to normality in car  
insurance switching volumes in recent weeks, the car  
insurance market itself is not seeing high rates of  
premium inflation, which suggests that people will be  
less inclined to switch providers, which will mean less 
revenue for Moneysupermarket. A subdued housing  
market has also seen much weaker demand for house 
insurance, while travel bans has seen travel insurance 
demand pretty much collapse.

The outlook for loans, credit cards, mortgages and  
savings accounts is equally grim as lenders have pulled 
back. This has resulted in the eligibility of customers for 
the loan products on Moneysupermarket.com falling from 
85 per cent to 65 per cent.

This has been offset a little bit by continuing strong 
switching activity in home energy services and  
broadband, but not enough to probably stop analysts 
downgrading their forecasts for the year.

This is a disappointing update, but I think that better 
days will return and I am going to stick with the shares in 
my UK Quality Shares portfolio.

Restaurant Group: current forecasts
  Year (£m) 
 2020 2021 2022

Turnover 583.4 828.6 877.4

Ebitda 56.4 109.9 121.6

Ebit 9.5 64.6 75

Pre-tax profit -3.6 51.1 61

Post-tax profit -14.7 36.3 46.9

EPS (p) -0.5 7.4 8.6

Dividend (p) - 0.6 0.5

Capex 30.2 50 50.1

Free cash flow -20.3 41.6 57.9

Net borrowing 252.3 233.5 192.2
Source: SharePad
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Bellway
Building sites have been closed across the country, so it 
is no surprise to see Bellway (BWY) release a lukewarm 
trading update for the nine months to the end of May this 
week. Construction activity on 230 sites has now resumed.

Unsurprisingly, completions fell from 7,674 a year ago to 
6,721, but the order book remains relatively robust at 6,038 
homes with a value of £1,568m.

That said, the company was rather coy about its  
longer-term prospects apart from mentioning that it  
had stopped buying land. 

My view is that current forecasts for Bellway look way too 
high. We heard last week from brick maker Forterra that it 
was planning its business on the assumption that residen-
tial construction activity in 2021 would be 20 per cent lower 
than it was in 2019. Consensus forecasts for Bellway paint a 
rosier – and in my view an unrealistic – outlook.

Housebuilders have had it good for a long time now 
given the very generous Help to Buy scheme. This has 
pushed up price premiums on new-build houses to around 
15 per cent above equivalent existing housing stock in 
many areas. Those premiums looked stretched before the 
coronavirus spread and look unsustainable now given a 
much weaker short-term outlook for the UK economy.

If the market does not recover, I see the potential for 
land value write-offs for the housebuilding sector and 
lower dividend payments. 

Bellway shares have staged quite a recovery in recent 
weeks and trade at only a small premium to its current 
forecast net asset value (NAV), which must be at risk of 
being revised downwards. That said, the business has a 
strong financial position and looks capable of weathering 
the ongoing storm.

While I am not a fan of this sector which is operating in a 
heavily manipulated market, my current guess is that a lot 
of potential pain is priced into Bellway shares right now.

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

Turnover 386.9 413.4 434.2

Ebitda 133.1 148.9 157.9

Ebit 115.8 132 141.9

Pre-tax profit 112.3 129.4 138.7

Post-tax profit 90.3 105.1 112.5

EPS (p) 17.1 19.6 21.1

Dividend (p) 11.8 13.8 14.8

Capex 14.8 14.5 15.4

Free cash flow 91.3 108 115.7

Net borrowing -49.7 -94.4 -133
Source: SharePad
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Ocado
I am very happy to admit that I don’t get Ocado (OCDO)  
as an investment. 

What I can’t buy into is the fact that growing numbers 
of supermarkets around the world will be queuing up to 
buy its robots, warehouses and software to help them pick 
groceries ordered over the internet.

There is no doubt that demand for online groceries 
has surged and it may be a permanent shift. What hasn’t 
changed is the economics of the grocery industry. Most 
store-based businesses operate on margins of 3 per cent 
or less and no one has proved that it is able to make any 
decent money from selling over the internet.

Even if robots pick people’s shopping in clever  
warehouses, it still has to be delivered in a van with a  
paid driver on a route which wanders all over the place. Oc-
ado itself cannot make any proper profits which take into ac-
count the replacement cost of assets– which earnings before 
interest, taxes, depreciation and amortisation (Ebitda) does 
not – from its own retail business (£35m of Ebitda on £1.6bn 
of sales last year). Yet a market capitalisation of £14bn at 
the time of writing has been attributed to the business on 
the assumption that lots of other retailers will use Ocado’s 
technology to do just that. I’m not buying it.

Even Ocado’s own annual report tells investors how 
much future profit is likely from the sales of its retail  
solutions to customers.

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

Turnover 2,421.90 2,789.10 2,899.00

Ebitda 442.1 485.7 496.7

Ebit 430 459.6 482.2

Pre-tax profit 401.7 451.6 486.3

Post-tax profit 332.4 353.8 370

EPS (p) 266 303.7 325

Dividend (p) 111.7 110.1 119.1

Capex 4.7 4.5 5.1

Free cash flow 56.1 447.3 257.3

Net borrowing -56.5 -520 -678.5

NAV 3,136.50 3,507.70 3,821.50
Source: SharePad
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We can see that there is £4.4bn of future revenues 
relating to committed contracts for customer fulfilment 
centres (CFCs) and the costs incurred in providing them 
of £1,824m. This gives future profits of £2.6bn, up from 
£1.34bn at the end of 2018. This is a nice increase, but is 
not a present value in today’s money and is a long way 
from the £14bn equity valuation attached to the company 
right now. Taking Marks & Spencer’s implicit valuation of 
£1.5bn for the UK retail business – which is very generous 
– Ocado needs to sign up a lot more supermarkets to buy 
its technology to make its share price stack up, in my view.

Ocado needs money to build out these CFCs and is  
significantly free cash flow negative because it has too  
little cash flow to finance them itself. Some sort of raising 
of finance was therefore expected. 

This week the company has raised £1bn through the 
placing of 33.5 million shares at 1,960p and the issue of a 
convertible bond due to be repaid in January 2027.

I have never forgotten the wise words of a fund manager 
colleague more than 20 years ago, who pointed out to me 
that convertible bond issues were often a tacit admission 
by a company that its share price was overvalued. Shrewd 
management teams can cleverly tap into a euphoria  
surrounding its shares to raise very cheap debt finance. 
This is what I think Ocado has done here.

It is paying an interest rate of just 0.75 per cent on  
£350m of bonds with a conversion share price of £26.46. 
This compares with a share price of £19.60 at the time  
of writing.

This is a nice job done by Ocado’s management and I 
wish the business every success, but I cannot share the 
market’s enthusiasm for its shares right now.

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

Turnover 2,103.80 2,381.30 2,726.20

Ebitda 26.2 80.7 160.9

Ebit -123.8 -113.1 -51.7

Pre-tax profit -161 -156.6 -82.5

Post-tax profit -168.1 -168.9 -114.5

EPS (p) -21.9 -21.7 -13.7

Capex 549.7 578.7 617.4

Free cash flow -390.9 -445.8 -238.3

Net borrowing 236 573 1,062.60
Source: SharePad
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