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Here we go again...

Following on from last
month’s look at the chang-
ing nature of the UK stock
market, it seems sensible to
look at the global picture.
‘Globalisation” has become a
major theme in investment
strategy over recent years — I
have lost count of the num-
ber of times I have read a
fund manager’s comments
that they are investing in
companies that “will benefit
from the effects of globalisa-
ton”. Well it is reassuring to
know that somebody is bene-
fiting from the growing in-
terdependence of the
world’s economies, as the ef-
fects of economic globalisa-
tion are often presented as
uniformly negative.

What set me off on this
train of thought was a sug-
gestion that history is about
to repeat itself, again. In its
most recent commentary on
global markets, Fisher
Wealth Management looked
at the uncertainty that has
gripped global stock markets
over the summer to establish
whether what we have seen is
simply a market correction
or, indeed, the return of a
bear market. Its conclusion
was that the bear was still hi-
bernating, and that there
were very strong parallels be-
tween where the market
stands at the moment and
the situation prevailing at
the end of the 1970s.

First an explanation of
who Fisher Wealth Manage-
ment is. Based in San Fran-
cisco, its parent Fisher
Investments is a discre-
tionary portfolio manage-
ment operation run by
Kenneth L Fisher, who has
been one of the US’s most
prominent investors for
over 30 years. Part of Fish-
er’s distinctive style and ap-
proach is the emphasis he
places on fundamental
analysis of stocks and mar-
kets and on learning the les-
sons of the past.
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goes like this. There are strik-
ing parallels between the
global economic and politi-
cal situation in 1979 and
what we are currently experi-
encing in 2006. For example,
in 1979 a new chairman of
the Federal Reserve Board in
the US increased interest
rates in a climate of rising
gold and oil pricesand a
background of tensions in
the Middle East. As a result,
the MSCI World Index fell

10 per cent over one month,
followed by an immediate re-
sumption of the bull market.
In 2006, market commenta-
tors are blaming the recent
market downturn on, among
other things, new Fed chair-
man Ben Bernanke’s unsuc-
cessful attempts to
communicate central bank-
ing policy, inflation con-
cerns, rising gold and oil
prices and renewed tensions
in the Middle East.

In particular, concerns
about the return of inflation
seem to be scaring the mar-
kets. Fisher observes that
“Commentators see resur-
gent inflation leading to ex-
cessive tightening by central
banks and reining in global
economic growth.” However,
the Fisher line is that such
concerns are overblown,
since developed-world
economies are sufficiently vi-
brant and robust to be able
to withstand moderate in-
creases in short-term rates.

More dramatic is the cur-
rent conflict in The
Lebanon. Wars unsettle mar-
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kets — this has always been
the case — and the bombard-
ments of Southern Lebanon
and Northern Israel have
been no exception. The fact
that this is part of a much
wider Middle East conflict,
and that the Middle East is
still a major source of oil,
tends to magnify the mar-
kets’ reaction to it.

However, the Fisher view
is to be much more realistic.
“Without detracting from
the humanitarian crisis, the
potential economic impact,
putin its correct context, is
less dire. The combined
GDPs of Israel, Syria,
Lebanon and Palestine ac-
count for less than 0.6 per
cent of the GDPs of the G8
nations. The only oil ex-
porter, Syria, contributes just
0.5 per cent toward world
production.” The message is
that, in global terms, the
economies of the countries
concerned are insignificant.
Fisher does not see this con-
flict having broader implica-
tions for global equities.

This is a key element of
the Fisher investment philos-
ophy. I remember attending
a meeting with the man him-
self about four years ago
where he remarked upon
the unreliability of Chinese
GDP figures. When he was
asked if this worried him he
replied that it didn’t, be-
cause China represented
such a small part of global
market capitalisation that he
didn’t have any investments
there. I suspect that Chinese
companies are on his radar
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now, but still don’t appear in
many of his portfolios, since,
for all the rapid growth in
the size of the Chinese econ-
omy, there are stll relatively
few Chinese companies that
you would be willing, or able,
to buy into.

Fisher’s conclusion is that
what we have seen is a cor-
rection, rather than a bear
market. He notes: “Correc-
tions tend to last between
one and four months, but as
they are psychological in na-
ture, not based on any fun-
damental causes, itis
difficult to call their end. Un-
derlying fundamentals re-
main strong and underpin
our continued bullish out-
look. Corrections are typical-
ly shortlived and we believe
a stronger upward trend is
likely to reassert itself later in
2006. Now is not the time for
investors to lose resolve.”

If he is right about the
parallels with 1979, then UK
investors could be in for a
very profitable time. In the
following decade, the UK
stock market showed a posi-
tive return every year, and on
only three occasions was that
return below 15 per cent. In-
deed, in six years out of ten
equity prices rose by between
20 and 30 per cent. However,
I would venture to suggest
there is one key difference,
in this country at least, be-
tween then and now. In 1979
Britain saw the election of a
new government with a radi-
cal plan to improve the UK
economy and encourage
business growth, which it, by
and large, put into practice.
Is there any sign of some-
thing similar being offered
today, by any of our political
parties? W
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