
 

 

 

 
Is your portfolio prepared for inflation?  Few are.  Few wealth managers / 
financial advisers know what's ahead... fewer still understand that RISING 
INFLATION IS ALREADY HERE! 
 
 
This is March 2021's Booms & Busts Report.  I send these free to subscribers, 
every two months.  If you think someone else would like to read what you read, 
forward this and suggest to subscribe for future Reports at our site.   
Click this link.  They will never be junk-mailed, nor their details sold. 
 
If you decide the Booms & Busts Report is not for you, just click Unsubscribe.   
 
 
In this edition of The Booms & Busts Report: 

• How are our clients' portfolios performing? 
• What didn't the Chancellor say about tax in the UK Budget? 
• Few expect inflation.  They will come to regret that. 
• The Green New Deal.  Good for employment?  Levelling Up? 
• Heath & Welfare LPAs.  Not a bad idea at all. 
• Enterprise Investment Schemes. 

 
Investments 
Almost exactly a year ago, we were coming out of the biggest and fastest crash, 
from all time high levels, in stock market history. 
Since the low point (24 March 2020 - almost exactly a year ago) a Typical 
Portfolio* at JD WM, has grown around 85% net. 

https://jonathandaviswealthmanagement.com/MW5-7DWJ6-569QBU-4G9H8C-1/c.aspx
https://jonathandaviswealthmanagement.com/MW5-7DWJ6-569QBU-4G9H8C-1/c.aspx


 
It is + 33% net since 1 January 2020. 
 
And + 71% net since 1 January 2016 (when we believe multi decade disinflation 
ended). 
 
See our Homepage for the bigger picture. 
 
  
* A 'Typical Client investment portfolio' investment client of Jonathan Davis Wealth 
Management has a capital growth objective, accepts potentially high volatility, and 
has an investment risk profile classed as Speculative. 
 
 
 
 
UK Budget 
 
Cast your mind back to the weeks leading up to the Budget. 
All you heard and read was Santa Claus Sunak was going to become The Grinch 
Sunak.  "Taxes will soar in the Budget" was the propaganda. 
 
And it was put out like that so that everyone would breathe a massive sigh of relief 
when he wouldn't hike direct taxes... much. 
 
I was on BBC radio that afternoon and the presenter was palpably excited by the 
financial statement.  (Biased?  Course not...)  He was audibly shocked and 
disappointed that I pointed out to his listeners, the massive hike in tax the senior 
politician didn't mention.   
 
"Eh?  What's that?  I haven't seen any recent announcements of new taxes." 
 
Because there has been no such announcement.  And nor will it be 
announced.  The very large rise in taxation will just happen. 
 
And the rise in the costs of businesses and households will never be called a 
tax.  YET INFLATION IS THE BIGGEST TAX OF ALL!  And it will be entirely 
created by the politicians of the world. 



 
And it is abundantly clear that the enormous inflation already in the system would 
only be exacerbated by his Budget. 
 
Sustained rising Inflation!?  We haven't had it for 45 years.  What's this guy 
on about? 

 

As you see, above, since 1990, Developed Markets - as you know - have only 
reduced Base Rates (The Policy Rates) sustainably, from the then average of 9% to 
the current average of 0%. 
 
As Base Rates have fallen, so have Government Borrowing rates (Bond yields), 
similarly. 



 

US Government borrowing rates went up, post War - to pay for said War - into the 
early 1980s, and have been trending down since.  This is similar to all Western, 
Developed economies. 
    
Indeed, since the mid 1990s, we saw acceleration of deflationary forces, pushing 
inflation and rates lower and lower. 
    
It is no coincidence that, at that time, China devalued its currency - and made 
exports to the West cheaper.  Also, Jeff Bezos sold his first book online. 
 
That was then... 
 
  
In this month’s Budget, the Chancellor handed the Bank of England various new 
remits.  The Bank now has to support:  

• House prices  
• ‘The levelling up agenda’, and  
• The Green agenda.   

 
It no longer cares about low inflation. 
 



To meet its agenda, The Bank will make commercial banks lend, lend, lend.  As 
indeed we saw in 2020 with Covid / Bounce Back loans etc.  These are all 
guaranteed by the Govt.  Hence the banks lent like billy-oh. 
 
This activity will continue for years.  If you think lending (aka debt) is high 
(gargantuan) now, it’s in fact only at the foothills of where it’s going. 
 
Due to soaring money supply growth, rising inflation is here and it will rise and 
rise and rise for many, many years. 
 
 
What do you expect for interest rates?  Because when inflation rises, rates rise. 
Right? 
 
 
Interest rates, in fact, will not rise.  The politicians want their debts inflated 
away.  They will get their wish. 
 
We now have, globally, the fastest sustained growth in the money supply since the 
around 1980.  40 or so years.  This is hugely inflationary. 
 
OECD Money Supply growth 

 



Deposit interest rates will not rise.  Savers will see their Cash savings crushed - in 
relation to inflation - over some years.    In the last decade, savers complained they 
got nothing for their deposits.  They didn't complain too much because the Cash 
largely held its own.  No longer. 
 
My message: 
 
GET OUT OF CASH*. 
 
*  and Cash equivalents eg Cash ISAs, NS&I, Premium Bonds. 
 
 
Few expect inflation. 

 

The above shows US consumer expectations for inflation, 5 years out.  We are the 
same. 
EVERYONE ASSUMES low and falling inflation is still on its way.   
How wrong they will be.   
 
In 1980, given then recent historical experience, consumers expected inflation to 
carry on rising.  It actually started falling, and continued falling for decades.  They 



didn't invest in Bonds, quickly enough.  They missed out on huge Bond 
returns.  Latterly*, they invested more in Bonds.  And they still hold them.   
NB.  US Government Bonds (10 year) have just crashed around 20% in price since 
the high this year. 
 
 
*   People buy high and sell low... 
 
 
They will take zero action, in advance, to combat our coming inflation.  They will not 
sell their Bonds.  They, absolutely, expect continued falling inflation or even 
deflation.  Thus, they expect Bonds to continue to pay decent annual returns. 
 
YOU can take action.  Because you have the information. 
 
What is your portfolio manager saying about coming inflation?  If anything... 
"Just stay with the 60/40 (or 70/30 or 50/50) portfolio Mr and Mrs Miggins..."? 
 
 
So what assets will perform really strongly in sustained rising inflation? 

 



Bank of America Merrill Lynch shows us what assets correlated with inflation, over 
the last 70 years. 
 
Commodities, such as energies (oil and gas), industrial metals (copper and iron 
ore), agricultural produce.  Precious metals too, in certain circumstances.  The 
mining, oil producing etc companies should rise much faster than inflation. 
 
What should also do well?  Collectibles, such as Fine Art, classic cars and furniture, 
rare watches et al should rise faster than inflation.  Pokemon cards too... 
 
Also, property ought to keep up with inflation, especially as lending goes up, up and 
away.  This encompasses offices, industrial, logistics and housing.   
 
NB.  When you see 25 year fixed rate mortgages coming out, with government 
guarantees - so the banks can lend 95% - it appears entirely logical you should sell 
your grandmothers*, borrow a Jumbo Jet-sized mortgage, and buy whatever you 
can. 
 
*  No grandmothers were harmed or sold in the making of this Booms & Busts 
Report. 
 
Some readers will be screaming Bitcoin etc.  I doubt the politicians will allow people 
to drop out of the system that easily.  So, I pass. 
 
 
What will do badly in secular inflation? 
 
Cash will of course not go down but purchasing power will be lost, 
greatly.  Remember the Harold Wilson "Pound in your pocket speech" in 1967, after 
he devalued the Pound Sterling 14% one night (yes it's what politicians do): 



 

Remember 1970s inflation?  Three day week?  National strike? 
Wilson, mainly, is to blame, from his actions in the 60s. 
 
 
Government and Corporate Bonds should actually nominally lose value, on top of 
purchasing power.  That would certainly be the case if interest rates rise.  As I rather 
expect rates not to rise, long term – and of course rates cannot fall, from these 
relatively extremely low levels – the best we should expect is they retain their price 
and lose purchasing power. 
 
Index-Linked Bonds ought to retain some purchasing power but they still have the 
Bond fundamentals.  So not clear. 
 
So : GET OUT OF BONDS! 
 
 
Will Bond prices fall in a straight line?  No. 
There will be periods (economists call them Cycles) when rates will fall.  And Bond 
prices will rise. 
 
For example, the US 10 year rate just now is 1.7%.  I can envisage them peaking 
not much higher than here, for some months, and heading back down to closer to 
1% or even lower.  Bond prices would rise while rates fall. 
 
But then rates will rise again.  Bond prices will fall. 
 



Then rates will fall again.  And prices will rise. 
 
In other words, I see rates staying low for many, many years but there will be times 
when they rise and times when they fall.  So, Bond prices will fall and rise, and be 
somewhat horizontal, for years, at best. 
 
The stock market, in general, if we take history as example (and I do), ought to see 
prices retained but purchasing power severely diminished. 
 
 
In rising order, buy/hold residential property, commercial property, ‘Collectibles’ and 
commodity shares.  Assuming you wish to retain and, indeed, boost your purchasing 
power over the next decade or more. 
 
 
The Economic Consequences of The Peace (1919): John Maynard Keynes 
 
Lenin is said to have declared that the best way to destroy the capitalist system was 
to debauch the currency. By a continuing process of inflation, governments can 
confiscate, secretly and unobserved, an important part of the wealth of their citizens. 
By this method they not only confiscate, but they confiscate arbitrarily; and, while the 
process impoverishes many, it actually enriches some. The sight of this arbitrary 
rearrangement of riches strikes not only at security, but at confidence in the equity 
of the existing distribution of wealth. Those to whom the system brings windfalls, 
beyond their deserts and even beyond their expectations or desires, become 
‘profiteers’, who are the object of the hatred of the bourgeoisie, whom the inflationism 
has impoverished, not less than of the proletariat. As the inflation proceeds and the 
real value of the currency fluctuates wildly from month to month, all permanent 
relations between debtors and creditors, which form the ultimate foundation of 
capitalism, become so utterly disordered as to be almost meaningless; and the 
process of wealth-getting degenerates into a gamble and a lottery. 
 
Incidentally from 1921 to 1923, The Weimar Republic of Germany saw 
hyperinflation.  You’ve all seen the wheelbarrows of money and paper money used 
to keep fires alight.  I DO NOT ENVISAGE THAT FOR US. 
 
 



What I do envisage is going to be more like 1970s levels of Superinflation.  Double 
digit per annum rises in the costs of living and of doing business.  A state of play that 
we have not seen for decades. 
 
So, expect at least a decade of rising inflation, and it started in the middle of 
2020.   
 
 
As happens in rising inflation: 
Early in the rising inflation: everyone apparently benefits.  No one apparently pays.  
Later in the rising inflation: everyone apparently pays.  No one apparently benefits. 
 
This has happened many times before.  It is unlikely to be different this time. 
 
Few, if any, readers of The Booms & Busts Reports have experienced sustained 
inflation rises.  Sure, many of us have experienced rising prices.  But this was while 
the rate of increase (aka inflation) fell.  Disinflation.  Few, if anyone, reading this 
have experienced sustained rising inflation. 
 
 
In February, the ECB announced they would control interest rates and keep them 
low. 
 
Readers, it is momentous.  The ECB has entered into Yield Curve Control, as the 
technical guys call it.  They will do whatever it takes to keep interest rates low.  The 
Japanese have been doing it for years. 
 
The UK, the US and the rest of the G7 will do it, in due course. 
 
Rates will stay low, while inflation rises. 
 
 
What returns did people make while inflation and rates fell? 



 

In January, I wrote that Bonds AND equities had grown an average, compound return 
of 9% pa since the early 1980s. 
 
Of course, investors did not see that level of return as  
a) They generally buy high and sell low and  
b) They incurred high annual charges in years gone by. 
 
People have been trained to believe that Bonds didn't grow much.  In fact, they grew 
at almost exactly the same rate, overall, as equities.   
Here are the annual Bonds returns: 



 

 

Only three years, out of 44, saw Bond prices 
fall.  And they were small falls too. 
 
I'm hoping you've got it now. 
 
THIS HAPPENS WHEN INTEREST RATES 
TREND DOWN, FOR DECADES! 
 
It is now mathematically impossible for Bond 
prices to rise, while interest rates either rise or 
remain where they are. 
 
And we know that rates can no longer fall, 
sustainably. 

OK.  So how about this quote from someone famous recently?: 
 
"And Bonds are not* the place to be these days.  Can you believe that the income 
recently available from a 10 year US Treasury Bond - the yield was 0.93% at year 
end - had fallen 94%* from the 15.8% yield available in September 1981?  In certain 
large and important countries, such as Germany and Japan, investors earn a 
negative* return on trillions of dollars of sovereign debt.  Fixed income investors, 
worldwide, whether pension funds, insurance companies or retirees, face a bleak 
future." 
 
(*   His emphasis.) 
 
Who is he?  Only the most successful investor of all time:  Warren Buffet.  And you 
own Bonds.  He doesn't.  How much do you need to think about this? 
 
Without Bonds standard investment portfolios could not have worked. 
 
With Bonds, now, standard portfolios CANNOT work. 
 
I suggest, strongly, you review – as a matter of some urgency – your ‘60/40’ or 
‘70/30’ or (Gulp!) '50/50' investment portfolio. 
   
 
 



Where are Real Asset prices relative to Financial Assets? 

 

They are the lowest in a century... 
 
If John Lewis had a Sale Of The Century, you would be queuing around the block to 
get in and buy, buy, buy... 
 
 
 
By the way, I have space at this time to take on two new clients. 
   
  
My team and I work with just over 50 households.  I will take on no more clients when 
I get to 100. 
 

 
 
 
 
So, the Green New Deal is going to bring us vast employment and the people are 
going to be well, financially? 
 



I remember reading a lot of the 1930s New Deal.  The same Communism that we 
also have now. 
 
Here was US unemployment for that decade (percent): 

 

 

That's how useless New Deals are.   
They are designed for one thing and one thing only 
- to get as much money as possible to the 
extremely rich and powerful. 
 
The new US administration has decided to print 
$1.9 Trillions and put it into the US economy, to, 
er, help.  Each citizen has received $1,400. 
$1.9Trns ÷ the 320 Million population is $5,937 per 
citizen. 
What's happened to the 76% not going to the 
people? 

And all the trillions printed, globally, and put into 
the financial system, since 2008 and in particular, 
over the last year, under the pretence of helping 
the people? 
 
The US Federal Reserve has told us who, in 
America, has benefited from the printing over the 
last year.  These numbers are in Billions of Dollars 
i.e. $4,028 BILLIONS... 

 

 

I have not done the research though I feel confident to say UK, EU and etc 
countries will show similar splits. 
 
As far as our investing goes, we are just doing what the billionaires are doing. 
 
If you can't beat 'em... 
 
 
 

Lasting Powers of Attorney for younger adults 
  



A family law firm reported a twenty-fold increase in enquiries about Health and 
Welfare LPAs in the wake of the November arrest of the mother of a former 
Coronation St actor.  The actor's mother, Ylenia Angeli, is a nurse. 
 
Ms Angeli had attempted to remove her 97-year old mother, who lives with dementia, 
from her care home in advance of the second Lockdown. The disallowed attempt 
resulted in 73 year-old Ms Angeli’s arrest and harrowing images of her elderly mother 
alone and bewildered watching her daughter in the back seat of a police car. 
 
The case was devastating for the family and, with the prospect of them moving us to 
semi-permanent Lockdowns, it has fueled a rise in the number of families looking for 
additional legal safeguards. 
 
While general awareness and understanding around LPAs has increased in recent 
years, families often opt only for a Property and Financial Affairs LPA.  Unfortunately, 
all too often, LPAs are still often completed at the eleventh hour of need and financial 
issues usually create the most immediate concern. 
 
Now, with the continuation of strict restrictions on visiting loved ones in care homes, 
Health and Welfare LPAs have rapidly taken on new importance. 
 
The way Ms Angeli and her mother were treated has shocked many families into 
taking action and, crucially, has driven awareness around Health and Welfare LPAs, 
which would have prevented the arrest. 
 
Before politicians imprisoned us, Health and Welfare LPAs weren’t as frequently 
used as Property and Financial LPAs.  There were, of course, no restrictions on 
visiting relatives.  And if you weren’t happy with the way a loved one was being 
looked after, you simply moved them to another facility.   
 
That is no longer the case and Health and Welfare LPAs have become much more 
important in the last several months. 
 
I advise all clients to establish LPAs - both Finance & Property and Health & Welfare 
- to prevent time-consuming and emotionally draining conflicts like that experienced 
by Ms Angeli and her family, and many, many others up and down this country. 
 
 



 
  

Enterprise Investment Schemes 
 
Particularly for high earners, who pay a LOT of income tax. 
 
After a high earner has maxed out their pensions investing, EISs are superb 
investing vehicles. 
 

• 30% Income tax relief of the net investment. 
• Capital Gains Tax deferment, if you have such liabilities, for as long as you 

hold the EIS. 
• No Inheritance Tax, after holding for two years. 

 
And invested in small and potentially strongly growing UK companies - which have 
the potential, in rising inflation, to grow extremely well. 
 
What's not to like? 
 
We have just completed a round of such investing for many clients.  Not only will 
they receive money back from HMRC (tax relief) but also we look forward to superb 
capital gains - tax free of course - over the next few years. 
 
 
 
 
We advise clients all over the UK and, indeed, on 3 continents. 
    
Our most important and most often repeated philosophy is:  
“We advise you based on what we would do, were we in your shoes, given 
what we know."  
  
Call me personally to see how we can help. 
  
Please note, carefully, the following important message: 
I think most folk do not realise, in big picture, the excellent opportunities as well as 
the risks in investment markets. 



They will.  But will they have benefited or lost out? 
  
  
If you have any queries over any of the issues raised do not hesitate to call me or 
email by clicking here. 
  
Follow me @j0nathandavis where I frequently comment on markets and economics 
and where you will see day-to-day thinking, and sometimes big picture. 
  
 
With kind regards    
     
Jonathan Davis BA MBA FCII FPFS EFP  
Wealth and Later Life Finance Adviser 
Chartered, Financial Adviser and Economist 
@j0nathandavis 

 

 

Share this: 
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