
 
 

 

 

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 May 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 at 
the foot.   
   
   
In this edition of The Booms & Busts Report: 

• Inflationary breakout 
• Energy new dawn 
• Negative Real Rates  
• Client portfolio performance 

 
 
Multi decade Inflationary breakout 

https://jonathandaviswealthmanagement.com/MW5-7DSW2-569QBU-4G6TVS-1/c.aspx


 

US CPI has been benign since as long ago as the early 1990s - just like practically 
everywhere else in the World.  Until now. 
 
Inflation, recently, has jumped dramatically, and above the near 30 year slightly 
downward-sloping trend line. 
 
As readers of the Booms & Busts Report know, I have been writing about coming 
inflation for the last few years.  I have often said that 2016 saw the end of some 45 
years of falling inflation - finally ending with the bout of deflation, that we had for 
several weeks last year.  That bout acted as a springboard to the global inflation we 
now have. 
 
We are NOW in an era of rising inflation.  Over the next decade, at least, we will see 
strongly rising inflation.  There will be short periods of falling inflation / maybe even 
deflation.  However, from effectively 0% inflation not long ago, expect higher and 
higher and higher costs of living and of doing business for many years to come, likely 
well into the 2030s. 
 
Indeed, it is possible, by the end of this decade, that we see 1970s levels of 
consumer inflation, in the official statistics. 
 
Of course, we have much higher inflation than the officials admit to. Had we the 
same way of measuring inflation, as we did in the 1980s, we would - today - have 
an inflation index already close to 10% pa.  Now, imagine, even the current 
fraudulent method of calculating inflation in the 10% area.  That strikes me as to be 
expected this decade. 
 



Consumer inflation hasn't been above 5%, for nearly three decades.  People got 
entirely used to lower and lower costs of living and of doing business and accepted 
low earnings increases. 
 
People will be shocked when they realise much higher inflation is already here and 
it will not slow down.   
 
Inflation does not shift wealth from rich to poor.  It does the opposite!  Inflation 
does not help the poor and middle classes as real (inflation-adjusted) earnings 
/ state benefits stagnate, savings lose purchasing power and access to 
housing stretches further away. 
 
The standard of living of the bulk of middle and working class folk will reduce.   
Also, the millions on Furlough schemes and unemployed will see their standards of 
living reduce as Furlough (Universal Basic Income) payments and unemployment 
benefits fail to keep up with inflation.   
 
So, that's the bulk of folk then.  Don't shoot the messenger. 
 
In investing, for example, 5% inflation, over 10 years, means Cash loses half its 
purchasing power. 
 
The question is: what are you going to do about it?   
 
Continue to hold a lot of Cash? 
Continue to pooh pooh those who forecasted the inflation?   
And now that it's here, pooh pooh those who say that it will sustain, which it will?   
 
And continue to make no changes to your investment portfolios, and still 
expect to outperform inflation?  Continue to have '60/40' portfolios, as I have 
discussed, and criticised, at length, in previous and recent B&B Reports? 
 
I have explained, in detail, how 60/40s worked for you, pretty well, for some 45+ 
years.  No longer.   
 
They worked brilliantly for wealth managers and financial advisers.  And still do. 
 
 



UK RPI (10 years, via ONS) 

 

The above shows the last 10 years of UK RPI. 
 
I would point out that last month RPI was 1.5%.   
This month it was reported at 2.9%.  Practically a doubling in annual 'inflation' in a 
MONTH! 
 
(NB RPI (ex mortgages) is now 3.2%.) 
 
3 - 4% is commensurate with levels, globally.  Though... the US is already at 4.2% 
(April)!  Remember, these numbers are fraudulent to the underside.  They hugely 
understate true annual inflation. 
 
So, even official inflation is already soaring.  Last reporting month (March), US 
inflation was 2.6%.  (It was merely 1.4% in January...).   
 
1.4% to 4.2% in three months. 
 
And as I have previously pointed out, the major inputs to inflation, namely 
commodities and especially oil, are soaring.  They were collapsing in price in the 
deflation of the first part of 2020.  I said previously that, come the second half of this 
year, the year-on-year inflation statistics will no longer have the deflation of early 
2020 in the near future 12 month periods reported. 
 



We should expect official inflation to be above 5%pa within a few months.  Expect 
annual inflation to be higher than it has been for decades, since the early 1990s. 
Over the next years, I doubt very much that earnings will keep up with strong and 
rising inflation.* 
 
I doubt very much that investment portfolios, generally, will keep up with inflation, 
where 10, 20, 30, 40 even 50% of portfolios are invested in Fixed Interest Bonds, in 
the '60/40' portfolios. 
 
That does not apply to our clients, who do not have 60/40s. 
  
If inflation rises to 5% pa, investment portfolios will need to rise at least ~7% 
pa, every year, given costs of administering portfolios, plan charges, fund 
managers and advice. 
 
How likely is that, with Bonds in the portfolios? 
  
*   The UK’s Average Weekly Earnings, including City bonuses, is currently +4.0% 
3Mo/YoY in March.  (via ONS) 
 
NB.  Since Feb 2020, the largest falls in employment have been in the hospitality 
sector, among those aged under 25 years, and those living in London.  In other 
words, the lowest paid in the workforce.  Naturally, therefore, earnings increases will 
be much higher in the better paid sectors.  As, now, hospitality reopens, we should 
see a big dip in average earnings. 
 
 
I expect inflation to rise faster than earnings growth, this decade. 
  
  
Milton Friedman, the 1976 Nobel Prize winner, said, 
  
“Inflation is always and everywhere a monetary phenomenon, in the sense 
that it is and can be produced only by a more rapid increase in the quantity of 
money than in output.” 



 

 

Increase in quantity of money 

 
US money created over the last year, rose 
a lot faster than any time since the second 
half of the 1960s. 
 
And 1960s money creation, along with 
commodities soaring (OPEC, for 
example),  created 1970s levels of inflation. 
 
And, guess what, money creation is at multi 
decade highs AND commodities are 
soaring!  Oil is up more than 200% over the 
last year! 

 

 

Commodities, last 12 months 

 
As you see, most commodities have 
soared in the last year. 
 
And the cost of new homes and 
reclamations of older buildings has partly 
gone up due to the price of lumber. 
 
Copper is used extensively in roads, 
telecoms, buildings, cars et al.  Doubled 
over the last year. 
 
Agricultural produce also soared. 
 
 

Yet the civil servants and politicians - who employ the civil servants - tell us 
UK inflation is 2.9%... 
 
 
Interestingly, the laggards in that table, Gold and Uranium, have seen their miners' 
share prices rocket.  Two areas we have been heavily invested in. 
 



These metals have a LOT of growth ahead of them, over the next few years.  The 
miners will continue to rocket, as I see it. 
 
And commodities, generally, still have a lot of growth in them. 
 
Commodities backwardation 

 

Backwardation: 
 
Backwardation is when the current price of an asset is higher than prices trading for 
future delivery. 
 
Backwardation can occur as a result of a higher demand for an asset, currently,  than 
the contracts maturing in the coming months through the futures market. 
 
In 'English':  the price is higher now than for future supply.  Backwardation is unusual 
because you would normally expect to see prices of things higher in the future than 
in the short term. 
 
As you see, we have the highest backwardation for nearly 15 years.  There is a huge 
undersupply of commodities compared to demand.  Some will say this is due to the 
reopening, post Lockdowns etc.  In reality, investment in finding commodities: 
mines, exploration, oil fields etc has been falling for a decade.   



 

Then, on top, the major oil and gas companies have been taking typical corporate, 
politically-correct actions by investing in solar and wind.  Beyond stupid allocations 
of scarce financial resources.  However, it has meant, hugely, oil and gas are 
materially under-supplied for rising global needs. 

I remind you, it is not remotely possible that renewables will produce much of the 
energy that we need.  Oil and Gas are here for decades. 

And so are higher and higher energy costs (including the horrendous cost of the 
renewables energy they are imposing on the middle, working and non-working 
classes). 

In the March Budget of the UK government, the Chancellor announced trillions to 
invest in expensive renewables.  Beggars belief.  But that's politics, not efficient 
management of the economy.  And, as I said last time, it bakes in high inflation. 

 

 

Global Energy stocks 

So, I mentioned Gold and Uranium mining. 

Another of our larger holdings is Global Energy. 

For some time now I have pointed out how Energy Stocks' valuations, as a 
proportion of the overall market, has been ridiculously low. 



 

Oil market 

 

I'm not going to explain all these charts.  (Do contact me if you wish to discuss.) 
In a nutshell, there is a massive problem coming with under supply. 
 
It seems to me, the proportion of Energy shares to the S&P 500 bottomed last 
year.  Global Energy stock prices have been soaring - up some 75% since the crash 
last year.  Relative to the wider market they have been rising.  They are nowhere 
near where they will be in a few years. 



 
Oil is rapidly heading to $75 a barrel.  I continue to say it is likely to be above $100 
by 2023, or even next year. 
 
Texan oil companies are in profit above $55. 
 
Nominally, Energy share prices will continue to soar. 
 
Relative to the market they will be a bigger part. 
 
 
 
 
Negative Real Interest Rates 
 
How often have you heard Gold is an inflation hedge? 
 
It's poppycock. 
 
Gold has done well and badly in rising and falling inflation. 
 
Gold responds to Real Interest Rates - the difference between inflation and Interest 
Rates. 
 
Last year, as inflation rose and Interest Rates didn't, or fell, the Real Rate fell for 
months.  Gold soared, into August.  Then inflation stopped rising, market rates rose, 
thus Real Rates rose.  Gold corrected. 
 
Where are we now? 



 

Inflation is 4.08% above the US Base Rate.  We have a 4.08% negative real rate.  It 
hasn't been this negative for 40 years! 
 
Gold ought to do well in a negative real rate environment. 
 
 
 
JDWM Typical Client* portfolio performance 
 
Year to date, the TC portfolio is up 13.8% net (Vs RPI of 2.21%). 
(A £1m portfolio at the start of the year is now £1,138,000.) 
 
Since 1 January 2020, the TC is up 45.12% net (Vs RPI of 3.61%). 
(A £1m portfolio at the start of last year is now £1,451,200.) 

 

Since 1 January 2016, the TC is up 87.12% net (Vs RPI of 16.34%).   
(A £1m portfolio at the start of 2016 is now £1,871,200.) 
 
* 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. 
 
We have been and we remain positioned to take maximum advantage of the inflation 
that I have described. 



 
We are on schedule for the Typical Client portfolio to grow 25%+ net this year, as I 
forecasted some months ago.  If we achieve this - which is likely - that will be 3 out 
of 6 years with 25%+ net capital growth, since 2016. 
 
That would make 100%+ net growth over 6 years.  It is likely. 
 
Already, based on realistic expectations for our holdings, I expect 25%+ again in 
2022. 
 
I have space for two new clients at this time. 
 
 
 
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  

mailto:jdavis@jonathandaviswm.com?subject=Query%20from%20May%202021%20Booms%20%26%20Busts%20Report


Wealth and Later Life Finance Adviser 
Chartered, Financial Adviser and Economist 
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