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Risk Warning - Please be aware that the capital value of, and the income derived, from any market investment can go down as well as 
up. Investors may not get back the original amount invested. Significant losses can be made even on ‘low risk’ investments. Past 
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The suffering of UK savers continues. Not only are they given no reward for 
saving but they are actually penalised for putting money on deposit in terms of 
negative inflation adjusted returns. They are told to have faith in the idea that 
inflation will fall in the second half of 2011. Fat chance given the way that metals, 
soft commodities and oils are currently performing. 
  
The devastating impact of rising food prices on the plutocracies of the Middle East 
has surprised markets, but not yet caused panic. It was fitting that the tinder was 
a Tunisian trader selling basic foodstuffs from a stall. The disaster scenario of 
religious fanatics seizing control of Saudi oil supply is still not taken seriously, and 
given the huge US presence in Saudi it is easy to see why. However, a sharp and 
sustained rise in the oil price would be extremely serious for stock markets 
worldwide.                 
  
Ignoring for a moment the "Calamity Jane" scenario, UK citizens who have 
savings to invest have the world as their oyster. After all, UK citizens are free to 
put their money to work wherever they want. Granted a share certificate is not 
really what it used to be. If you had decided to back the development of the 
railways in Victorian England you would have been sent by penny post a beautiful 
multi coloured engraving of rolling stock, superimposed on your Great Western 
Railways share certificate. Now it is just a dematerialised line on a Crest holdings 
report. But although a shareholding is no longer represented by a work of art in 
the form of a certificate, it does give the investor a piece, big or small, not just in 
the profits and dividends of a particular company but also in the wider 
infrastructures, physical, political, fiscal and cultural aspects of the countries in 
which that company operates. 
  
You can be a retired teacher in Lyme Regis, Dorset, and through the astounding 
efficiency of the capitalist system you can invest and get dividends from an 
enterprise in China, Mongolia, Kazakstan, wherever takes your fancy. And the 
cost of obtaining ownership of such an asset in the form of commissions and 
stamp duty can be very small. Imagine the sheer aggravation and cost involved in 
buying another type of asset, such as property in these locations. And if you feel 
like it, you can sell such an asset and get the money in just three days.   
  
And individuals have an ability they did not possess ten years ago, to get 
information on such investments via the internet and they get information as 
opposed to propaganda about countries via instruments like Facebook and 
Twitter and there is not a lot governments can do about it. Meanwhile the race to 
create one global exchange accelerates with mergers announced between 
exchanges in the UK, Canada, Germany and the US in the first six weeks of this 
year. 
  
As a result, increasingly oddball investments are being opened up. Recent 
offerings currently on my desk include sovereign bonds in US Dollars on offer 
from the Republic of Iraq, the Gabonese Republic, the Lebanese Republic, silly 
examples with minimum sizes largely out of reach of the average investor but 
interesting yields often over 8% with relatively limited currency risk because of 
their Dollar status.  
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Occasionally of course, governments put pressure on the providers and sourcers 
of information, as the Chinese did last year closing down Google and Facebook. 
They also control free currency movements between countries, either by dirty 
floats (China) or interest rates penalties (Brazil). In the UK, who remembers the 
"Dollar premium", a blunt instrument of the Bank of England to discourage 
Sterling holders from investing overseas. According to the Centre for Economic 
Policy research, the incoming government of Mrs Thatcher abolished exchange 
controls in 1979, not that long ago. With respect to portfolio investment, the 
controls stipulated that the purchase by UK residents of foreign exchange to 
invest overseas could only be made from the sale of existing foreign securities or 
from foreign currency borrowing and as a result foreign currency traded at an 
implied premium over the official exchange rate which generally exceeded 30% in 
the period 1974 to abolition in 1979. 
  
So quite recently, within living memory in fact, the Bank of England has been 
prepared to limit the freedom of UK savers to invest without penalty overseas. 
Occasionally, in a tight spot, with a budget deficit to finance, with nervous 
overseas holders of Sterling and a need to encourage investment within the 
UK, there has been no real alternative. Although a repeat performance is highly 
unlikely, investors should perhaps remember that existing freedoms are not 
necessarily guaranteed ad infinitum. 
  
With overseas investments in mind, one big surprise this year has been the 
performance of the Japanese market. The Nikkei 225 started the year at 10260 
and is currently at 10842, a rise of just under 6%.  Of course, there have been 
many false starts and plenty of rallies have petered out in the two decade long fall 
from the all time high of 39000 recorded on New Years Eve in 1989. At that point 
famously the Imperial Palace in Toyko was said to be worth more in property 
terms than the whole state of California.   
  
In the long descent, there have been six rallies that last more than six months and 
four rallies lasting over a year. There has been a 40% rally, a 50% rally, three 
rallies of around 60% and even a 140% rally, but all turned out to be rallies in a 
bear market. What's new?  
  
Well nothing if you believe in a Middle East domino theory which involves the oil 
price heading north to $150 plus and staying there. 
  
But if you take a less "Calamity Jane" view of markets, and you start looking at 
comparative world markets, then Japan is starting to look interesting. In macro 
terms, unlike other emerging markets in the East, such as Indonesia, China and 
India, Japan only suffers from input cost inflation, as in the West. It does not 
suffer from demand led inflation. China, India and Indonesia are vulnerable to 
demand led as well as input led inflation as their consumers start to replicate the 
behaviour of Western consumers in the 1950's. Hence inflationary pressures are 
higher and interest rates have to be raised higher. The result is underperformance 
in stock markets, with the Indian market down 11% in the last three months and 
the Chinese market down over 20% since the beginning of last year. The contrast 
with the Japanese market is interesting.  
  
In the West, of course interest rates are also rising but largely only in response to 
cost push pressures. Consumer demand remains weak, housing markets remain 
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weak, wage pressures remain weak and Central Bankers are still keeping a 
weather eye on deflation. Hence, the rise in interest rates has been relatively 
muted and has come about as a result of a minor market led sell off of 
government bonds rather than, as yet, official government action on interest rates. 
The pressure on investors is to find somewhere to put money to protect against 
the alternative of negative interest rates. Hence the somewhat crablike movement 
in western markets in recent months. In the West inflation is rising off a base of 
2%. In Japan inflation is building off an inflation rate of just 0.3 %.  
       
The Japanese of course have been dealing with the problem of low 
inflation/deflation for decades. They had the crash which we have just 
experienced some twenty years ago, when property values cratered and bad 
debts threatened the stability of their financial system and they have been 
working their way out of it ever since. Progress towards the creation of significant 
GDP growth has been pitifully slow. Rather unnervingly, almost uniquely  
amongst far eastern economies, Japan's economic development post 1989 has 
proved something of a mirror image of post crash Western economies with the 
possible exception of Germany. If you look at the demographics of an increasingly 
ageing population combined with subdued consumer demand. If you look at the 
failure of the banks to lend despite monetary growth, the similarities are striking.  
It is true that Japan's level of national debt to GDP, some 200%, following 
years of accruing fiscal deficits as a result of government infrastructure 
spending is well north of even Greece or Italy. Possibly something of a warning to 
politicians in Europe and the US labeled as "fiscal deficit deniers". 
  
Years of underperformance and disappointments have taken their toll on 
Japanese equity valuations. However, in September last year, something strange 
happened. The historic multiple of the Japanese market fell below that of the 
US market, an event last seen in 1973. This is particularly interesting in view of 
the fact that Japanese corporate profit margins have traditionally been between 
25% and 30% lower than their global competitors. This has been the result of a 
combination of factors: limited growth in domestic consumption, an absence of 
inflation and indeed flirtations with deflation, and falling nominal and real wages. A 
strong currency also impacted exporters profit margins. Since 1973, the Yen has 
appreciated from 300 Yen to the Dollar to 82 Yen to the Dollar. What the 
Japanese economy has really been suffering is the reverse multiplier effect. 
Lower profit margins, lower tax take, lower real wages, lower consumer demand, 
deteriorating demographics, etc, etc.      
  
But investors seem happy to look beyond such stark negatives. They even seem 
happy to ignore the repeated warnings over the stability of the Japanese 
sovereign debt market. This is in part because the national debt in Japan is 
mainly financed by domestic savers and therefore not susceptible to the whims of 
foreign bond investors. But another downgrade in the status of Japanese 
government debt, which is bound to happen, is not necessarily bad news for 
Japanese equities.    
     
Sentiment seems to be changing partly as a result of what is happening in other 
markets. In the West, interest rates are starting to rise in reaction to increasing 
input prices, and in emerging markets they are rising both because of the 
combination of rising input prices and growing consumer demand. Japan is sitting 
somehow in the middle but it is perceived to be more or less the last man 
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standing when it comes to raising interest rates because of very low levels of 
inflation and decade long flirtations with deflation. 
  
In Japan, the big news is that the Bank of Japan has revised upwards its 2011 
inflation forecast. Inflation will be 0.3%, up from the 0.1% previously estimated.  In 
addition, last year for the first time in decades, GDP growth was a positive and 
forecast growth during 2011 is 3.3%. Higher GDP could well start to generate a 
virtuous circle of higher tax revenues, higher employment, higher wages and most 
important corporate margins. This is especially the case, because the Japanese 
authorities will continue to be very reluctant to raise rates because of the fragility 
of their bond market. Every 100 basis point change in the weighted average cost 
of sovereign debt is equal to 25% of the central government's tax revenue. This 
should mean that the Bank of Japan will prefer to monetise sovereign debt by 
printing money to buy anything issued. This will prove inflationary which is exactly 
what Japanese equities need. Add to the pot a weaker Yen as comparative 
real interest rates rise in other economies, and a positive multiplier effect takes 
hold. If this starts to happen, the big surprise would probably turn out to be a jump 
in tax receipts and corporate profitability.            
  
Japan's economy should prove more resistant than most to higher inflation and 
higher interest rates. In addition, the long decline in the Nikkei has collapsed the 
value of equities to the point where they look good value. In relation to the US, for 
example, price to book in Japan is 1.0 times, and in the US is 2.0. Comparitive 
PER's are 15.9 and 16.0 respectively. In terms of yield, it is 2% in Japan and it is 
1.8% in the US. 
  
To obtain a spread of equities we are buying three Investment Trusts, Baillie 
Gifford Japan, Fidelity Japan Values and JP Morgan Japan. Baillie Gifford and 
Fidelity Japan both have a concentration on medium and smaller Japanese 
companies, whilst JP Morgan has a concentration on larger corporates such as 
Honda, Mitsubishi and Sumitomo. Full details on request.          
 
George Finlay 
 
February 2011 
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Blackpool FY4 5LZ 
Tel: 01253 754700 
 

 London: Accurist House,  
44 Baker Street,  
London W1U 7AL 
Tel: 020 7009 4900  
 

Blackpool: 4 Neptune Court  
Hallam Way,  
Blackpool FY4 5LZ  
Tel: 01253 621575  
 

 Lancaster: 25 Brock Street 
Lancaster LA1 1UR 
Tel: 01524 541560 
 

Bangor: 2nd Floor,  
30 Dean Street, Bangor 
Gwynedd LL57 1UR 
Tel: 01248 353242  
 

 Worcester: Virginia House,  
The Butts,  
Worcester,  
Worcestershire, WR1 3PL 
Tel: 01905 723551 

Carlisle: 10b Clifford Court 
Cooper Way 
Parkhouse, Carlisle 
Cumbria CA3 0JG  
Tel: 01228 515224 
 
Email: bulletin@hargreave-hale.co.uk  

 Direct Deal: Virginia House,  
The Butts,  
Worcester, Worcestershire,  
WR1 3PL  
Tel: 08457 423325 

Important Information 
 
Hargreave Hale Limited has approved this newsletter. Hargreave Hale Limited is authorised and regulated by the Financial Services Authority and is a 
Member and SETS participant of the London Stock Exchange, and a Member of PLUS Market and of APCIMS. The company is incorporated in England 
and Wales, Company Number 3146580. The registered office is: Marsden House, 4-10 Springfield Road, Blackpool FY1 1QW. Hargreave Hale Limited is an 
associate company of Investec Bank (UK) Limited, which is part of the Investec financial services group. Investec Bank (UK) Limited is also authorised and 
regulated in the UK by the Financial Services Authority.  
Jurisdiction - The information herein is intended for publication to UK residents who are clients of Hargreave Hale Limited and who have read our 
customer agreement. It is not intended to be published or made available to any person in the USA or any other jurisdiction that would result in 
contravention of any applicable laws or regulations. Therefore, if it is prohibited to make such information available to you, it is not directed at you and 
you should not review it. By reviewing the information contained in this newsletter, you confirm that you are satisfied that you are not in contravention 
of any laws and regulations and that your reading this newsletter is not prohibited.  
Risk Warning - The investments or investment services referred to may not be suitable for all investors. Therefore, we recommend that you consult your 
independent financial adviser at Hargreave Hale Limited prior to taking any further action.  
Taxation - Any reference to taxation may not be relevant to all readers as it depends on the individual circumstances of each individual and may be 
subject to change in the future. Please consult your tax adviser before investing in any product mentioned in this newsletter. 
Information - The information contained in this newsletter has been obtained from reputable sources including  trading statements, financial statements 
and other documents issued by companies, published broker research, trade and financial journals, government issued information, trade shows, analyst 
visits and presentations, other publicly available information.  Every effort has been made to ensure it's accuracy, although Hargreave Hale has not 
independently verified all the information. The accuracy of the information, the reliability of its sources, nor it's completeness cannot be guaranteed, 
and neither Hargreave Hale Limited nor any if its directors, officers, representatives or employees accepts liability for any loss arising from the use 
hereof, no representation or warranty, either express or implied is made. Information, opinions and estimates contained in this newsletter reflect a 
judgement of individual stockbrokers acting for Hargreave Hale Limited at the original date of the opinion’s publication by Hargreave Hale Limited and 
are subject to change, without notice. These opinions are not necessarily those of the company or other stockbrokers acting for the company, who are 
not obliged to follow recommendations included in this newsletter. We are not agreeing to, nor required to, update any commentary or data contained 
herein. Therefore, information may not reflect events occurring after the date of publication.  
Risk Profiles - The profiles used to categorise investments contained herein are in accordance with Hargreave Hale Limited’s customer agreement at the 
time the opinion is given, which may be subject to change without notice. Copies are available at any of our offices. Shares in the FTSE 100 index are 
considered lower risk than those in the FTSE 250 index, which in turn is considered lower risk than smaller companies.  
Liability - We shall not be liable for any loss or damage arising out of the use of or reliance on the information provided including without limitation, any 
loss of profit or any other damage, direct or consequential. This does not however exclude or restrict any duty or liability to you that we have under the 
Act or under the regulatory system.  
Distribution of information - The contents of this newsletter cannot be reproduced in whole or in part without consent from Hargreave Hale Limited. If 
permission is granted you must not distribute any information in this newsletter to any other person without attaching a copy of this 'Important 
Information' and obtaining the agreement of such other person to comply with the above terms.  
Data Protection - We are a registered data user in accordance with the Data Protection Act, and we will treat data we have on you in accordance with 
that act. Telephone calls may be recorded.  
External Interests – Hargreave Hale is an associate of the Investec group of companies, but for the purpose of research documents can be considered as 
independent from the group as the rest of the group have no influence on the timing or the content of such documents. The Investec group may have a 
relationship with any of the companies covered in our research which may lead to a conflict of interest.  This may involve Investec acting as a market 
maker or liquidity provider in the company’s securities, being lead manager or co-lead manager in respect of a publicly disclosed offering of the 
company’s securities within the last 12 months, providing investment banking services to the company, or being party to an agreement with the 
company to issue research recommendations.  © Hargreave Hale Limited 2011 


