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Summary

• The challenges that markets faced at the
beginning of the year have been more
damaging than most would have predicted.
Central banks have indicated a faster, more
aggressive rate-rising path that markets have
had to quickly reprice. In Ukraine, the threat
of Russian aggression translated into an
awful full-scale invasion of its democratic
neighbour. This is all set against a backdrop
of rising inflation in the ‘West’ and rising
disruptions from COVID in the East.

• There is increasing downward pressure on
growth, continued disruptions from Covid
(particularly in Asia) pervade, supply chains
remain interrupted and rising energy costs
will combine to stymie growth. Offsetting this
are strong consumer balance sheets, low
unemployment levels and rising wages.
Lower growth and higher inflation are the
order of the day and the threat of
recessionary risks are building.

• Interest rates are rising to combat the
creeping incumbency of inflation and the pace
of rate rises remains the primary concern for
markets. Central banks’ moods have
undoubtedly hardened and recent geopolitical
events are not going to stop them tightening
policy. If quelling inflation means pushing
economies into recession, then that is a price
they are prepared to pay. The Federal Reserve
will quickly raise rates through this year and
next. The Bank of England has been ahead of

the rest but will remain ‘forceful’ in their
approach. The ECB is set to raise rates too,
whilst the People’s Bank of China is already
easing policy. The big (unanswered) question
is what impact this will have in 12/18 months’
time when economic growth is expecting to
be slowing sharply. Can a soft landing be
managed, or will central banks push their
economies into recession?

• Fixed income markets have offered little in
the way of protection. The US 10-year yield
rose to almost 3.5%, before dropping back
to 3% by quarter end and the UK 10-year
has risen from 0.97% in January to 2.3% by
the end of June. Credit spreads have also
moved wider through the course of the year.
Whilst we continue to use strategic bond
funds and short- dated fixed income funds to
reduce the impact from rising yields, they too
posted deeply negative returns.

• In equities, the UK fared relatively well versus
global peers (helped by its exposure to
energy and financials), particularly against US
equities, albeit the strength of the US dollar
helped soften the loss in sterling terms.
Chinese equities have fallen by c40% from
their Feb ’21 peak but there are nascent
signs of a turnaround. The consumer
discretionary and technology sectors saw the
biggest falls. Value investing as a strategy
has served to protect better year to date,
whereas ‘growth’ investors, who have
enjoyed so many years of outperformance,
witnessed some significant price declines.

• Currencies have been moving in step with the
actions of each country’s central banks. US
dollar strength continues as firmer interest
rate rises have come to the fore. The Euro
has also strengthened. The outlier remains
the Bank of Japan which is determined to
keep its accommodative policies in place,
which has seen the yen weaken substantially,
particularly against the US dollar.

• During the quarter, the price of Brent Crude
oil rose peaking at $123/barrel before
dropping (not that you’ll have seen it at the
petrol station) to $110. Gold dropped below
$1810/oz as rising interest rates and a strong
US dollar are historic foes.
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Skirting the Danger Zone
There is always something to worry about, but 2022 seems
to be delivering more than its fair share of bad news. Interest
rate rises, inflation hitting 40-year highs, war in Ukraine,
lockdowns in China, the BBC commissioning a second
series of Vigil. Plenty to navigate.

We watched the scenes as the Queen celebrated her
Platinum Jubilee with a fly past over Buckingham Palace
to the delight of the crowds and clearly Prince Louis! 
The planes were buffeted by turbulence, but the pilots
dedicated themselves to stick to the path they were
tasked to follow. The same diligence and dedication is
now needed by central banks as the narrative seems clear.
Inflation needs to be addressed and central banks are
going to have to take the steam out of demand by
tightening monetary policy, as supply constraints and the
war in Ukraine further extend the inflationary peak.
Whether that slowdown turns into a soft-landing or a
recession remains to be seen and in the near term, equity
markets are going to remain under pressure as growth
forecasts are cut and the risk-free rate rises.

Through the fire.
Is this the end of the Fed Put?
The primary story of the last 15 years or so when it comes
to central bank policy is the worse things got, the more
likely central banks were to step in and cut rates and
provide liquidity support and provide a backstop to financial
markets. Inflation was a non-issue and any thought that an
interest rate rise was on the cards, let alone a sharply rising
series of them, would have sent markets into a tumble. So
why is it that the US Federal Reserve raising rates by 0.75%
in a single meeting being met with a semblance of relief?

The answer lies in confidence and central banks losing it.
Central banks need to have the confidence of markets if
their forward guidance signalling is going to carry any weight
and hold any credibility, so inflation levels hitting 40-year
highs and central bank policy rates still nailed to the floor
puts their credibility in doubt. Inflation has existed of course,
as central banks pumped liquidity in, asset prices rose,
whether it be in equities, fixed income or house prices – they
all formed a very acceptable version of inflation for the many.
Covid changed the nature of the type of inflation, as demand
for services fell and consumers were forced to stay at home,
demand for goods increased at a time when making and
moving those goods around the globe became more
restrictive. China’s zero-Covid policy ensures restrictions in
global supply and the persistence of bottlenecks continue
today. So too does the desire by many companies to make
more secure, but potentially less efficient, supply lines
because of their experiences during the pandemic. Now, the
tragedy of the war in Ukraine has pushed inflation ever
higher as energy and commodity prices were sent higher,
further compounding the inflationary fire.

High inflation is good for no-one, sub-inflation pay rounds
hurt consumer confidence and spending power – I’ll go
into more detail below – but for now central banks only
have their eye on one thing and that is to get inflation
back under control.

So, is the Fed Put gone? For now, yes. In time, unlikely.
As we write in Equities and Fixed Income – The end
of a long-term relationship?, markets are facing both
an inflation and interest rate shock, which is capital
destructive for both fixed income and equity markets.
Inflation is high and interest rates are going higher too to
reduce demand, whilst a still healthy jobs market allows
that to become a secondary concern. The declining
wealth effect is, for now, helpful for central bankers (your
portfolio value is lower, the less inclined you will be to go
on a spending spree). Once inflation alleviates, the
‘traditional’ central bank response of a slowing economy
equalling an easing of policy will be reinstated.

Consumer: Being taken Through the Fire 
The strength of the consumer is a key driver in the
economic growth of the US & the UK representing
between 60 and 70% of GDP. As such, the health (&
wealth) of the consumer is a key barometer to interpreting
the prospects for economic growth.

On the positive side, spending momentum in the US
appears to be holding up for now, with continued rises
during April, which followed an upward revision in March.

Market Outlook
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However, the rising number of naysayers will highlight the
truly awful consumer confidence figures as a sign that the
consumer has succumbed to a tide of rising prices, the
dent to confidence from the war in Ukraine as well as a
more cautious attitude as a result of sub-inflationary pay
rounds. UK consumer confidence is breaking records for all
the wrong reasons, hitting record lows in June beating the
previous record low set just in May. In the US, consumer
confidence has been on a downward trend since the
middle of 2021 and in Europe, ever since the start of the
war in Ukraine, consumer confidence has been in free-fall.

There are some mitigating factors shining a small ray of
light in an otherwise darkened room. First, whilst
acknowledging this is not a universal truth for all, there
remain significant amounts of savings that were
accumulated during the pandemic that are yet to be
diminished. Whilst there is good evidence this sits within
wealthier households, up until the end of March this year,
there was estimated to be over 10% of nominal GDP
retained as excess savings in the US, and only fractionally
less in the UK. Some time ago the argument may have

gone that this would be used to stimulate economic
activity and generate growth in a post-pandemic rebound;
now, it is more likely to serve as a parachute payment for
households as they use this to maintain their standard of
living. There are other reasons to remain hopeful too, the
jobs market remains solid and a combination of persistent
labour shortages and sky-high job vacancies means the
economy could tolerate some deflation in the number of
vacancies without delivering large swathes of
unemployment. Finally, UK consumers have generally been
willing to increase their debt to maintain their standard of
living, so long as the employment picture remains intact.
Furthermore, households have been pretty good at fixing
the terms of their mortgages. Over 80% of all the
mortgages in the UK are now on fixed rate deals,
postponing any day of reckoning for mortgage holders
refinancing for a little while yet.

Growth & Inflation Numbers 
The long era of low and stable inflation is well and truly
over! Inflation is leaping forward across the G7 economies
at a pace not seen since the early 1980’s and central
banks are nervously looking at inflation levels way above
their target policy rates.

The picture here remains pretty clear. Economic growth is
falling, and inflation forecasts are signalling a higher and
more persistent level of inflation. The UK looks particularly
weak when it comes to next year. Anaemic growth and
high inflation tend not to win you any prizes in an
economic review of the year.

As ever, with many thanks to our friends at Schroders for
these latest consensus forecasts.

Market Outlook – Looking for the hard floor
Challenges weigh heavily on the outlook and timeframe is
an important caveat. The near term presents plenty of
opportunity for further losses. Central banks raising rates
even faster than anticipated is not an outlier scenario, nor
too is Putin doubling-down in Ukraine to try and rescue
what better placed people than I, have all concluded to
have been a largely disastrous military advance and hugely
costly to its image as a modern military force. Either will
trigger further drops from here. Our sense though is the
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market has accommodated a strong degree of anticipated
interest rate rises and some slowdown in growth. However,
the near term is unlikely to see any respite until there are
more concrete signs of inflation coming down or,
admittedly less likely, the ending of the war in Ukraine.
Good news can potentially come from China as small
advances are being made in lessening some of the existing
Covid restrictions and the Chinese government will be keen
to support the economy in in the lead up to the 20th
National Congress of the Chinese Communist Party.

Whilst it has been an incredibly difficult period for fixed
income markets, there are some reasons why we should
think about the short-duration position held in portfolios.
Whilst, relatively at least, short duration has been a sensible
place to be (to reduce sensitivity to falling prices as yield
rise) as we go through this year and towards the point
where rate rises and falling consumer demand push growth
lower, equities and bonds are likely to break apart from their
three-legged race to the bottom. Whilst equities may remain
challenged by falling corporate earnings, fixed income is
likely to provide an offset with bond prices rising as yields
fall in anticipation of central banks beginning to support their
economies again with inflation less relevant and growth a
more important concern. In the meantime, the starting yield
on an investment grade bond fund is around 3% and a high
yield fund around 5% making it a slightly more attractive
starting point for income-hungry investors and certainly a
more competitive environment for income seekers than
they’ve been used to.

In equities, valuations have fallen too but the outlook for
corporate earnings is cloudier than usual with a slowing
economy on the near horizon. Stock prices have been
falling but earnings expectations have not been falling
significantly, which is not an unusual event in itself as stock
prices tend to move in advance of changes in profit
forecasts. The question to ask of these stock market falls
is how much of them represents a response to the change
in bond yields (aka the risk-free rate, which equity analysts
discount future earnings by) that has been driven by high
inflation and how much have they fallen in response to
anticipated falling earnings. To restate, our sense is
markets have accommodated a strong degree of
anticipated interest rate rises and some slowdown in
growth. According to the earnings bible, Factset Earnings
Insight, US equity market analysts (a clearly optimistic
bunch) are projecting earnings growth on S&P 500
companies to be 10.4% albeit with this backloaded
towards the latter half of the year, raising the likelihood of
earnings disappointments through the balance of the year.
Corporate profit margins still look resilient but will need to
be watched.

Agonising over quarter by quarter earnings or global
growth can mean missing the big picture, which leads us
to valuations. As markets have fallen, a semblance of
value has begun to emerge. UK equities for example have
fallen from 12.5x forward earnings to 9.6x, US from 21x to
<16x. We write about emerging markets and their

prospects in Emerging Markets – Facing the Wall of Worry.
The UK remains unloved, suffering a valuation discount
that never recovered from its falls after the EU referendum
before ploughing into the pandemic lockdowns. We are
now at the point where UK equities look ‘cheap’ and the
US more like ‘fair value’. Within UK equities, small caps are
at a discount to their larger cap peers, but clearly after
many years of missed steps a catalyst for this value to
emerge may take some time to be realised.



Portfolio Changes 
Whilst we retain the asset allocations and fund selections
in the Passive, Positive Impact & Offshore ranges, we have
made several changes in our core portfolios. The Cautious
Portfolio remains unchanged, but in others:

Conservative 
We sold BNY Mellon Real Return and split proceeds
between Ruffer Diversified Return and Troy Trojan, which
we feel are better funds at preserving capital. We are not
making any changes to the UK equity weighting but
switched Franklin UK Managers Focus to the lower cost
Franklin UK Equity Income fund.

Income 
We sold BNY Mellon Real Return and reallocated the
proceeds to Ruffer Diversified Return, given its ability to
better protect capital in downward markets and to Artemis
Global Income, which has been in the portfolio for many
years and looks underrepresented versus the percentage
allocations in the other global equity income selections.

Balanced, Growth & Aggressive 
For some time, we have wanted to introduce more small
company exposure and added a new smaller company
fund we had completed research on some time ago but
had been biding our time on for a more attractive entry
point. In the Balanced risk portfolio, we also marginally
increased overseas equity weighting as we felt it was
under-represented versus other risk profiles.
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Conclusion – Searching for some calm 
2022 has proven to be a year of painful adjustments in the price of most major asset classes. In portfolios, we have not
been immune from the headwinds markets have thrown at us and it is never a comfortable place to see client portfolios
in negative territory. The summer months are likely to face further challenges, but the fears the market is focused on
currently are no greater than have been faced in our collective histories, whether that be the 1970’s oil crisis, the near
threat of thermo-nuclear war during the Cuban Missile Crisis or even the threat of the collapse of the banking system
during the financial crisis. The chief, long-term and consistent lesson we can learn from all these historic market events
is to stay calm, stay in a portfolio with an acceptable level of risk and stay invested for the long-haul.

As we turn toward the summer holiday plans may I wish you all a very happy summer and thank you for continuing to
place your trust in us in managing your portfolio.
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Over the last forty years or so we have been in an era of
declining bond yields. One where in periods of market
stress, fixed income allocations have served to deliver a
positive return and offered some protection from equity
market losses. 2022 has proved different with both fixed
income and equities suffering from falls of equal severity
as markets get shaken by the re-pricing of central bank
interest rate expectations, which has seen equity
valuations deflate at the same time as fixed income
yields rise.

So, why hasn’t fixed income protected?
Fixed income has done a particularly poor job of offsetting
equity market volatility so far in 2022. This is chiefly
because we are living in a time of significant inflation,
which hasn’t been a feature of the investment landscape
for decades. Markets are currently facing both an
inflation and interest rate shock at the same time,
which is driving market volatility and with it an increasingly
positive correlation between fixed income and equity
returns (where they both fall together). So, is the current
relationship unusual? Using data sourced from Vanguard
who looked at previous decades of high inflation and
compared it to the period since the start of the millennium,
they found that in decades of higher inflation, there was a
greater positive correlation between bonds and equities
than in periods of low growth and low inflation, which has
typified the world since the 2000’s.

Whilst we are in this period of inflation shock we can
expect the weakness of both equities and fixed income to
continue. The questions that then follow are:

1) How long will inflation remain so elevated?

2) What comes next?

3) (and) Is it worth holding fixed income?

1) How long will inflation remain so elevated? The
expectation is for inflation in the US to begin to taper
towards the end of this year and, for what it’s worth,
the Bank of England is anticipating inflation falling
early next year, albeit with energy volatility and sterling
weakness, there’s potential for this to be pushed back
even further. If inflation falls sharply through 2023, the
clamour by central banks to push interest rates higher
will begin to abate and for this current rate and
inflation shock to pass.

2) What comes next? With interest rates rising sharply,
consumer confidence plummeting and sky-high prices
on our energy bills and our shopping baskets,
recession risks are rising, and we are moving towards
a growth slowdown. The faster interest rates rise,
the greater likelihood that we are tipped into recession
and the shorter the period will be before central banks
need to reverse course and begin to bring interest
rates back down. In this environment, we are likely
to see a re-establishment of the negative
correlation between equities and fixed income.
There are some nascent signs that bond yields are
reacting to this as we go to press, but it remains too
early to be definitive in this. Whilst equities could
remain under pressure as the corporate earnings
environment becomes tougher, fixed income markets
are likely to benefit from price rises as yields drop in
response to a return to the predominant market
dynamic of the last 15 years, namely one of lowering
yields driven by supportive central bank policy.

3) Is it worth holding fixed income? In short, yes but with
caveats. Yields across the fixed income world have
not been this attractive for years. With investment
grade bond funds yielding around 3% and high yield
funds offering around 5% this offers an attractive
income starting point for investors. It still feels too
early to accept increased interest rate risk in portfolios
but should we see clearer evidence that bond yields
are peaking, then beginning to look to benefit from
rising prices as yields fall with remain at the forefront
of our minds in the coming quarters.

Market Review
Equities and Fixed Income – 
The end of a long-term relationship?
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I mentioned caveats and in portfolios, where appropriate,
we still retain significant holdings in conservative, multi-
asset funds such as Troy Trojan and Ruffer Diversified
Return. Over the long- term they have been able to limit
downside risks and deliver positive returns and we see
them as essential parts of what would have formed the
fixed income allocation in a ‘traditional’ balanced risk
60/40 stock/ bond portfolio. This is likely to continue.

In summary, investors have been hurt by the combined
sell-off in both equity and fixed income markets. This is
unlikely to continue as inflation eventually rolls over and
interest rate rises push economies towards either a growth
slowdown or an out and out recession. At this point, the

negative correlation benefits of fixed income are likely to
be re-established as bond yields fall and central banks
turn from hawkish to becoming more supportive in their
efforts to keep their economies growing. The decline in
prices that have taken place through this year has opened
up a more attractive fixed income world, particularly for
income investors. As we move from the inflation and rates
shock environment to a growth slowdown, there could
also be an additional tailwind for fixed income holders of a
return to a falling yield environment (with bond price rises).    
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Rising interest rates and a strong US dollar are the
traditional headwinds for emerging market economies and
their investors; so coupled with rising political tensions in
India and continued COVID lockdowns in China as well as
rolling off a decade of meagre investment returns, have
emerging markets become too easy to ignore?

The invasion of Ukraine by Russia will be harmful to
emerging market economies in several ways. With war
decreasing the risk appetite of many investors, emerging
markets have suffered from their higher risk/reward nature
with steady flows out of the asset class, particularly in
emerging markets debt which has seen outflows of $21
billion in the six months to April 2022.

The rising price of commodities brings a mixed blessing
for emerging markets. For many emerging economies,
purchasers of commodities who have turned away from
Russia have had to seek alternative sources of supply
whether that be energy or grains, which has been
beneficial to some emerging market countries such as
Brazil, South Africa and Saudi Arabia. On the other side of
that trade, those countries who had been dependent on
Russian energy, grains or indeed tourists have all been
weakened, affecting the likes of Hungary, Czech Republic
and Turkey. And those such as Egypt provide a good
example of how rising oil and food costs have the potential
to create problems from both a financing and societal
perspective. Egypt’s finances will come under pressure as
it continues to subsidise fuel prices as well as facing gaps
in its wheat supplies given 50% of all its wheat
consumption comes from Russian and Ukrainian wheat

imports. The threat of rising food prices raises the spectre
of the Arab Spring in 2010/11 when riots broke out, due in
part at least, to rising food costs. Whilst Egypt is not alone
in this regard, rising fuel and food prices pose a particular
challenge for some parts of the emerging world.

A China slowdown is clearly an issue for the global
economy as it will continue to drive supply disruptions, but
it is a major headache for emerging market equities with
China representing about 30% of the MSCI Emerging
Markets Index. Earnings expectations are stagnating,
driven by a weakening outlook in China given the
lockdowns that remain in place. As China moves out of its
COVID lockdowns it has the capacity to stimulate its
economy and there will be clear political demand for this
to take place later in the year as the Party Congress takes

Emerging Markets – 
Facing the wall of worry 
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place. Stimulating an economy whilst lockdowns are in
place makes little sense, so seeing some relaxation of its
draconian pandemic policies will pave the way for the
stimulus plan it surely needs if China is to get anywhere
near its official 5.5% growth target. In the meantime, the
MSCI China Index fell by 50% between February 2021
and March 2022 and whilst it has recovered somewhat
since, Chinese equities trade at 1.4x price/book and a
forward price/earnings ratio well below global equities and
also below the broader emerging market index. Whilst
there may be questionmarks raised against the validity of
corporate earnings expectations across all equity markets
as growth slows, consensus earnings estimates for next
year are for Chinese corporate earnings to grow, in
marked contrast to developed market peers.

Wilting in the face of a strong US dollar is a character trait
of emerging market assets. Emerging market central
banks have moved by raising rates in advance of
developed markets to an extent they haven’t historically
done. Whereas developed market central banks appear
behind the curve in terms of their interest rate policy as
they reacquaint themselves with the challenge of taming
inflation, emerging markets central bankers find inflation a
more familiar foe and have been on the front foot,
proactively raising rates to the point where there is some

headroom for interest rate cuts to act as a support for
economies should growth stutter in the face of a rising
dollar. It should also be noted that interest rates are rising,
in particular in the US, to tackle a high inflation problem
and not due to strength in the US economy which
emerging market countries could benefit from by selling
manufactured goods to the US consumer.

As the chart shows, emerging markets have been left
behind by the US, tech-led rally that has been the
predominant feature in markets over the last decade or so.
Extrapolating recent trends is a fools errand. The returns
from emerging and developed markets have swapped
places over the last two decades with very different
experiences for UK investors. From a valuation perspective,
their starting points today look relatively attractive versus
their history but the coming months are likely to see a
number of challenges as we go through this period of
heightened uncertainty driven by central banks and the
consequences of the invasion by Russia of Ukraine. For
long-term investors, who can see through that, emerging
markets will remain higher risk/reward, but are also looking
more attractive than they have done for years.

01/01/2002-01/01/2012

MSCI Emerging Markets TR in GB

MSCI World TR in GB 

01/01/2012-01/01/2022

SCI Emerging Markets TR in GB 
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FE Analytics. Bid-Bid Annualised Returns in GBP 
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Firstly, thank you to our friends at Goldman Sachs for
the data.

Depending how far you are prepared to go down the
Google search history for a definitive answer, the
world’s most expensive burger will set you back in the
region of £5,000. Whilst finding anyone with the sanity
(or lack of) to buy such a rarity is presumably rarer than
it is served, the steady pace of global domination of the
mighty burger continues unabashed. The Economist
has used the Big Mac Index as a way of exampling
purchasing-power-parity (a measure of relative
exchange rate value) since 1986 and now Goldman
Sachs have taken Burgernomics one step further in
demonstrating the impact of inflation on our humble
friend. Practical observation? Skip the bacon double-
cheeseburgers for a while.

In a light-hearted way, Goldman's focus our attention
on a very serious issue which is the rising price of
food. According to the UN's FAO Food Price index,
which tracks monthly changes in the price of a basket
of food commodities, food prices were over 20%
higher than they were 12 months prior to their latest
figures which go up to May 2022. The war in Ukraine
has piled pressure on global food markets not only
due to the lost production as agricultural fields got
turned into battlefields, but also given the significant
supply disruptions faced getting existing grain out of
stores in Ukraine through its traditional Black Sea
routes. Furthermore, prices have also been impacted
by a cost shock in fertiliser markets which translates
into higher input costs for food producers and in turn,
higher food costs. After all, Russia and Belarus are

important sources of fertiliser for global food
producers and sanctions have impacted this supply,
for instance Brazil imports 85% of its fertiliser and,
according to The Economist, nearly half of that comes
from Russia and Belarus.

Price Change of Select Hamburger ingredients (YoY, %)

Rising Food Prices, 
Rising Discontent
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Whilst lack of fertiliser will reduce yields, the weather and
low levels of rain threatens harvests in other areas from
America to France, and droughts threaten harvests in
North and Southern Africa. A potentially acute problem for
North African countries who are also big importers of
Ukrainian wheat. For example, Morocco imported over a
million tonnes of wheat from Ukraine in 2020-21 and is
also one of the top wheat growing countries in Africa, but
has not even received half its ten-year average of
accumulated rainfall during the rainy season, creating a
stressed harvest coupled with an import shortage.
Politicians fearful of civil unrest have responded by
imposing restrictions on food exports, of note was the
Indian government’s decision to impose an export ban on
wheat. Also of note, is the amount of global wheat stores
in China that are very unlikely to ever come out of the
country and so exaggerate the amount of stocks available
to be traded.

With food costs accounting for a far greater proportion of
household spending in the emerging world than in
developed countries, sadly the most exposed to rising
food costs are the weakest able to contend with them.
Discontent has already exploded in Sri Lanka, which
serves as an example of how food inflation, economic
mismanagement and weak government can deliver a crisis
and drag many into poverty. Expect other countries whose
weaknesses were being tolerated to find populations far
less willing to tolerate them with an empty stomach.
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Inequality Meets Policy
In his last article on wealth inequality, our Assistant
Investment Manager, Finlay Holland, assessed the
current outlook for the three key factors that have driven
much of the divergence in wealth over the last 40 years.
We outlined that 2 of the 3 factors which enabled the baby
boomers to benefit economically look unlikely to bring
similar benefit to the current generation and generations to
come. This presents challenges to governments to
develop effective policies if inequality is to be addressed
on any significant scale, beyond the ‘build back better’ or
‘levelling up’ headline grabbers. In this article we will focus
on current policies in the UK and US which are looking to
reduce the wealth gap.

In the United Kingdom the narrative from our Conservative
government has been heavily focused on their plans to
develop the regions in the north of England which gave
them their majority in the last election. The ‘levelling up’
was blown wildly off course by the pandemic but with
mounting pressure on Mr Johnson, he has been
particularly keen to re-focus attention onto it as the likely
keystone to a possible Conservative party re-election.

Hometown Glory? 
Britain is regionally unequal with London and the South
East boasting higher wages, literacy rates and life
expectancy. Rates of illness and unemployment are also
lower and the difference in GDP per person in its richest
places compared to its poorest places is the largest of any
OECD country. The government is to focus primarily on
improving transport and connectivity, promising ‘London
style’ public transport systems. However, confusingly the
government took the decision to scrap the Birmingham to
Leeds leg of HS2, an expensive railway project connecting
London with the North.

A white paper published by the government in February
also outlines targets for increasing life expectancy,
ensuring 90% of children hit set standards in reading,
writing and maths; rolling out high speed broadband and
regenerating towns and cities to encourage people to feel
good about where they live. Devolution of powers is also
included in the plans but given the current centralised
system in the UK it remains to be seen whether mayors
and county authorities will be given the capacity and



capability to regenerate their regions given that they aren’t
currently able to plan their own transport links.

The plans are ambitious but sadly come with little new
cash, some funds are simply replacing cash that used to
come from the EU and the general trend is for a
redistribution of cash that was historically London centric to
be more widely dispersed. Whilst the aspiration is laudable,
it seems very ambitious to try and correct something as
embedded as regional inequality without some kind of
wealth redistribution via tax, especially when the project
spans multiple government departments and will require
significant skill in policy detail, not to mention an ability to
remain steadfast through the inevitable setbacks. This is a
very real challenge for political leaders as they seek to
balance implementing difficult long-term plans against the
nature of an election system where voters often make
decisions based on short term success or failure.

Given there is no proposed extra tax to cover the
government’s flagship project, it is safe to assume the
measures are more long term aspirations to reduce
inequality, so what are some of the potentially overlooked
measures which could help in the short term?

The Resolution Foundation identify that household wealth
has risen from three times national income to over seven
times in the last 30 years and that the primary driver of
this has been rising house prices. These gains have been
hugely unequal with the least wealthy third of households
gaining less than £1000 per adult from rising house
prices since the turn of the century compared to
£174,000 for the wealthiest 10%. Regional differences
have also been large with the average gain per adult in
London being £76,000 compared to £21,000 in the

North East. The situation looks even more bleak for those
not on the property ladder yet, with the average age of
first time buyers in Britain rising to above 30 in every
region (33 in London), and the ratio of median house
price to median gross annual earnings in England having
risen from 5.1 in 2002, to just over 9 in 2021 (the gap is
larger in London & the South East). What’s more, as we
addressed in the last article, much of these gains have
not been driven by productive choices such as paying off
mortgages or making home improvements, but by the
global decline in interest rates, making these gains largely
unearned. At present capital gains on main residences
remain untaxed through the CGT regime and any change
would be difficult politically. However, the scale of benefit
that homeowners have enjoyed is far beyond what policy
makers 30 years ago could have imagined. Furthermore,
as we addressed in my previous article, the changing
demographic is going to increase taxes regardless and
the current status quo would see that through earned
income and corporate profits, however for a graduate
repaying student loans the marginal rate of tax can rise to
42.25% following the recent introduction of the Health
and Social Care Levy. How long such capital gains on
main residences can remain off the agenda remains to be
seen, but as rising numbers of young voters find it
difficult to get onto the housing ladder, there is a
possibility that it becomes an increasingly important issue
for the voting populous. However, property in the UK is
sacrosanct and any sniff of policy that would change the
CGT rules on primary residence in this way is certainly
not a vote winner in the foreseeable future. It is therefore
highly unlikely that this will change, instead, policymakers
will likely target different tax environments, such as
council tax, to tip the scales.
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Salvaging Build Back Better 
Across the pond, President Biden is similarly pinning his
hopes to a policy with a catchy slogan. ‘Build Back Better’
aims to target a whole host of areas including childcare,
education and green energy, to be paid for by increased
taxes on the wealthiest Americans and big business. The
legislative plan has been in the works for over a year but
has yet to be approved by the Senate. The bill has been
significantly slimmed down to $1.75tn from the $4tn
number which was originally proposed. The infrastructure
part of the bill had passed both the House of
Representatives and the Senate but the Democrats’
insistence to ensure the social spending be passed with the
infrastructure bill has led to significant delay. Included in the
bill is $273bn for subsidising demand for childcare, the
establishment of a universal pre-kindergarten programme
and paid family medical leave. There has also been the
expansion of child tax credits which were part of the fiscal
stimulus passed in March and have been proven to reduce
child poverty. However, Democratic Senator Joe Manchin
has raised concerns around the cost of this policy and
looks likely to jettison it entirely. With a majority of one in the
Senate and every Republican Senator currently rejecting the
bill, Mr Biden will find the whole Build Back Better agenda
blocked without any movement. The mid-terms may well
permanently shelve it if a Republican majority is returned.
Furthermore, measures which would have improved social
mobility for those already working, such as two years tuition
free community college to every American, $80bn on
retraining workers and creation of a new scheme for paid
family and medical leave have all been blocked thanks to
objections by Democratic senators. Proposed spending on
higher education and re-training now totals a slender $40bn
which is only slightly more than the amount of spending
proposed to expand Medicare to include deafness. On the
other side of the coin, plans for how to fund this package
are scanter than the package itself. Despite ambitions of
hitting the 1% where it hurt, Mr Biden’s slim majority in the
Senate have meant that plans to increase marginal rates on
capital gains and corporate profits have come to little. In
place lie a patchwork of policies including a 15% tax on
accounting profits for corporations, stock buy-back
penalties and a levy of 5-8% on households with income of
greater than $10m. Another proposal to eliminate a
loophole allowing inherited assets to escape capital gains
tax has also been scrapped and a last minute inclusion to
the state and local tax (SALT) deduction, which allows those
who pay lots of income and property tax at the local and
state level to cut their federal tax liability, has had the cap
raised by the democrats to $80,000 from $10,000. The
result is that the benefit will cost $275bn over the next five
years and none of it will go to those in the bottom 60% of
the income spectrum. Instead 70% will go to the top 5%.
As the package has reduced in size so has the clarity on
what it hopes to achieve with most policies targeting social
spending being watered down, if not scrapped entirely. With
the midterm elections looming this year it looks likely that Mr
Biden will either lose his nine-seat majority in the house or
the 50/50 stalemate in the Senate to the Republicans, or

both. The odds are looking stacked against Mr Biden with
Congressional primaries already underway. In the last 25
midterms, the President’s party has lost seats in the House
on 22 occasions. Joe Biden’s legacy is threatening the
cobwebs of the Congressional archives.

We have only addressed approaches in the US and UK,
but inequality is a problem that plagues many economies
including China where the ‘common prosperity’ agenda of
Premier Xi Jinping remains a key component of their
economic plan to curb the excess that many sectors have
capitalised on. Looking at our assessments above it does
not seem likely any government has thoughtfully grabbed
the nettle of wealth inequality with policy packages that will
come close to delivering a more level playing field.
However, acknowledgement of the problem is widespread,
and the pandemic and this most recent bout of high
inflation has further highlighted the wealth gap and its
disproportionate impacts.
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