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“More people are bribed by their own money than anybody else's,”
-- Jonathan Daniels

Following on from the theme on the front page of the Financial Bulletin attached, | recently
had a discussion with a Labour Peer who used to speak for “New” Labour (NL) in the Lords.
His statements went something like these:

Labour Peer: “You realise that the government's cutting and slashing will deplete the
productive capacity of the economy. John Major destroyed the UK economy. We invested
in public services like education and health. We borrowed to keep the recovery going.
There was an international economic meltdown — the UK recession wasn't down to us.”

It was like talking to a politician by bullet point. Without any substance whatsoever.

My responses: "How does cutting the Public Sector in any way deplete productive capacity?
It doesn't — instead, it gives wealth and employment creators confidence to create wealth
and jobs. Brown and NL were handed a golden chest from Major, so much so that after a
couple of years of sticking to Major's budgets, Brown coined a new economic phrase,
namely Public Sector Debt Repayment as opposed to Borrowing Requirement.
Borrowing and spending is all NL did for over a decade and, on top, they encouraged
everyone else to do the same. They bought votes for three elections. They ‘invested’ in
salaries, not services. The UK position is the worst in the G10, so the international
meltdown argument holds no water. Finally, because of NL's policies the only people who
benefited from their ‘help the poor’ strategy were the multi-millionaire bankers [our country
pays £10s of Billions of loan interest each year to bankers] and over-paid public sector
professionals, managers and executives. Hardly wealth distribution! Short term, also, Buy-
To-Letters puffed with pride at their financial genius. If they are not already, they will soon
rue the day they got inta it. Millions of households have been left with higher taxes and
debts they will never be able to repay. Because of “New" Labour, millions now work to
pay the bank, the tax man and then themselves - in that order. These are the results of
their efforts on behalf of so-called ‘hard working families'.”

And on that we shook hands.

It was not a "banking crisis". It was a credit bubble. The difference is that the credit bubble
was Gordon Brown's and “New” Labour’s and Mervyn King's, fault

1. Brown created the "tripartite” structure (Treasury, FSA and The Bank of England) that
failed to spot it and curb it. HOW COULD YOU NOT SPOT IT???

2. Brown blocked the Bank from curbing the bubble in December 2003, by switching the
inflation target from RPI| to CPIl and removing housing costs from the inflation index, thus
stopping the Bank from raising interest rates in 2004 (a pre-election year!). Thanks to that
change, The Bank was forced to keep interest rates too low all the way until 2008.

It was a credit bubble, fuelled by Gordon Brown's and “New” Labour's political short-termism,
and almaost criminal @conomic incompetence.

Japan is proof that a country cannot borrow itself to prosperity — see the attached Financial
Bulletin. Developed nations still have a chance to make the politically difficult but right
decision to cut fiscal spending and stop looking for government to be the source of
sustainable growth — which it never is.

Jonathan Davis Wealth Management
| |

Cormespondence: & Riverside Avenue, Broxbourne, Heris EN1D 607

Repstoiod in England Mo, 0502750 Regtisteved Oflcm The Cranary, ¥ Rell S, Sawbeidgeworth, Hers Chn sgl
Monathan Davis Wealilh Mansgemieni Lid o asibovisad sl regalaied by chie Pinamcial Serviees aunbariny



e e

The Tories/Lib Dems Coalition is putting out the right noises. This is why the gilt yield — the
rate of interest our government pays for loans — has fallen and our currency has risen since
the election,

This is because the global lenders believe that a) the massive loan interest will be paid, not
defaulted and b) they will get their money back. Interest rates will be much lower than had

we continued borrowing and spending a la G Brown Esq and “New" Labour. Import prices

and inflation will stay low.

This is all unlike Greece, Spain, Portugal, Ireland etc. Hence all the bailouts by Germany.
Of course, all a bailout does is diminish Germany's financial strength. Look what a strong
currency did for Germany these past decades. Until the Euro came into being. ..

So, the Euro has greal problems and major currencies including Sterling are likely to
strengthen against it, the latter due to our Government's policies (or announcements at
least).

The cuts - IF THEY COME - will be severe. Things will be very grim for years. However,
given even Thatcher didn't really cut (whatever the myths surrounding her and her ultra dry
cabinet including Keith Joseph, Geoffrey Howe and Nigel Lawson). | am sceptical (quelle
surprise!) that the cuts will happen as have been pronounced.

My expectation is that when the union members stop burying the corpses, emptying the bins,
driving the trains etc Cameron and Clegg (if he’s still around) will simply cave in, as all
democratically elected politicians do. They will then increase borrowings and spending to
buy votes in 2015,

Some of you will now be thinking “Ah, but that means that we'll go back to the old days and
house prices will rise again." To which | reply, No. In the scenario painted, we will no longer
have improving finances and the global lenders will treat us like Greece, Ireland etc,

Inflation will take off, permanently, and interest rates will rise inexorably,

So, let us assume that, for the next year or two, we will have low inflation (or deflation) and
low interest rates. After that, we can expect inflation to rise and by 2015 we may well see
5% RPI and a 2.5% Bank of England rate (v 0.5% currently). In this projection, by 2020,
we would reasonably expect 15%+ inflation and a co-incident 10% interest rate (or

higher).

In 1963 we had 1.75% RPI. By 1975, due to Government and Bank of England policies,
RPl was 24%... HM Gowvt blamed the rise on Arabs hiking the oil price but policymakers
could have had a sound money policy but they did not. This led to the first major house
price crash since the War.

There will also be the matters of high unemployment, high personal and corporate
bankruptcies, high home repossessions, continuing credit crunch and a soured love affair

with property.

MNow, tell me, has the UK population exploded? MNo. Has prosperity exploded? No,
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Numbers of Bankruptcies and IVAs over 4 decades (individuals)

Bankruptcies IVAs* Total
1969 4,552 4,552
1979 3,456 3,456
1989 8.138 1,224 9,362
1999 21,611 7.195 28,806
2009 74,670 47 641 122,311
* Individual Voluntary Arrangements '
SOURCE: INSOLVENCY SERVICE

Debt has exploded (or been encouraged)! And so have defaults,

In histary, first it's the people who default. Then it's the banks. Finally, it's the government.
Where do you turn for financial security?

Official statistics show that this year we are on track for ¢ 140,000 insolvencies.
Around 12,000 people every month going bust. c 400 per day. And, I'm sorry to say,
there's a lot more to come. Also, “New” Labour, when in government, was wamed the
number of home repossessions could spiral by nearly 350,000 from 2010 to 2012. The
report, commissioned last year by the Department for Communities and Local Government
from Oxford University, was deliberately undisclosed to public scrutiny. The new Housing
Minister brought it out from under wraps in July.

So much for “New" Labour 'doing everything possible to help hard-working families'.
Still think house prices will rise?

Investment Management of Our Client's Holdings

Readers, who are not our clients, may remember that our clients started reducing exposure
to stock market-type investments in late 2009 (having ridden much of the extraordinary
government-fed rally from March 2008). We completed our selling in the Summer. We have
locked in gains.

How will your investments and pensions fare as the next leg of the ecanomic depression
becomes clear? We suggest you consider ASAP.

We have been able not only to insulate clients from the huge falls in wealth experienced all
over but also we have actually grown clients' wealth these past few years.

| do sometimes wonder why more readers of these publications do not simply pick up the
‘phone or send an email to enquire how we can help them individually, or their family or
friends or colleagues or their clients. | sometimes wonder also why we have an email list of
hundreds and not thousands.

Maybe it's because readers do not like one jot what | write. Maybe they are unimpressed
with my media appearances, often seen and heard forecasting a deteriorating outiook.
Maybe they find my forecasts to be inane and exaggerative. Maybe they do not want to read
bad news or forecasts.
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Perhaps it's a bit of all that. | suspect, though overall, this is the main reason: maybe they
believe there is nothing that can be done that their existing ‘adviser’ or broker isn’t
already doing. They most certainly would be wrong. There is a great deal that can be
done to preserve and grow wealth during this Depression.

Whatever the reasons, we welcome enquiries as to how we can help you, your friends,
family, colleagues and clients. Pass these updates on or suggest to others to look at our
website. Or call us or have them call me personally to discuss how we could help.

2008, 09, 10, 11 and 12 are the years of Return OF Capital, not Return ON Capital, Yet, we
have made money for clients during the harshest investment conditions for decades. How?
Because, during these times, our aim is to preserve capital first and foremost.

Prospective clients and our long-standing clients find us to be wholly approachable and
friendly and we talk in language they understand. \We are entirely transparent in our
dealings and behaviour, Our costs are crystal clear.

Qur most important and most often repeated mantra is seen widely on our website:;
“We advise you based on what we would do, were we in your shoes, given what we
know",

Who do you know who could benefit potentially from our advice? We await your contact or
referral.

Flease remember, investments can fall as well as rise. And they will!
With kind regards,
ST . el

Jonathan Davis BA MBA FOU AIFF FPFS
Chartered Financial Planner, Managing Director

“ jdavis@JonathanDavisWM.com M www.JonathanDavisWM.com
Sign up to follow us for up-to-the-minute comments @ Twitter/JonathanDavisWM
















