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"The global economy will be a very challenging one in the next couple of years. The
subprime crisis is an early sign of a recession in the U.S. in 2008," Stephen Roach — Chairman
Morgan Stanley Asia (2nd November 2007)

“If anyone believes that when The US sneezes we will not ‘catch a cold’ they are living on
another planet.” Jonathan Davis — M.D. Armstrong Davis (Spring 2007 Investment Report)

Where do vou think we lie in the stock market cycle?
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On this train line, above, 1 would suggest we are somewhere between the Denial and
Desperation stations. The low point (having arrived between Despondency and Depression
stations) is likely to be around 20% below the July 2007 highs (repeated last month). This
would take us back to early 2006 and even 2005 levels. Of course, many investors will
experience a roller-coaster ride which can’t be good for their nerves — or their retirement.

(One wonders what kind of ‘advice’ they receive...).

As [ write (13 Nov) the stock market is well below the point prior to the recent US rate cuts
— though the Federal Reserve has cut twice by a total of 0.75% to 4.5%. We were told, time
and time again, that cutting rates would bolster the stockmarket. Yet, they slashed the rate from
6% to 3% between 2000 and 2003 but this didn’t stop the biggest stock market crash ever! Why
should it this time? It isn’t and it won’t. As we wrote to our clients on 20" September, just
after the first 0.5% cut, all we could see was a band-aid over major organ failure — repeated
after the 0.25% cut on 31% October.

www.ArmstrongDavis.com

Correspondence: 5 Lakes Court, St Margaretsbury, Stanstead Abbotts, Herts SG12 8ES
City: Token House, 12 Tokenhouse Yard, London EC2R 7AS

Tel: 0845 862 2919 (Head Office) | 020 7073 2919 (City) | Fax: 01920 870 5651

Registered in England No, 05942730 Registerad Office: The Granary, 39 Bell Street, Sawbridgeworth, Herts CM21 9EH
Armstrong Davis Ltd is authorised and regulated by the Financial Services Authority



Downturns are normally far swifter than upturns. Be careful if you buy late in the cycle.
Largely, our clients are currently in cash and not experiencing falling funds. The major organ
failure is the colossal state of global banking — the market value of the banking sector is down
¢30% since the start of the year — due to the global credit/debt fiasco and there’s more to come.

Market Timing

Were we to know when the market would top out or bottom out (as the case may be) we could,
of course, go with the flow. The problem is it is extremely difficult to time the market
precisely. So, instead, we follow the indicators of strength and/or weakness in the wider
economy. It is entirely possible to judge if investments are out of kilter with reality and the
classic reference is DotCom. Thus, we prefer to reduce our exposures when the mania takes
hold and increase exposure when depression starts to kick in decisively.

The reality is, our clients will buy low and sell high — but not at zeniths or nadirs. We call this
The Sir Alan Sugar Methodology of Investing. ..

We have saved our clients much distress from bouncing markets. The markets in question are,
primarily, equities and property — commercial and residential. I hope you will agree this is
where most people have their money — be it in pensions, ISAs etc or outside of these.

“You can’t go wrong with property” (Oh, really?)

The Council of Mortgage Lenders expects an increase in repossessions of 50% next year - from
30,000 this year. Yes, 30,000 homes repossessed in 2007... We put it more at a rise of 100%.

We have been actively advising against increasing exposure to residential (and commercial)
property since 2005, and actively advising to divest of excess property since last year. Ina 15-
20 year property cycle, this has stopped our clients from having more exposure to this bloated
asset class than would be good for their long term financial health. Over the next months and
years, we believe it will become crystal clear that this has been the appropriate advice. As our
readers are primarily in the South East: The City — with all the problems of the global credit
crunch — will likely experience redundancies of ¢ 30,000+ over a 12-24 month period starting
August last and the surge in London prices of 2006 will pretty well reverse by the end of 2008.
Anyone who bought last year will see nil net growth after only a year or so — they believe they
have made a small fortune. In fact, no-one made a penny until they sold and didn’t rebuy!

The reverse in prices will last ¢ 4-6 years.

In the summer we discussed the madness of prices in Northern Ireland, after a ¢ 50% rise in 12
months. Last month, The Halifax reported that prices, there, fell by 3.2% during September
alone. That’s a fall of over 30% annualised. All good things do come to an end.

No doubt we’ll come back to that issue. Do you have Buy-To-Let(s)?  Should we talk?

For the future

Inflation is really taking off, as we said it would (see Summer 07 Report), with input cost
inflation at the highest since 1995! So, commodities, agriculture and gold remain very strong
for the long term — though as we have repeatedly stated they will be highly volatile on the way
up over the next perhaps 15+ years. In the stations’ analogy, above, these are probably only at
Hope in the long run however they may well be at Euphoria in the short run.
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Portfolio Diversification

We know that many investors have been ‘persuaded’ of the merits of portfolio diversification
(not by us!). Beware! Warren Buffet says of this method of investing: "Wide diversification is
only required when investors [read ‘advisers’] do not understand what they are doing". The FT,
earlier in the autumn, also said ‘Just when investors require the perceived benefits of
diversification [reduced risk] they are unlikely to obtain it.” This is because the traditional asset
classes — shares, bonds and property — are now highly correlated. When one goes down...

Readers may recall we were not at all complimentary of commercial property in July. Since
then unit trusts, investing in this area, have been falling. None of our clients have invested in
these in the last few years. (N.B. One of the articles in the Bulletin attached — which is a generic
publication for different types of users — expresses a positive view. That is not our view)

We are very proud to announce that not one of Armstrong Davis’ client portfolios has been
detrimentally affected by the recent downturn in the stock market. For many, they have held
significant cash levels within pensions, ISAs and other tax-advantaged savings vehicles etc.
They’ve experienced almost nil negative volatility while earning interest. ©

Our favourite asset class, up to now, has been gold shares ...which have risen over 50% since
just the middle of August (gold reached $844 on 8th November 2007). See also the main
article in the Financial Bulletin, attached. Once again, they will be volatile on a rising trend!

We do the thinking and analyses while our clients get on with their lives. Isn’t that the way it
should be? To find out more of our investment proposition, as well as our tax and wealth
management propositions, for you, for your family or friends, or for your clients, or if you’d
just like to open a dialogue simply pick up the phone.

NB: Investments can fall as well as rise. The past may not be a guide to the future.

Email me at jdavis@charteredfinancialplanner.co.uk or call me on 020 7073 2919.
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As I write, it i1s 18th September
and the US Federal Reserve has
just cut its Funds Rate (equivalent
to our Base/Repo rate) to 4.75%.
Readers of our letters, during the
last year, will know that we have
consistently stated that gold will
rise as US inflation will be
allowed to run riot. The Fed has
confirmed it will allow US
inflation to soar continuing their
Stagflation. In recent weeks, gold
has risen from ¢ $640 per oz to
today over $730. We believe that
we will see $1,000 per oz by next
year and $3,000 within 10 and
possibly just five vears — but not
without volatility. Are you in
gold? Many of our clients are.

To see previous letters just go
onto our website:

This Edition

Storm subsides on
commercial
property funds

__Protecﬁng your
income against ill
health
Don't forget about
estate planning

CharteredFinancialPlanner.co.uk
and click on Newsletters. Also,
don’t forget to read the attached
letter showing our current
thinking.

A client wrote the following to

| me recently and he is happy that
| we reprint it:

“Jonathan, I have been advised
by you for three years and I have
always found you to be most
professional, sincere and friendly.
As you know, of course, I
recently had heart surgery
(feeling fine now!) and the
Private Medical Insurance paid
for the private hospital and the
surgery. [ have also received,
without any fuss from your
recommended insurer, a

Coming to the

— F

How you draw income from
your pension plan is one of the
most crucial choices you can
make about your retirement.

The difference between the right
and wrong decision can be the
difference between a comfortable
retirement and ‘getting by’. There
is now a wide range of options,
thanks partly to the pension

tax changes introduced in April
2006. In practice, two routes are
dominant: annuities and income
drawdown.

substantial tax-free payout in

i respect of Critical Illness

Insurance. For me, it means I can
pay off my mortgage and,
because I now live on the other
side of the world, I can afford to
fly back every 6 months to have a
check-up by the same surgeon
who operated on me. These, of
course, give me and my wife
great comfort. I am very grateful
to you, Jonathan, for your advice
and I look forward to your
ongoing professional support. In

| today's world, it is very

important to be able to lead a life
with a sound financial base with
less to worry about, at least, on
one front.,” D. B.

Say no more!

Jonathan Davis samsa Fcil aiFp FrFs

Chartered Financial Planner
Managing Director

pensions crossroad

Annuities The pension annuity is
the traditional way of converting
a pension fund into a regular
income. It has the great virtue of
providing payments throughout
your life — however long that
may be. These payments are
guaranteed, unless you choose an
investment-linked annuity.

The annuity market is fiercely
competitive, but its elements can
vary from those in the pension
plan market. A good pension

| plan provider may only offer

poor annuity rates, making it

| very important that you do not

accept what your provider offers
without first checking with us
what is available elsewhere.
Industry figures suggest that by
shopping around you may be able
to improve your pension by as
much as 30%.!

There have been a number

of innovations in the annuity
market over recent years, one

of the most significant being the
spread of enhanced annuities.
These may offer you higher rates
if your health or lifestyle is less
than 100% perfect. For example,
if you are a smoker or have
diabetes, you could qualify for a
better annuity rate.

Income Drawdown Income
drawdown, a form of unsecured
income, is generally a higher

risk strategy than buying an
annuity and on the whole, is only
suitable for those with a range

of other sources of retirement
income. As the name suggests,
under income drawdown your

Continued on back page












