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Preface to the 9th Edition

Investing in Stocks and Shares has proved to be one of the most enduring of guides to investment in stock markets since it was first published in 1992. This may be because it is maintained by a professional long-term investor and not by a financial journalist or a salesman peddling a ‘get-rich-quick’ book; or it may be due to the book’s advocacy from the first edition of the importance of seeking dividend growth from investments in shares, and not buckling to the latest investment fashion.

The book is meant to serve a double purpose. It is intended to give inexperienced investors a strong grounding in private investment, essential for success in this difficult field. And it should then serve as a reference work on your bookshelf.

We know now what we did not know fifteen years ago: that the bursting of the so-called ‘dot-com’ bubble caused a serious, long-running crisis. The bubble arose in the frenzied years of 1997–2000, when huge investments were made in advances in electronic technology based around the development of the Internet. Many of the ideas backed were little more than wishful thinking expressed on the back of an envelope in a rented office. When the bubble collapsed in 2001–2003, there was massive loss of investment capital, and governments worldwide responded by making huge sums of money available cheaply in order to restore liquidity.

The problem was that the same governments, particularly those of the UK and USA, failed to raise interest rates again in a timely manner. The deluge of low-cost cash made mortgages very cheap, so that everyone could afford to borrow heavily to buy expensive new houses with cheap short-term loans. No one stopped to consider how over-indebted households would react when interest rates finally rose again (the traditional response by central banks to rising inflation caused by their original avalanche of cash), and the households had to re-mortgage at higher rates.

The so-called ‘sub-prime’ crisis, in which too many unsuitable individuals received large mortgages with which to buy houses, especially in the USA, and subsequently were dispossessed of their homes when they could not repay their loans, caused a sharp fall in house prices during 2007 and 2008, and a slower fall in following years, while banks suddenly reined in their lending (the ‘credit crunch’) as they worried about the extent of their bad loans. This led to fears of a recession caused by a reduction in consumer spending, which in turn led to a fall in global stock markets. The decline was accelerated when indebted individuals, companies and, especially, hedge funds became forced sellers of shares in order to meet client redemptions and to pay for heavy bets on stock market and property movements that had gone suddenly wrong. Shares were sold to raise cash, since it was not so easy to sell property. Consequently, distressed sellers caused the stock markets of the world to slump suddenly in the autumn of 2008.

And thus monetary authorities around the world now face a terrible dilemma: they have had to lower bank rates to record low levels to bail out mortgage borrowers and companies, and have again flooded the global economy with cheap money (‘quantitative easing’). Unfortunately, as soon as the Bank of England does raise its interest rate to more normal levels, many of the overborrowed mortgage holders will be in trouble again. So we are back to the cycle of boom and bust.

This book has always set great store on the importance of seeking dividend growth from investments, but the collapse of many of the banks, and dividend cuts from other companies, led to the temporary cessation or reduction of many payments. The problem was exacerbated by the disastrous explosion in the Gulf of Mexico of an oil-rig leased by BP, which was also forced to suspend its dividends to pay for the clean-up. The banks and BP together paid about one third of all dividends issued by British companies. The situation is now finally recovering, with some banks and many companies having restored their dividends, while the other banks are clearly on the road to recovery. BP stopped its massive oil leak and has settled most of the fines and claims for compensation. However, the introduction from 2016 of a new, extra 7.5 per cent tax on taxable dividends by the new Conservative government shocked the entire investment community.

The decline in global interest rates has lowered expectations of returns from all types of investment. Gilts and house prices have enjoyed a good run, but this cannot continue since bank rates (and thence interest rates) cannot fall significantly further from the current 0.5 per cent. Indeed, it is economically impossible for stock markets and house prices to move in opposite directions for any length of time, since both are driven ultimately by company profits via dividends or wages. Moreover, if houses were to continue to outperform shares, everyone would invest in housing, no one would invest in industry or companies, and everyone would become unemployed. That would either force government intervention to favour investment in shares or would cause a house price crash.

Tables and figures have been updated for this new edition. Unfortunately, taxation rules change so quickly, and so unpredictably, that only a general outline can be given here and the reader is advised not to depend upon specific tax information given in this book. Particularly exasperating too has been the large number of changes of company names, addresses and telephone numbers in recent editions of this book. All have been updated for this new edition. I have elected generally to omit websites in the main text, despite the undoubted usefulness of the Internet for seeking information about companies. The rate at which companies change their website addresses has over-stretched my tolerance for updating them.

Although expectations of future returns from the stock market must be lower than those garnered from the boom years of the 1980s and 1990s, there is every reason to suppose that investment in company shares will continue to outperform other investments in the next few years.

John White


Introduction

A STRATEGY FOR INVESTMENT ON THE UK STOCK MARKET

 

This book was compiled to demonstrate that it is possible to invest in the shares of UK-quoted companies in a sensible and logical manner that requires no special expertise; also, that the results will, in the long term, be better than those of more than half of the highly-paid professional fund managers.

It is directed at readers who may be considering investment on the stock market as part of a balanced portfolio of investments. The early sections review features of the stock market in a manner which is illustrative rather than definitive, showing the reasons underlying a ‘logical investment strategy’.

The first chapter provides an overview of the whole book, and should be read first. Subsequent chapters look more closely at the features of share investment and examine various strategies for investment on the stock market with special emphasis on the ‘logical investment strategy’.

The closing chapters deal with additional areas for investment likely to appeal to the more experienced private investor, such as traded options, gilts and bonds.

It is hoped that this book will serve the reader not only as a general investment guide but also as a handy reference manual to be kept on the bookshelf. Numerous technical terms are explained at length and a substantial glossary has also been provided.

It is most important for the reader to remember one central tenet – past performance is no guide to future performance. That means that the logical investment strategy cannot be guaranteed to work in the future.

ABSOLUTE BEGINNERS

 

This book has been written on the assumption that the reader is familiar at least with the concept of trading in shares. If you have no previous experience at all of dealing in shares, then the London Stock Exchange (see Useful Addresses) provides some excellent beginner’s booklets at no charge.

SOURCES

 

Data used in the tables presented in this book have mostly been calculated from my private database.

Long-term tables of inflation, building society interest rates and share price indices were obtained from the London firm Barclays Capital Ltd. Permission to use these tables and charts is gratefully acknowledged and the appropriate addresses are given at the end of this book. The Stock Transfer Form shown in Chapter 5 is reproduced by kind permission of the Solicitors’ Law Stationery Society Ltd.
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Several investors, experienced and novice, read early and later drafts of this book. It is a pleasure to acknowledge particularly the valuable criticism, suggestions and contributions made by Ian Laurenson, former financial analyst at County NatWest. My wife laboured through many evenings to point out any areas which might need clarification for less experienced investors. Any errors which remain are my own.

DISCLAIMER

 

This is a book about one of several stock market investment strategies. In order to illustrate the reasons for creating the strategy, I have inevitably had to resort to using current charges, taxation levels, exemptions from tax and other variable figures. These were believed to be correct at the time of publication, but are certain to change in succeeding years.

The use of real companies to illustrate points made in the text should not be regarded as a recommendation to buy their shares. All of the companies illustrated in documents, such as share certificates, are fictitious and will not be found in the Financial Times.

Similarly, different investors have different objectives, priorities and financial standing. It is essential that they each seek qualified professional advice before making important financial decisions.
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