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Welcome to the second edition of our investment publication, Preservation & 
Growth. In this document we share some of our current thinking and investment 
ideas for 2023.  We hope you find it engaging and look forward to discussing the 
contents with you.

Neil Osborne 

Kalm Investments Ltd, T/A Santiago Investment Advisors, 
is regulated by the Central Bank of Ireland.
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European Energy Stocks
Sectorally, energy was the only show in town last year as the chart below illustrates. Despite these 
gains, we continue to believe the European oil majors offer one of the best risk-reward opportunities 
in equity markets.  

We could copy and paste the thesis 
we printed in last year’s Preservation 
& Growth because things haven’t 
changed that much. The sector 
is still cheap at 5.5 times forecast 
2023 earnings, the supply picture 
remains structurally challenged due 
to underinvestment while demand 
remains robust. The industry has 
transformed its capital efficiency in 
recent years and has abandoned the 
wasteful goal of production growth. 
With capital expenditure constrained, 
sector cash flows are prodigious and 
most of this is being funnelled back to 
shareholders in the shape of an 11% distribution yield (total of dividends and share buybacks). 

Oil inventories continue to decline indicating an undersupplied market, though prices were weaker 
in the second half of last year, largely as a result of the demand drop from Chinese lockdowns and 
the release of 260 million barrels of oil from the US Strategic Petroleum Reserve.  With China now 
reopening, jet fuel demand accelerating, and the contribution from US shale stabilising it would not 
surprise us to see oil top $100 a barrel in 2023. 

We have always preferred the European oil majors because they, unlike their US peers, are making 
real efforts to develop clean energy businesses. We do not believe the market is giving them sufficient 
credit for these investments, and we think it likely BP, Shell & Total will be renewable supermajors in 
years to come. 

It is entirely possible that we are in the midst of a multi-year bull market for energy, and we see 
increasing signs that demand for fossil fuels may not taper as quickly as the market expects, a view 
echoed by Vaclav Smil’s in his 2022 book ‘How the World Really Works’.  He posits that the modern 
world can’t exist without the four ‘pillars of modern civilisation’: plastic, steel, cement and ammonia. 
On an annual basis the world now produces 4.5 billion tons of cement, 1.8 billion tons of steel, 400 
million tons of plastics and 180 million tons of ammonia, the synthesis of which is the basis of all 
nitrogen fertilizers. Crucially, all four materials require significant amounts of fossil fuels to produce, 
and for now, their large-scale production is not easily replaced by other materials. Weighing it all 
up, there is a risk that demand for oil and gas will continue to grow for a decade or more, and it 
seems prudent to hedge that risk. 

INVESTMENT IDEAS 2023



4 5

Spanish Banks
We are optimistic on the outlook for the European banking sector in 2023. The sector trades at 
a discount of over 30% to its long-term average valuation, pays a strong dividend yield which is 
well covered by profits and has capital ratios that are close to record highs. Unlike most sectors, 
bank shares are positively correlated with interest rates, which means they tend to outperform 
when rates rise. The sector’s profitability should receive a significant boost this year now that the 
era of negative interest rates has come to an end. That profitability is at close to 10-year highs 
while valuations languish close to 10-year lows and this anomaly presents an opportunity for long 
term investors. An economic slowdown in Europe presents a risk to our thesis but we believe this is 
factored into current valuations as, absent a deep recession, the likely increase in provisioning for 
bad loans will be less than the boost to interest income which rising interest rates will deliver.  

We think the greatest opportunity lies in Spanish banks.  The Spanish economy itself is more service 
based than Germany and Italy and less reliant on Russian gas imports. This has resulted in more 
benign inflation environment than the rest of Europe and it should also ensure a softer landing in 
the country, should we get a mild recession in Europe.  The banks in Spain have a significant focus 
on retail banking which means they stand to benefit most from rising interest rates while their 
geographical reach ensures they are geared to the growth of Latin America.  Their real appeal, 
however, lies in their valuation and they currently trade on a multiple of 5.3 times this year’s forecast 
profits versus a 15-year average of 8.7 times. They earn a return on tangible equity of over 10% yet 
trade on just 0.6 times their tangible book value, which is much the same argument we made 
this time last year for Irish banks. When we add the dividend yield to the buyback yield, we get 
a total shareholder yield of 10% for 2023 which is an attractive return regardless of any capital 
appreciation.  The buyback yield represents the percentage of a firm’s shares that are bought 
back and cancelled.  It accrues to shareholders because the shares in issue fall, so shareholders’ 
stake in the company and the amount they receive from future dividends increases. With growth 
expectations looking more muted globally, dividends and buybacks are likely to play a greater role 
in total returns. 

INVESTMENT IDEAS 2023
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Music Royalties
The music market peaked in the late 1990’s, a time when music was consumed via cassette tapes 
and portable CD players. Largely as a result of the growth of music piracy, the industry spent most 
of the intervening period in the doldrums but is now experiencing something of a renaissance.  
Disruptive technology like Spotify has revolutionised the sector, shifting industry revenues away 
from retail sales and toward a subscription revenue model. After dropping to a low of $14.7 billion in 
2015, global sales of recorded music soared to $26 billion in 2021 and are set to grow strongly over 
the coming years.  

Sparked by the growth in music streaming, investors, recently in the shape of private equity houses, 
are increasingly acquiring music royalties. As streaming grows so too does the value of music 
royalties, after all every time we stream a song, the rights holder gets paid. What is also appealing, 
at a time of economic weakness, is the fact that recorded music revenues are not correlated with 
economic growth or consumer spending and the music market is still 40% below its historical peak 
of 25 years ago.  Paid music penetration rates are still only about half that of video streaming 
services like Netflix and there are significant avenues for growth via social media apps like TikTok 
and in emerging markets where penetration rates are very low. 

This isn’t an especially new theme, it’s been around for 2 or 3 years at least, but what has piqued our 
interest now is the fact that there is valuation appeal.  This is largely a consequence of the carnage 
we witnessed in markets last year which has thrown up some opportunities. There are three ways 
to invest in music, you can buy the stock of a record label like Warner or Universal Music, you can 
purchase a fund that owns music royalties and lastly you can buy shares of royalty catalogues 
from specialist websites. For our fund clients, we think the best way to play this theme is through 
an investment trust, which owns song rights, and is trading at a 45% discount to NAV. For our stock 
portfolios we like one of the major record labels, a high-quality operator with significant scope to 
monetise the best catalogue of music in the industry. 

INVESTMENT IDEAS 2023
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Latin American Equities
We think a multi-year cycle of emerging market outperformance over developed markets 
has begun. Within emerging markets, Latin American equities stand out as the most 
attractively valued region. Latin America consists of the entire continent of South America 
in addition to Mexico and Central America. The area is economically dominated by Brazil 
and Mexico, with Argentina the third largest economy in the region.  It was once the 
largest segment of emerging markets indices, but the weighting has dwindled 
to 10% and the region is ignored by the majority of investors. Latin America 
is a significant producer of commodities, from staples such as coffee, 
sugar and beef to clean energy materials like iron ore, copper and lithium. 
Given the extent to which the region’s economic fortunes are tied to 
commodities, the reopening of China should provide a major fillip to the 
region. Similarly, the recent trend towards nearshoring, the practice 
of diversifying supply chains by transferring business operations 
to a nearby country, should provide significant opportunities for 
Mexico.

From a macro perspective, the region’s Achilles heel has 
always been fiscal policy and the recent election victories 
of those promising big spending social policies will do 
nothing to assuage investor’s concerns in this area, 
the performance of Brazilian equities since the 
recent success of Lula being a case in point. While 
that is a risk, one of our core investment beliefs 
is that, in investment markets, everything has a 
price, and we believe that current valuations in 
the region more than discount the risk of fiscal 
profligacy. When we crunch the numbers, Brazil 
comes out as the cheapest market globally 
while Colombia comes in second place. As a 
grouping, the region trades a price-earnings 
ratio of 9 times which is a 33% discount to its 
average valuation and in our view provides 
a decent margin of safety.  In summary, 
we believe the region is underowned, 
unloved and undervalued and as 
value seekers it presents an enticing 
opportunity for long term investors 
prepared to accept short term 
volatility.

INVESTMENT IDEAS 2023
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Within European credit markets we see an opportunity in a class of subordinated bank debt 
called Additional tier 1 debt (AT1). AT1 bonds are a type of bank capital known as contingent 
convertibles or ‘Cocos’. They were established in the aftermath of global financial crisis 
when regulators, through the Basel III accord, set minimum standards for capital adequacy 
in the banking sector.  They acted to increase both the quantity and quality of capital 
held in the banking system and AT1 debt became capital qualifying. In the event of stress, 
the bonds are designed to act as a loss absorbing mechanism and are convertible into 
shares if certain conditions are met, such as the issuing bank’s capital strength falls below 
a pre-determined threshold. These hybrid securities have become increasingly attractive 
for yield-seeking investors, and the AT1 market has developed into an established asset 
class with a size in excess of US$250 billion.

AT1 debt occupies a subordinated position in the capital structure and, because it sits below 
other forms of debt, it is deemed riskier and offers a higher yield than more senior debt.  
Although AT1 debt is high yielding the banks that issue them tend to have investment grade 
ratings and the yield reflects their subordination rather than the bank’s credit quality. At the 
moment AT1 debt is yielding 5.7% above government bonds. We think European banks have 
more than adequate capital ratios, well in excess of where they were 10 or 15 years ago 
and as mentioned in the section on Spanish banks above, we are bullish on the outlook for 
(non-investment) banks in Europe.  

We don’t see a huge number of opportunities in the fixed income market at present, but 
we do think that valuations in the AT1 space are compelling, and we believe the asset can 
deliver 5% annualised returns over the cycle. Our preferred way to gain exposure to this 
opportunity is through a specialised financials credit fund that holds a diversified spread 
of these bonds. The fund only invests in so called national champions that are Systemically 
Important Banks (SIFIS) and does not invest in distressed institutions.

Additional Tier 1 Debt (AT1) 

INVESTMENT IDEAS 2023
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There are myriad ways to view markets and find opportunities. Some investors only look at 
individual stocks, others look at asset classes, while some prefer to focus on themes, sectors 
or geographies. Another lens through which to view markets is through so called styles.  
Styles are ways of grouping equities by certain characteristics. The main styles comprise 
value (cheap assets), growth (strong narratives), quality (high profitability), momentum 
(yesterday’s winners), low risk (safe stocks) and size (small stocks). Over time, value has 
proven to be the most successful style, but other styles have generated excess returns too 
and small-cap equities is one of them. The excess return that small stocks have historically 
generated is called the size premium. 

A small-cap company is typically defined as a company with a market value of less than $1 
billion and greater than $250 million. Small-cap stocks have lagged their large counterparts 
significantly over the past 5 years and are now trading at attractive valuations, a 25% 
discount to their long run average. The opportunity is even more appealing if we look at the 
value segment of the small-cap market. Historically, if we divide the small-cap universe 
into ten buckets based on cheapness, since 1964 the cheapest bucket outperformed small-
caps by 5% per annum and we see a similar dynamic unfolding over the next few years.

Smaller companies generally have higher debt levels, are more volatile than the market 
and their shares are less liquid. They also tend to underperform in falling markets.  For these 
reasons, many investors overlook small-caps because but on the plus side, they are often 
run by highly motivated management teams, their size allows them to be opportunistic 
and grow at a faster rate, and they also tend to outperform in a rising market. 

We like the opportunity for long-term portfolios and believe this approach, of marrying the 
small-cap style with value, will deliver attractive long-term returns. Our preferred way to 
play this is through an ETF.

Small-Cap Value

INVESTMENT IDEAS 2023
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Chinese Equities 
The last two years have been tough for investors in Chinese equities. The combination of regulatory 
tightening, Covid lockdowns, fears around the property sector and geopolitical tensions, depressed 
the market for most of that time.  Investor pessimism peaked shortly after the 20th National Congress 
of the Chinese Communist Party (CCP) in October. Since then, Chinese equities have staged a 
powerful rally, driven by a dramatic U-turn in their Covid strategy which set in motion a virtuous 
cycle of rising markets, improving sentiment and increasing flows.  Analysts are now scrambling to 
upgrade their economic and stock market forecasts and we anticipate further gains in 2023. 

A significant cyclical recovery is now expected in the Chinese economy, much of which is likely 
to be front-loaded to the first half of the year as pent-up demand is unleashed. The move out of 
lockdowns in the US and Europe triggered the release of significant consumer demand and we see 
the same thing happening in China. A view that is supported by recent mobility trends and the fact 
that households are extremely cash rich, having accumulated an additional $2.6 trillion of savings 
last year.

Most of last year’s headwinds have now abated, the property sector is being supported by an 
ease in borrowing restrictions and a fine tuning of the “three red lines” policy, while relations with 
the US have calmed in recent months. Further, the regulatory overhang appears to have eased, 
domestically regulators seem to have taken a back step while the oversight from US regulators has 
abated too and the recent inspections by the US accounting watchdog (the PCAOB) into US listed 
Chinese firms went well, significantly easing delisting fears.

Following their mass exodus last year, wooing back foreign investors may prove a challenge. Their 
departure leaves Chinese equities as an underowned asset class and while it will be a difficult 
decision to renter a market at 40% higher levels, we think many will return as growth restarts. It’s 
also worth remembering that on some forecasts, China will become the largest economy in the 
world over the next 10 years. Though valuations in China have risen since October they remain 
close to the bottom of their long-term ranges which reflects foreign investor scepticism towards 
the region. On current estimates China trades on a forward P/e ratio of 11.3 times and even after the 
recent rally we see very attractive long-term returns from this starting point. Chinese equities have 
a tendency to deliver powerful returns over short time periods when cheap valuations align with 
improving sentiment and rising liquidity, as we saw in 2006, 2009 and again in 2014. This move since 
October seems to fit that pattern.

INVESTMENT IDEAS 2023
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SCORECARD: REVIEW OF 2022 IDEAS 

INVESTMENT IDEAS HOW WE PLAYED IT 2022 RETURN

European Energy Stocks SPDR European Energy ETF 38%

This was our top pick last year and it performed very well. In a repeat of the 1970's inflationary 
playbook, attractively valued energy stocks were the only global equity sector to rise in 2022. 
On a risk-reward basis European energy stocks remain one of the most attractive ideas we can 
find, and they appear once again on our list of favourite ideas for 2023.

Irish Bank Stocks BOI, AIB & PTSB 55%

Against a backdrop of plunging equity and bond markets, the Irish banks provided a port in a 
storm last year. ECB rate increases and a buoyant domestic economy helped our investment 
thesis go to plan, especially for BOI & AIB. Both stocks re-rated materially over the last 12 months 
and now trade at close to their tangible net asset value, which is the level we felt they should 
trade at. While the outlook remains positive, we would be inclined to take some money off the 
table as we see better value elsewhere in the European banking sector. 

Japanese Small & Mid Cap Value Stocks Usonian Japan Value Fund -8%

In local currency terms, the Japanese market held up well last year and it was Yen weakness 
that drove most of the losses for Euro investors. Both the currency and the equity market look 
even more attractive now than they did a year ago and given this valuation support in addition 
to the improved competitive position and increased profitability we remain bullish. Japanese 
value shares remain a core portfolio holding. 

European Value Stocks iShares Edge Europe Value ETF -4%

Following a decade in the doldrums, value stocks came roaring back in 2022. And while 
losing 4% on an investment is nothing to celebrate, value stocks globally were 12% ahead of 
the broader market and 23% ahead of growth stocks last year. We think the dominance of 
US technology stocks has come to an end and a new period has begun where value stocks 
will outshine their growth counterparts. European value stocks remain the bedrock of all our 
portfolios.
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UK Dividend Stocks iShares UK Dividend ETF -7%

In local currency terms the UK market was the best performing market in our universe, though 
Sterling weakness diluted those returns for Euro investors. Dividend strategies fared OK in what 
was an incredibly challenging year for markets. As we enter 2023, we see better opportunities 
elsewhere.

Chinese Technology Stocks  KraneShares China 5G ETF & 
KraneShares China Internet ETF -24%

We were too early here, which is another way of saying we were wrong, and we are disappointed 
with that. Following 2021’s regulatory onslaught we thought it probable we would catch a break 
in 2022 as the valuation case became compelling. But valuation is not everything, certainly 
not in the short term, and President Xi’s steadfast adherence to a zero-Covid policy in addition 
to continued tensions with US regulators and ongoing fears around the property sector drove 
investor sentiment to all-time lows, causing many commentators to ponder if China had 
become uninvestable. This pessimism peaked around the time of the CCP party conference in 
October. Since then, the Zero Covid policy was abandoned, the MSCI China index rallied by over 
40% and Wall Street analysts are now falling over themselves to upgrade China. We remain 
bullish and are confident 2023 will be year of decent gains.

Uranium Miners Sprott Uranium Miners ETF -6%

Nuclear power is having a resurgence and last year saw the reopening of power plants across 
the globe. Despite that, our investment in the uranium miners proved slightly frustrating in 2022, 
given the year that was. We remain optimistic on the longer-term outlook, encouraged by the 
growing sense that nuclear has a significant role to play in satisfying our future energy needs 
and enthused by the potential of small modular reactors (SMRs). As the market for uranium 
remains undersupplied, the price of the metal needs to get to about $60 per lb from its current 
level of $48 per lb to incentivise future production. 

Average Performance of 
Investment Ideas 2022 +6%

Global Equity Market (MSCI World in Euro) -14%

SCORECARD: REVIEW OF 2022 IDEAS 
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The chart above shows the valuation of US equities, other developed markets (primarily Japan & 
Europe) and emerging markets over the past four decades. The valuation measure used is cyclically 
adjusted P/e ratio. As this measure uses a through-the-cycle level of earnings, it provides a helpful 
guide to the range of long-term returns possible from each starting point. It goes without saying 
that investors do best when buying at low valuations and selling at high ones. If we scrutinise the 
chart we can see existence of valuation cycles, the most elevated spikes on the chart represent the 
bubble valuations achieved by markets over time: Japan in 1990 and the US dot-com bubble of 
2000 being the most noteworthy. Crucially, during each instance of excessive valuation, apart from 
2008, there was value to be found in a different region.  

If all markets were overvalued and if we knew, with a degree of confidence, that a deep recession 
would occur this year, we would batten down the hatches and greatly reduce our equity exposure. 
We don’t, however, have any insight that leads us to believe a deep recession is imminent, nor do 
we think that all markets are overvalued. Our analysis of the data informs us that European and 
Japanese equities are cheaper than US equities and will deliver better long-term returns. Equally, 
we are confident that emerging market equities offer value and will perform better than the rest of 
the world over the next decade.  Thirdly, though not represented in this chart, the evidence suggests 
that value shares will deliver superior returns also. We think that an equity portfolio woven from this 
triumvirate of views has very good chance of eking out annual returns averaging 10% over the next 
10 years.  

It has been said that more money is lost by investors preparing for corrections, than by the corrections 
themselves and we tend to agree. There is no doubt that economic risks are high and the path for 
inflation, interest rates, liquidity, and corporate margins concerns us but as noted above not all 
markets are valued equally and if we take a 10-year view and commit to riding the volatility, we 
don’t have lift too many rocks to find attractively valued assets.

 THINKING 
BUILDING PORTFOLIOS

Source: topdowncharts.com with text from Santiago Investment Advisors



We take a look at some of the behavioural biases 
that detract from our returns as investors
When it comes to investing, we are much less rational than we think we are. We are susceptible to 
a whole host of what are known as cognitive biases that lead to self-defeating behaviours. From an 
evolutionary perspective, biases likely exist because they positively impacted fitness, be that sexual 
selection, food acquisition, predator avoidance or interactions with strangers.  After all, we roamed 
the Savannah for hundreds of thousands of years, yet we’ve only been living in the modern world 
for a few hundred years and our brains have not developed as rapidly as the world we interact with. 

The study of why investors make suboptimal decisions is called behavioural finance and it 
challenges a key concept of traditional finance theory, that of the rational man. There are over 
one hundred documented biases and through a better understanding of them, we as investors 
may be able to moderate their effects and improve upon our economic outcomes. Below we have 
highlighted six of the main biases affecting investor’s decision-making process and suggest ways 
to mitigate them. 

Loss Aversion is a tendency for us to prefer avoiding losses 
to acquiring equivalent gains. Studies show that a loss is 
psychologically twice as strong as the pleasure of a gain. 
We, as investors, are risk-averse when faced with gains, 
and risk-seeking when facing losses. In practical terms 
it means we sell our winning investments too early and 
we hold on to our losers for far too long. Selling a losing 
investment is like admitting we were wrong, so in ways 
holding onto bad investments is a regret minimisation 
strategy.  An example of this bias can also be seen in 
the world of golf, where studies show that PGA tour professionals are much more likely to hole an 
identical putt if it is for par, rather than for birdie, and that is partly because the emotional intensity 
of a loss is about twice that of a gain.

Anchoring is a bias that causes us to rely too heavily on irrelevant 
information as a reference for evaluating something. In practical 
terms this causes investors to cling to arbitrary price points, such 
as the all-time high, the price they paid or the price at the start of 
the year, all of which should have no real bearing on the outlook 
for the investment. Because we anchor on irrelevant variables 
this skews our judgement and prevents us from utilising valuable 

new information in a way that can help us. For example, say you find a share that has fallen in price 
from €80 to €50 and you buy it. After 12 months it has risen to €70 which is an excellent return, 
yet you find it hard to sell because you know it was €80 just before you bought it, so you anchor 
on that figure instead of objectively working out if it is worth selling now. In the legal world, it is 
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well documented that judges give more lenient sentences to more attractive defendants, another 
example of anchoring bias.

Framing occurs when people make decisions based on the 
way information is presented and whether the information is 
presented with negative or positive connotations.  Which do 
you think sells more yoghurt, a tub with a label that says 20% 
fat, or the same tub with a label stating 80% fat free? That’s 
framing. Another example of framing would be a company that 
announces their annual results as “Our annual profits for 2022 
were €200 million compared to €180 million in 2021” as opposed to “Our annual profits for 2022 
were €200 million compared to analyst expectations of €210 million”.

Confirmation Bias is seeking out information that supports 
our view and ignoring evidence to the contrary. It allows 
us to uphold information that helps us make sense of the 
world. Confirmation bias is a way to avoid the discomfort of 
cognitive dissonance, which is the stress caused by holding 
contradictory information. It is illustrated well by Aesop’s 
fable of the fox and the grapes: the fox saw some delicious 
looking grapes dangling from a vine, he jumped to try and 
grab them and after three failed attempts he realised he 
couldn’t reach them and walked off thinking to himself ‘they 
were sour grapes I didn’t want them anyway’. 

Convincing himself he didn’t want them is the easiest way for the fox to remove conflicting or 
dissonant emotions, if his unconscious mind tells him he doesn’t want them he feels less conflict 
in his head. In the investment world, confirmation basis means we tend to believe what we want to 
believe and if a report comes out on an investment we own, we tend to cherry pick the information 
that is consistent with our view and ditch the rest.  This bias prevents people from changing their 
views even when the evidence becomes overwhelming. Sports fans exhibit this bias in spades! 

Herding is when people follow the crowd instead of 
their own instincts. In a famous study called the Asch 
Line Experiment, participants were shown a card with a 
line marked on it, followed by another card with three 
lines marked on it, they were then asked which line on 
the second card was the same length as the line on the 
first card. Everyone could hear everyone else’s answer. 
At the beginning the actors gave the correct answer as 
did the participants. As the test progressed the actors 
started deliberately giving the wrong answer and soon 
after most participants started giving the wrong answer too, which is herding in action. Herding 
generally happens because people want to fit in or because they believe a group knows more 
than they do. Oxytocin, sometimes known as the cuddle hormone is delivered to our brains when 
were part of the pack, and as such it is associated with the herding effect. Value investing can be 
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Investing success doesn’t correlate with IQ after you’re above a score 
of 25. Once you have ordinary intelligence, then what you need is the 
temperament to control urges that get others into trouble. ”

“

a difficult strategy to follow in practice because it often involves taking a contrarian position and in 
doing so going against the herd. 

Overconfidence occurs when people overestimate 
their own abilities, believing they are smarter than 
they are or better looking or better drivers etc. This 
bias causes investors to trade too much, develop 
unwarranted conviction in new ideas and construct 
risky portfolios with excessive allocations to a specific 
stock or sector because they feel they are right.  
Another example we see quite often is individuals 
who decide to hold excessive amounts of shares in 
the company they work for, because they feel very 

confident it will perform well.  Investors tend to be overconfident because of an illusion of control 
(thinking they have more control than they do), optimism (believing it will always work out), and 
self-attribution (if my decision works out it is because I am skilled and if doesn’t it’s because of 
some external factor). While self-confidence is a positive trait because it enhances motivation and 
stimulates a person to reach their goals even in the face of stress, but overconfidence, especially 
when it comes to investment decisions, leads our behaviour to deviate from rational thinking and 
that is costly. 

While it’s impossible to be completely unbiased, having an awareness of the biases to which we are 
susceptible is the first step in overcoming them. Below we have listed a number of practical ways 
to help keep our behavioural biases in check.

+ Plan and prepare. Develop a robust long-term strategy, set financial goals

+ Seek out contrary opinions, read those that have different views to you especially in relation 
to an investment.

+ Focus on the decision-making process rather than the outcome.
+ We are hardwired to love a good story, but facts and figures are much more important.

+ Review your performance once a year and go through each investment line by line and ask 
yourself what needs to happen for you to sell.

+ Use nudging behaviours to help overcome some of these biases

+ Don’t get emotional about a stock, remember good companies and good investments are 
two different things.

+ Following the crowd rarely works, so be wary of doing what everyone else is doing.

+ Don’t buy yesterday’s winners. They will work some of the time but over the long term they 
won’t.

We’ll end with a quote from the famous investor Warren Buffet on the importance of keeping your 
cognitive and emotional biases in check.
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Dan McLaughlin

Alongside inflation the word of last year for financial markets was probably ‘pivot’- the expectation 
that the US Federal Reserve would shift from fighting inflation to concern about recession. In the 
event the Fed is still signalling higher rates to come this year and if a ‘pivot’ materialised it was in 
Europe, albeit not in the direction hoped, with the ECB moving to much more hawkish rhetoric on 
rates and shifting its view on inflation, which is now seen as more wage driven and likely to remain 
above target for another three years. More recently the Bank of Japan has also moved to allow 
bond yields to rise so it seems the major central banks believe ‘higher for longer’ is the appropriate 
message; the Fed is still projecting rates to end this year at 5.1%, or 1% above the current level, while 
Lagarde has signalled ECB rates could be 150bp higher by mid-year and remain there for some 
time.  Markets have adjusted to a large extent to that signal but are still priced for rates to start 
falling late this year, a view based on the hope inflation declines more sharply than central banks 
expect, while also anticipating a steeper downturn than either the Fed or the ECB. Both central banks 
now seem prepared to accept a mild recession and a rise in unemployment as a necessary price 
to pay for lower inflation, although the re-emergence of Covid across China clouds the outlook for 
global growth. 

Inflation may well have peaked though, certainly in the US, and the spike over the past year was 
unusual in both the speed of acceleration and being largely driven by a combination of energy 
shocks and supply constraints rather than a credit boom or excessive wage growth. The supply 
shocks are fading though; oil prices have fallen steadily for some time, albeit largely on expectations 
of slower demand growth, while supply chain issues globally have eased, but with uncertainty again 
surrounding output in China. Gas prices too have fallen back sharply from recent highs so inflation 
could fall more rapidly than anticipated. The outlook for economic activity is more mixed; interest 
rate sensitive sectors such as housing have clearly slowed, notably in the US, but labour markets 
have yet to weaken appreciably-indeed the US economy looks to have grown above trend in the 
final quarter of 2022. However, it will take time for the full impact of higher rates to feed through and 
economic weakness to date reflects falling real incomes rather than monetary tightening.

The Irish economy has again proven very resilient; the labour market remains around full employment, 
GDP growth probably exceeded 12% last year, with exports the driving force, while nominal GDP 
may well have hit €500bn.Domestic demand was impacted though, and real household income 
fell, although supported by another strong year of employment growth. This also meant that the 
big fall in the household savings ratio many expected never materialised. Ireland was also one of 
the few EU economies recording a fiscal surplus while the Debt/GDP ratio probably fell below 45%, 
supporting Irish bonds, with the 10yr generally trading in a 40-50bp range over Germany and as 
such marginally below France. Export growth is likely to ease this year, but from a double-digit 
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pace, so although GDP will slow it may still rise by 5%. Domestic demand will be much weaker 
though, despite falling inflation, as consumer spending will be dampened by higher interest rates 
and a rise in unemployment, which may tick above 5%. Construction spending is expected to fall, 
with house completions at a forecast 25,000 from an estimated 29,000 in 2022.

Housing markets internationally began to slow last year, most notably in the US, and that was 
evident too in Ireland, although to date prices are still rising but at a slower annual pace. We expect 
further softness this year albeit with prices still rising marginally after an estimated 8% increase in 
2022; rising interest rates will hurt housing demand, as will much slower employment growth and 
softer mortgage lending. The rise in residential rents will also ease with Dublin particularly sensitive 
to the employment situation in the multinational sector. One unusual feature of the Irish market of 
late  is that the rise in money market rates have yet to feed into new mortgage rates , which are now 
below the  EA average, reflecting the massive excess household deposits in the banking system: 
the three  remaining  Irish  bank mortgage lenders had lost market share to non-banks and are 
seeking to recoup some of that by using these deposits to absorb the rise in money market rates, 
which have impacted non-bank lenders. In effect, Irish savers are subsidising new borrowers, but 
it is unlikely to last for much longer, with higher money market rates eventually feeding through to 
mortgage rates, so dampening demand for house purchase.
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The strength of the recovery in earnings to levels about 30% above the pre-covid level has been 
particularly surprising, but it has been driven by stimulus that is now being reversed. The massive 
and excessive monetary/fiscal response to the virus has boosted top-line revenues and allowed 
companies to pass on cost increases. The boom in energy sector earnings has also contributed. 
However, with policy now being tightened aggressively and consumers’ excess savings being eroded 
as wages lag rampant inflation, the top-line can come under pressure and ability to pass on rising 
costs can be increasingly compromised. So, earnings at current elevated levels look increasingly 
vulnerable as the economic outlook deteriorates. Meanwhile, the structural outlook for earnings 
growth is challenged by emerging de-globalisation in a slow-growth and low-return world. 

The surprisingly strong and sustained recovery from the virus-related collapse pushed US earnings 
to all-time highs, way above the pre-covid peak, at a record 51% above trend. US earnings are already 
falling in real terms as the strong US Dollar undermines translated foreign earnings and revenues. 
At current elevated levels, still 35% above trend, the cyclical outlook for earnings is increasingly 
vulnerable as the economic outlook deteriorates in lagged response to ongoing aggressive 
monetary tightening. Meanwhile, the structural outlook for earnings growth is challenged by 
emerging de-globalisation in a slow-growth inflationary world, and particularly so if governments 
move to limit the “FANGS” oligopoly. 

Eurozone real earnings, already flagging and persistently below the long run trend line, collapsed 
to 42% below trend in 2020. Recovery has been surprisingly strong and sustained with earnings now 
well above the pre-covid level and 5% above trend. Virus-related stimulus and the energy sector 
have been the key drivers, while the strong US Dollar has also boosted translated earnings and 
revenues from the US. However, with Eurozone real earnings until very recently making no progress 
over the past 20 years and the ECB now tightening aggressively, it remains to be seen how long 
the recent break above the trend line will hold. It still seems valid to suspect that the long run trend 
growth rate of about 3% real has been an unrepresentative historical statistical relic for some years 
and that earnings growth might now be structurally closer to zero. This would reflect a world offering 
structurally lower growth and returns while also demanding a greater capacity for ongoing “creative 
destruction” than the region seems capable of. Euro-zone real earnings are around record lows 
relative to US equities (65% upside to the long run average in common currency terms). However, 
the likelihood of any significant recovery of this deficit looks remote. Structural factors related to the 
relative sizes of the financial and technology sectors, relative absence of “creative destruction” and 
technology monopolies, and related under-representation of “disruptors” v “disruptees”, suggest 
that a major part of the European earnings underperformance is structural rather than cyclical.

Source: European Securities Network (www.esnpartnership.eu)
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INVESTMENT SNIPPETS

As one of our ideas this year is the music business we thought we’d share these 
infographics from James Eagle on the rise and fall of music formats. 
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INVESTMENT SNIPPETS

The Financial Times note the number of 
profanities used by executives hit new highs 
last year. A certain Irish CEO notched up nine 
black marks in a July results call: 

“I’m not a customer of Heathrow, I have no 
time for the (expletive)(expletive) that comes 
out of Heathrow, which is one of the greatest 
overcharging monopolies anywhere in Europe 
at smarming on about need for large cost 
increases when they can’t burn a pizza in a brewery. . . . I do not have great confidence 
in the Boeing management in Seattle. In fact, I have very little confidence in them. And 
therefore, I expect them to continue to (expletive) up deliveries or have delayed deliveries 
despite the fact that they have very few deliveries to make next year. But that’s where we 
are with Boeing”

Taken from the Financial Times article “F@*$#*!” in January 2023

Could equities fall again in 2022? The 
last time US equities saw successive falls 
was from 2000 to 2002, while in Europe it 
happened in 2010 and 2011.

In last year’s Preservation & Growth we 
showed a chart illustrating how Tesla had 
the same market value as the ten next 
biggest automakers. In 2022 its market 
value plummeted by more than the 
combined value of all the large car 
manufacturers. 
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INVESTMENT SNIPPETS

This is a sketch we commissioned during the year from artist Phillip Barrett which neatly 
illustrates the three areas of advice that clients come to us for.

THE MONEY LISA



22 23



24

Kalm Investments Limited trading as Santiago Investment 
Advisors is regulated by the Central Bank of Ireland. 

Preservation & Growth has been produced by Santiago 
Investment Advisors from sources believed to be reliable. 
While we have been careful to ensure that the information 
contained in the document is accurate and complete 
we accept no liability for any errors or omissions. 

The opinions expressed are those of the authors and 
of Santiago Investment Advisors and are subject 

to change. 

Nothing in Preservation & Growth should be 
considered to be an offer or solicitation 

for the purchase or sale of any financial 
instrument, trading strategy, product 
or service. It does not take into 
account the investment objectives, 
knowledge and experience or 
financial situation of any particular 
person and it is not investment 
advice. Readers of Preservation & 
Growth should contact their usual 
contact at Santiago Investment 
Advisors should they wish to explore 
the investment themes further and/
or to get advice based on their own 
individual circumstances before 

making an investment decision. 




