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OurView
“It is wise to look ahead but foolish to look further 
than you can see” 
Winston Churchill

For many financial scribes the New Year is an 
opportunity to wipe the slate clean, purge memories of 
some of the more embarrassingly inaccurate forecasts 
and tips, but of course still a platform to remind readers 
of those rare ‘winners’.

So as I ploughed through the deluge of forecasts for 
the markets this year, seeking inspiration, one common 
theme constantly surfaced, ie. no one knows what’s going 
to happen much beyond the first couple of quarters. In 
that respect I believe that Churchill’s quote above is spot 
on. We are approaching a crossroads in terms of the 
global economic recovery and with so many variables 
(but in the hands of so few) it is impossible to predict the 
outcome with any degree of certainty.

The best place to start is current valuations. Despite 
strong rises last year, and because these were from such 
a low base, most equity markets are now in fair value 
territory, ie. neither expensive nor cheap. The average 
corporate balance sheet is like the proverbial Mondeo 
Man’s surburban semi. It is reasonably well insulated 
against the current arctic climate, and he is cautiously 
awaiting signs of recovery before venturing out to give 
his friends, Mr Amex and Mr Visa, a spot of exercise. 

Whilst the investment banks are maintaining a low 
profile, elsewhere in the financial sector one could be 
forgiven for thinking that the recovery is already well 
underway. Recruitment activity is back to pre-crash 
levels, acquisitions are rife and new fund/product 
launches are generally attracting strong demand.

Last year I cautioned against being over-cautious. 
Hence our overweight positions in Asian and emerging 
equity markets, high yield corporate bonds and listed 
funds of hedge funds – combined with underweight cash 
and gilts – contributed to strong relative returns. This, 
incidentally, despite underweight exposure to US and 
European equities (well, I never said we were perfect!). 
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This year we are maintaining a similar theme but with 
one eye on the exit door. I mentioned the economic 
crossroads earlier, and one of the key factors 
determining the eventual outcome will be the actions, 
both individually and collectively, of politicians and 
central bankers. The first are prone to irrational knee-
jerk or populist reactions, the latter can be unduly 
cautious and reactive. The Americans are now slightly 
ahead of the curve and we have therefore just increased 
our weighting at the expense of the UK. 

Usually, after a major recovery, markets trade sideways, 
as was seen in the 1970s. But within these periods sharp 
fluctuations are likely. This year we see potential volatility 
as much sharper, with a strong possibility 
of the global economy ‘double dipping’ 
before continuing into the last leg of 
the proverbial ‘W’ shaped recovery. 
A key wild card, after politicians 
and central bankers, is, as 
highlighted by Barton Biggs 
in last month’s Newsweek, 
the possibility that world 
growth could exceed consensus 
forecasts – “fuelled by the rising 
share of world GDP (now 36%) 
derived from the developing 
economies, or from some 
surge in new green or energy 
technologies”.

Whilst last year it paid to remain 
fully invested, and overweight 
higher risk markets, this year we 
believe a more proactive and 
aggressive strategy may be 
required, monitoring all the key 
indicators closely and acting 
decisively whenever any 
cracks appear. Unlike Michael 
Fish, we intend to be well 
prepared if any hurricane 
appears on the horizon.
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Taking a look back over the last year, simply no one could 
have imagined that the market would rise by 22% over 
the twelve months and some 60% from its March lows. 
Whilst the easy money has undoubtedly been made in this 
recovery, the market still appears keen to forge forward, as 
earnings announcements, albeit from a low base, continue 
to be positive. The second half may be slower from an 
earnings perspective, as companies start to find the going 
tougher after the cost cutting and the initial bounce back, 
but six months in these markets is a very long time indeed. 

Back at the start of 2009, the third quarter rally in 
property, financials, miners and other bombed out 
stocks seemed an unlikely possibility, yet look what 
happened. This year we are predicting dull to be back 
in fashion, companies that are perceived to be boring, 
paying good dividends and are financially strong will 
have their day in the sun again, after lagging the last six 
months ‘dash for trash’. Therefore watch out for globally 
diverse companies, such as pharmaceuticals, telecoms 
and support services (particularly as the election 
looms), for these are the sectors that can still flourish in 
a pedestrian UK economic environment.

News

Unsurprisingly not a lot has happened over the Christmas 
period, but the early New Year has seen a fair amount 
of retail news, as well as a fair amount of snow. The UKs 

retailers have certainly been hit hard by the recession, 
particularly those selling furniture, electrical goods and 
clothing, whilst food retailers have proved to be more 
resilient. However, early figures suggest consumers still 
spent on Christmas this year. 

Next reported a 4.6% rise in total retail sales, excluding 
VAT, in the 22 weeks ended 24 December, from the same 
period a year earlier. Sales from stores open at least 
a year, including catalogue and online sales, were up 
3.2%. Excluding catalogue and online sales, which rose 
6.8%, comparable sales were up 1.6%. The company 
said its sales performance, which beat its November 
guidance, was due to the consumer environment being 
“more stable than expected, with only modest falls in 
employment, low inflation and continuing low interest 
rates.” It said it also had a better range of products as 
management continued efforts “to more aggressively 
back new products and trends”. Home merchandise 
performed particularly well as it broadened its ranges 
and increased its selling space. 

John Lewis, meanwhile, posted a 16% rise in total sales 
at its department stores division for the five weeks to 
2 January, driven by consumer demand for fashion and 
homeware products. Comparable sales were up 13% 
over the five week period. Its upmarket food business 
Waitrose booked a 21% increase in sales for the week 

Markets

Indices
Value as at  
31/12/09

% Change on  
Month

% Change on  
12 Months

FTSE 100 Share 5412.88 4.28% 22.07%

FTSE All Share 2760.80 4.24% 24.96%

Dow Jones 10428.10 0.81% 18.82%

DJ Euro Stoxx 50 € 2966.24 6.04% 21.00%

Nikkei 225 10546.44 12.85% 19.04%

FTSE A British Government 
All Stocks

152.13 -2.68% -5.41%
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ended 26 December. from a year ago, as shoppers 
stocked up for the holidays. No sales figures for the five 
week period were released for Waitrose. 

J Sainsbury reported third-quarter sales ahead of 
market expectations on the back of a record Christmas, 
and saying the business continues to perform well in the 
challenging consumer environment. 

JD Sports said it expects to significantly beat fiscal 
2010 market forecasts following a strong performance 
over the Christmas season. 

Privately held UK clothing chain New Look said it hopes 
to double the average size of its stores in the medium 
to longer term as the company, which trades from 1,012 
stores, posted a 5.9% rise in UK comparable sales in the 
14 weeks to 2 January. 

The buoyant updates contrasted with Marks & Spencer, 
which reported of a worse than expected rise in 
comparable sales, that lagged the growth reported by 
some. M&S echoed their rivals by warning that 2010 
would be a tough year due to the continuing economic 
downturn. Their outgoing executive chairman Stuart 
Rose said: “We expect the trading conditions over 
the coming year to remain challenging as a result of 
continuing economic uncertainty.” He also said that the 
incoming government would have to implement fairly 
stringent measures to drive down the budget deficit 
which would mean a tougher time for consumers, with 
higher taxes likely. 

Whilst all of the above announcements were generally 
positive, the share price reactions were not, as many saw 
profit taking. Results only serve to confirm the past, but 
it is the function of share prices to discount the future. 
Therefore with so many bleak outlooks, it is of little 
wonder that many of the retailers shares subsequently 
fell. It is also fair to say that after last year’s Christmas, 
even small improvements would look rosy.

The only other story worthy of note in the past few 
weeks is Warren Buffett’s torpedo across the bows 
of Kraft. With Kraft’s largest shareholder urging 
shareholders not to write a ‘blank cheque’, by agreeing 

to issue 370 million new Kraft shares to finance the 
Cadbury’s bid, this deal now looks dead in the water, bar 
the shouting. However, 2010 is still very likely to witness 
a massive boom in mergers and acquisition activity, as 
businesses put the past behind them and look towards 
new frontiers. This can only be good news, given the 
negative pressures likely to impact elsewhere.
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