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Standard & Poor’s, the rating 
agency, has revised the outlook for 
the UK to negative as government 
debt could approach 100% of 
GDP and remain at that level for 
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UK EQUITIES

Current share price levels look to be offering good value based on traditional 
measures. Dividend yields, for instance, are high at 5% on average for the 
higher yielding companies in the FTSE 350 bracket. The earnings yield for the 
FTSE All Share is as high as 10% and the price/earnings ratio for the FTSE 
100 is 10. In the longer term, we believe that good returns are possible based 
on these ý gures.

Improvements in the measure of consumer coný dence are increasingly central 
to the ‘Green Shoots of Recovery’ hypothesis. In the UK, the GfK NOP survey of 
consumer coný dence is at levels last seen over a year ago. Seemingly, consumers 
now perceive that the worst of the recession is behind us. Unfortunately, leading 
employment market indicators are less optimistic and job losses will continue to 
mount throughout 2009. Wage growth has slowed sharply and it is likely that rising 
unemployment could undo the positive impact that ultra low interest rates have 
had on improving sentiment. The risks to the economy remain ý rmly weighted to 
the downside.

EUROPEAN EQUITIES

French equities are trading on 
a price/earnings ratio of 13 with 
a dividend yield of 5% and an 
earnings yield of 7.5%. Compared 
with a headline redemption yield 
of 4.0% for the benchmark French 
government bond (10 years) these 
values are certainly attractive. A 
similar picture arises in Germany 
with the 10-year bond yielding 3.6%. 
German equities have a dividend 
yield of 4%, an earnings yield of 
6% and a price/earnings ratio of 16. 
These ý gures are far from the very 
low levels we have seen in previous 
global recessions.  

Inþ ation in the euro-zone is now at 
its lowest point since records began 
in 1996. In the months ahead it is 
likely to fall still further, perhaps into 
negative territory. For the time being 
it seems unlikely that deþ ation will 
establish a foothold, given certain 
rigidities in the French and German 
labour model.

The European Central Bank (ECB) 
announced, in conjunction with a 
further cut to its interest rate, what 
appears to be the ý rst step towards 
a programme of quantitative easing. 
The intention is for the ECB to buy 
back ú60bn (Ã53.5bn) of covered 
bonds.  AAA rated covered bonds, 
which are vital to the European 
mortgage market, have been hit hard 
by the credit crisis, hence the reason 
for this action. Mr Trichet, the ECB 
President, has not ruled out further 
types of assets being bought back in 
the future. 

Continued over page

JAPANESE EQUITIES

There is some evidence that the difý cult economic conditions in Japan may be easing. 
Export volumes rose 1.9% in April, which is the second month in a row.  Consequently, 
the Ministry of Finance announced a trade surplus of ¥69bn in April. This indicates 
that the economy may return to growth in the three months to June. Retail sales 
remain weak although the decline in sales has been less than expected. Comments 
from the Bank of Japan’s meeting at the end of April showed that some policy board 
members believe that further policy action may not be necessary, as they believe the 
economy is set to recover.  However, the Governor of the Bank indicated that the 
recovery is likely to be mild as consumer and corporate spending remains weak.




