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UK EQUITIES

As a result of the London G20 summit meeting some positive initiatives were
announced surrounding global trade and currencies as well as increased resources
for the IMF. Although welcome, there is little to suggest that the initiatives are likely
to help resolve difyculties in the UK economy.

In the fourth quarter of 2008 the British economy shrank by 2% on a year-on-year
basis, its sharpest decline in more than 30 years. The government has admitted
that it had underestimated the severity of the slowdown. The only positive
contribution to GDP was, not surprisingly, government spending. Consumer
spending, the trade balance (despite a weaker currency) and investment were
all negative. So far, in 2009, we have witnessed a rapidly deteriorating labour
market that will impact signiycantly on the length of the recession. The estimated
contraction for the full calendar year is around 3% - an abrupt end to a lengthy
period of benign economic conditions. Much still hinges on the success of the
British and foreign central banks’ efforts to thaw the credit markets and ease
the banking crisis. The longer the credit markets remain frozen the worse the
recession will be at home and abroad. There are some signs that the problems
in the credit market may be easing. The number of mortgage approvals rose in
February 2009 to 38000 from 32000 in January, a trend that normally indicates
actual lending may be on the rise. In addition, other indices are showing that
house prices are still falling but more slowly which may indicate stabilisation
could be within sight.
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LIPPER

Traditional measurements suggest that current share prices offer good value:
dividend yields of 7% on average for the higher yielding companies in the FTSE
350 with the FTSE All Share earnings yield around 12%. The FTSE 100 price/
earnings ratio is relatively low at 8.1. We are likely to witness a deterioration in
earnings in 2009 and as a result can only be cautiously optimistic in our outlook.
Analysis suggests that there is a one in yve chance that the FTSE 100 will fall
below the 3000 level in the next six months. On balance, however, and given a
long-term view, we believe it is likely that excess returns will accompany purchases
at this level.

EUROPEAN EQUITIES

French equities are trading on a price/
earnings ratio of 8 with a dividend yield
of 6.1% and an earnings yield of 12.5%.
Compared with a headline redemption
yield of 3.6% 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 3.0%, German
equities have a dividend yield of 4.5%,
an earnings yield of 8.7% and a price/
earnings ratio of 11.5. These ygures are
far from the very low levels we have seen
in previous global recessions however.

The latest forecasts from the
Organisation for Economic Cooperation
and Development (OECD) suggest that
Germany, Europe’s largest economy,
will shrink by 5.3% in 2009 with only
modest growth in 2010. France’s
economy, if the OECD is correct, will
contract by 3.3% this year with close
to zero growth in 2010, although this
estimate may prove optimistic in the
light of a prolonged slowdown in the
French property market. As the G20
meeting in London highlighted, there
is a great deal of distance politically
between those that wish for greater
yscal stimulus and those that wish to
wait and see the effect of the previous
stimulus packages. The French
economy minister, Christine Lagarde,
has suggested that more action will
be taken should the current package
prove ineffective. Unfortunately, the
French, just like the British, have
meagre means at their disposal in
light of rapidly deteriorating national
ynances. In fact the French budget
deycit may hit 5% of GDP, well above
the 3% limit imposed by the Stability
and Growth Pact.

SOUTH EAST
ASIAN EQUITIES

Valuations for shares on the major
Asian exchanges look a little stretched
following strong gains in March. The
dividend vyield in Korea is almost half
of that three months ago and the price/
earnings ratio in Singapore has risen
from 5.2 to 8.1 over the same period.
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