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UK EQUITIES

The orthodox metrics are suggesting good value at current share price levels. Dividend
yields, for instance, are extraordinarily high — almost 7% on average for the higher
yielding companies in the FTSE 350 bracket. The earnings yield for the FTSE All
Share is as high as 12.5% and price/earnings ratio for the FTSE 100 is as low as 7.7.
Unfortunately it is likely that there will be continued deterioration in earnings and as
a result we remain sceptical about share price levels today. Over the more important
longer-term, we believe implied risk premiums are not yet particularly attractive.

According to the revised data from the Ofyce for National Statistics the UK economy
suffered its worst performance in almost 30 years when in the fourth quarter of 2008 it
shrank by 1.5% on a quarter-on-quarter basis. It took time for the yrst shockwaves from
the credit crunch to pass through the economy and the fourth quarter results are the yrst
to show the extent of the damage. It is likely that the yrst and second quarters of 2009
will be similarly poor in spite of aggressive action from the Bank of England. Interest
rates have been cut by 5.25% from their 5.75% peak (4.5% coming since October
2008). This is being followed by quantitative easing — the creation of central bank
money to pood the banking system and extend the availability of credit to households
and corporations. The government is playing its part with a second bank bailout plan
and the imminent launch of a credible asset protection programme to protect the banks
from further unexpected losses. All this action may not prevent a deep recession, but it
will most likely reduce its length.
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EUROPEAN EQUITIES

Italian share prices have fallen 50% over the past year whilst the price/earnings ratio
stands at just 6 with a corresponding dividend yield as high as 9.5%. The price/earnings
ratios in France is 7.3 and in Germany 9.3 with dividend yields of 6.2% and 4.9%. Ireland’s
listed companies have seen precipitous losses (in excess of 70%) and now display a

price/earnings ratio of just 4.
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US EQUITIES

The US is now a year into its recession.
Unfortunately the data is getting worse,
notbetter. Justas in the UK, the revisions
to the ygures for the fourth quarter of
2008 show a deeper recession than yrst
estimated, contrast an actual annualised
rate of 5.7% with a consensus 2%-3%
call. Unemployment accelerated during
December and January up to 7.6%. The
only good news is that core consumer
prices remain positive at 1.7% year-on-
year, thus far avoiding depation.

In response to worsening conditions, the
US administration has pledged around
$11 trillion to yx the broken economy.
This staggering amount will be ynanced
by debt issuance, a fact not lost on bond
market participants and leading to a rise
in long-term Treasury yields. Whilst this
development will complicate the task
the Federal Reserve faces in steering
the economy, it might well help to
further reduce the threat of a sustained
depationary bout. The outlook remains
tentatively balanced.

JAPANESE EQUITIES

The Japanese economy is heavily
dependent on its exports. The large
inventory build up has now impacted
upon industrial output with output in
January falling 10% month on month
and taking the annual rate to —31%.
This is the largest annual decline in its
55 year history. Shipments declined 11%
over the month. Japan’s main problem
has been its overvalued exchange rate.
At the end of January, the yen had
appreciated nearly 30% year on year in
real terms and stood well above its yve-
year average. This level of the yen will
make it difycult to move the accumulated
inventory. Japan’s trading partners, such
as Korea, have seen their currencies
depreciate signiycantly which will add
further to Japan’s output decline.
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