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Investment review

UK shares shrug off fears of
Hung Parliament, as economic
picture brightens

Despite a slight wobble during the early part of February,
the UK stockmarket has made some further solid progress
during the first quarter of 2010; the FTSE All-share index
registering its second consecutive quarter of 5%+ growth
through to the end of March. Compared with this time last
year the prevailing mood has been a complete contrast,
with focus on a hoped for continued improvement in
economic conditions and corporate profitability.

Thus far, official economic indicators and company trading
statements have backed this up. The recent results
reporting season in the UK was somewhat better than
expected, even in the banking industry, although it remains
to be seen if there is sufficient momentum now built up
within the private sector recovery to take up the slack, once
the significant stimuli that have been thrown at the dire
economic situation are withdrawn. There is a very real
worry that once the life support mechanisms of QE, low
interest rates and massive public spending are removed,
the UK economy could suffer a dreaded double dip
recession!

On a global scale, last year s concerns regarding the
Armageddon  scenario of a complete collapse of the

world s financial system at least now appear to have been

allayed, however, there remain fears in the background of a
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different scenario. That is, that the government spending
which averted the first disaster will ultimately lead to
sovereign debt defaults (with Greece being the obvious first
candidate, having applied for assistance from both the
Eurozone and IMF).

Optimism surrounding a po ssible rescue deal seems to
have addressed concerns for the moment, but this is a
theme which could come back to haunt investors later in

the year. Certainly, the lack of appetite for the sovereign
debt of the most indebted countries (including the UK) ha s
contributed to a period of price weakness in such stocks.

The UK Government Securities (or Gilt) index is around
4% lower over the past six months.

The Gilt market has also not been helped by the increasing
prospect of a hung parliament resulting frm the
forthcoming General Election. The bond market s concern
is that, without a clear lead from a majority government,

there will be insufficient political will to quickly address the

UK s yawning budget deficit and everexpanding national
debt. A possible credit rating downgrade for UK Gilts,
previously considered unthinkable, has even been
rumoured should politicians continue to prevaricate rather

than take decisive action.

The UK economy remains vulnerable to both public sector
spending cuts and tax increases. We suggest that the
focus of clients domestic equity investments should
therefore remain on the necessity end of the UK economy
(utilities, telecoms etc) with the remaining bias towards
companies with large overseas earnings potential and
those that are generating profits in currencies other than
sterling, which remains under pressure.

A high degree of caution is appropriate in our view given
the significant re-rating of risk assets such as shares,
bonds and property over t he past twelve months. In this
issue of Investment Review we focus on some investment
options geared towards wealth preservation in the current
uncertain environment.
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