
Market View
The European rabbit for so long mesmerised by the approaching car crash finally blinked and started to do something. The Grand 
Plan to save the Euro was sketched out and the markets have so far breathed a sigh of relief, is it enough?But for October this was 
not the whole story, more importantly we also had good news about the US economy which has accelerated to grow closer to trend. 
Also the key to the markets immediate future, China, increased the news flow of imminent monetary easing. These three issues 
which in August and September had caused the markets such consternation all provided a significant and much welcome boost to 
global share prices.

As November begins we now have the critical meeting of the G20 leading nations. This perhaps will be more important than the EU 
Grand Plan, which may prove to be too little too late; markets would very much welcome some sort of co-ordinated stimulus/easing 
to finally kick the fear of a double-dip recession into touch.

The Cycle over the past 20 years

Given the traumas of the past few months it perhaps appropriate that we revisit the Bond/Equity cycle. This cycle dominates our 
investment recommendations and portfolio structure. Simply put we tend to experience about 5 years or so period of economic growth 
which is then deliberately choked off by Central Banks because of rising inflation. This causes a recession which tends to last 12/18 
months. In a recession we want to skew portfolios towards bonds and then back to equities as we grow again. 

We are in the growth phase of the cycle, Central Banks are generally easing monetary policy not tightening, and those that have tightened 
China, India, Australia and Europe are starting to look like they will ease again. So whilst the equity line has wobbled the trend that 
favours shares appears to be intact. 

Europe.  The battle to save the Euro in its current form continues, finally we have a plan but it is far from the panacea that the 
markets wished for. The plan also raises a whole series of new issues that at some point will have to be dealt with. In essence what 
we have is that Greece will be allowed to write off half of its debts (the haircut); the existing bailout fund (EFSF) will be increased 
through financial engineering and by asking wealthy states such as China, Saudi Arabia, Norway as well as the IMF to invest in a fund 
of PIIGS debt. This could be up to e1trillion. There is also the recognition that European Banks need more money. 

The positives we can take from this is that it is a plan and markets were beginning to worry that the Germans and French had simply 
buried their heads in the sand and hoped that the problem would go away. So as far as the markets are concerned anything is better 
than nothing and in is in all probability a starting point. By making the Greek haircut voluntary the Plan hopes to sidestep Greece 
technically and legally defaulting. This is critical as it may not trigger the Credit Default Swaps that have been used by the markets to 
short sell PIIGS bonds. These are the sort of unregulated financial derivatives that can cause so much harm to the global financial 
system. If this plan does make them worthless then it is to be applauded. However, bond holders who thought they had hedged 



their risk are now exposed and have to sell, just at the wrong time for everybody. This has caused the collapse of a major US
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It has always been our view that the real issue is not Europe but 
the lack of growth in the USA. Furthermore, that this lack of 
growth was due to China deliberately slowing itself down.We have 
had good news from America in that the GDP
picked and is now approaching “normal levels”. The US 
consumer is back spending again. Obama is trying to help and has 
just cut the amount of salary taken to payback student loans from 
15% to 10%. If he can also get his Jobs Bill passed he
his political skin.
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