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EQUITIES SUFFER PROFIT TAKING AS MARKETS AWAIT DEVELOPMENTS
A relatively quiet week for news flow that saw equities suffer from profit taking, with most activity being political rather than economy driven. Scotland 
has been forgotten, and MPs just days back from holiday have all taken the week off to go to their party conferences. This sleepy atmosphere has been 
shattered by the recall of parliament to vote on joining the US led coalition in military action in Iraq, which will be held today. 

While this specific event will be unlikely to move markets, elsewhere more disturbing economic developments in Europe have gone largely unreported. 
The latest phase of the ECB’s plan to prop up the ailing Euro zone flopped spectacularly when less than half of the cheap loans on offer to the bloc’s 
banks were taken up. This undermines the ECBs attempts to pump liquidity into the market and casts doubt on their ability to carry out the asset 
purchase schemes that would make up their version of QE.

UK: TAX RECEIPTS YET TO REFLECT RECOVERY
Public finances came under fire as last month’s £11.2bn borrowing was more than 
the same period a year ago. The low growth in tax receipts is of minor concern, at 

just 2 per cent so far this year behind the 5 per cent forecasted. However in the grand scheme 
of things the UK remains in relatively good shape. Despite the recovery not yet feeding into 
expected tax receipts, key risk factors appear to be fading in the economy; mortgage approvals 
in August fell to a 12 month low, and growth seems robust despite the deterioration in Europe.

Controversy surrounding Tesco erupted this week after several profit warnings in a sector 
publicised for price wars, and a £250m overstatement of profits – or understatement of losses – 
came to light. This was initially put down to aggressive accounting, technically a legal practise, 
but may yet evolve into fraud claims as the plot thickens. Why should we care? Tesco was once 
a backbone of several UK equity manager portfolios, seen as an unstoppable force in retail, and 
is now a reminder of how even FTSE 100 companies should not be taken at face value.
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US: INFLATION EXPECTATIONS FALL IN BOND MARKET
The US bond markets have been signalling they expect inflation to fall further as we 
approach the end of QE next month. This has again dampened the view that interest 

rates will rise soon, and paints a scenario all too similar to the Eurozone last year. The Fed has 
already recognised inflation as running below its target, as August’s core CPI – which removes 
food and energy prices – dropped to 1.7 per cent from July’s 1.9. This together with a strong US 
dollar has led 5-year inflation expectations down to just 1.6 per cent from 2.1 earlier this year.

The US government has introduced tax laws in the wake of the Pfizer-Astrazeneca ‘inversion’ 
style bids, aimed to reduce the US company’s corporate tax bill by relocating overseas. The 
new rules will result in it being cheaper for an overseas firm to acquire the US firm, in order to 
gain access to cash hoarded overseas and avoid US taxation. This has hit the market prices of 
several companies seen as targets for such deals, but will hopefully go some way in addressing 
the estimated $950bn being stored overseas by US companies.

COMMODITIES: PRICES HIT 5-YEAR LOW
With developed market inflation now one of the main concerns for central banks and 
investors alike, it was interesting to observe that global commodities, as measured by 

the Bloomberg Commodity Index, have fallen to a five-year low. Indeed when we look at our own 
screens over the last months most core commodities except coffee have been in a downward 
trend. Whether this is mainly attributable to low demand or oversupply, it poses a difficult task 
for raising consumption prices when inputs such as oil, iron, sugar, and corn are becoming 
cheaper.

Not long after China banned the use of low-grade coal, data has been published that puts 
Chinese carbon dioxide emissions ahead of the US and EU combined – a grand total of 28 per 
cent of global volume. This may disproportionately place blame since much of Chinese output 
is for Western consumption, but perhaps we will see the environment given more attention if 
the global economy manages to stabilise.
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