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Activity levels to pick up 
 

 That may possibly, be radioactivity levels with news that a £24.5bn nuclear power station at Hinkley Point 

in Somerset is to go ahead after it received final approval from the European Union. This is reported to be the 

largest construction project of its kind in Europe since WWII.  The plant is being built along the shoreline of the 

Severn Estuary close to the Somerset Levels which from news coverage you may recall is prone to severe flooding.  

 

Did you know however, that Somerset experienced a possible tsunami in 1607?  Current day experiences of 

nuclear plants and tsunamis in Japan make us hope some of the budget is allocated to decent coastal defences. 

 

Which got us thinking that the market spends a lot of time worrying about global financial tsunamis that can hit 

investor confidence. Usually it is the things you don’t know about that generally spook markets, or what are known 

as ‘Black Swan’ events. Who, twelve months ago, would have thought Ebola could have caused financial markets 

to wobble?  Is it time to be bottom fishing like our feathered friend above?        

   

What are we watching this week? 

 

Global markets continued to retreat as risk aversion increased with the UK market exacerbated by falls in two 

heavyweight sectors –oil  (down 6% in a week) and pharma (down 8% in a week). Rising concerns about the global 

economy and an Ebola scare in the US triggered a ‘flash crash’ in US Treasury yields with the yield on 10 year 

bonds falling below 2% or where they were before the Fed taper talk. At the same time, the S&P 500 dropped 2.8% 

to almost 10% below its September peak. Investors remained focused on Europe where bond yields started to rise 

sharply in Greece but also Italy, Spain and Portugal.    

 

Ebola continued to dominate the news with the death of a UN employee in a German hospital. A second healthcare 

worker in Texas, USA testing positive for Ebola travelled across the country on a plane with 132 passengers which 

are now being traced. However on a more encouraging note, Nigeria with a population of 170 million looks to have 

contained its outbreak. 

 

 Despite the IMF predicting a price spike stemming from the war against Islamic State, oil continued to fall 

leaving it 27% below its June peak. The International Energy Agency cut its forecast for oil demand growth, but 

also suggested that OPEC was ‘not likely’ to cut output to put a floor under prices. The IEA said that the dynamics 

of the global market had been changed by the growth of US shale and that OPEC and its largest producer, Saudi 

Arabia were increasingly reluctant to fulfil their traditional role of balancing supply and demand. The falling oil 

price could cause Mr. Putin more pain than European sanctions.  

 

Lower oil prices should be positive for the global economy, many companies and consumers. For example, airlines 

are big beneficiaries with potentially much lower fuel bills but are currently the most exposed to the risk of Ebola. 

One economist calculated that lower oil prices could add £50bn to the EU economy. Another, that at $80 the 

money flowing from the oil consuming to the oil producing economies of the Middle East drops by $200bn, from 

an estimated $1trillion*. 

 

Three weeks ago President Obama announced a crackdown on tax inversion deals. Ireland has now announced it 

is to shut its so called ‘double Irish’ corporate tax loophole from the beginning of next year. Both these 

announcements no doubt contributed to Abbvie announcing that it was recommending shareholders to pull out of 

the $55bn acquisition of FTSE 100 constituent Shire whose shares dropped  by over 27% on the news.  



 

The new issue market has also been adversely hit by the more cautious mood with UK challenger bank Aldermore 

the latest to announce that it was pulling its £800m flotation. 

 

  In the UK, income tax receipts – the single biggest source of government revenue is likely to fall short of 

target, raising the prospect of even deeper spending cuts after the general election to balance the budget. The 

headline inflation rate of 1.2% dropped to a five year low. With supermarket price competition and lower petrol 

prices the inflation outlook remains subdued and with less pressure on the BoE to increase interest rates, Sterling 

dropped below $1.60 which should be helpful for UK exporters and overseas earners.  

 

  The mood in Europe continued to darken with a greater than expected drop in industrial production with the 

investment goods category notably weak. The German government cut its 2014 GDP growth forecast from 1.8% 

to 1.2%, while the ZEW investor sentiment index dropped to its lowest level since the end of 2012.  

 

  In the USA the PPI, CPI and Empire manufacturing data all came in below expectation. This was countered 

by a sharp improvement in industrial production. There were also ‘dovish’ noises from a non- voting member of 

the US, Fed Mr Bullard who suggested that bond purchases could be maintained if deflationary pressure persists.   

 

Is there any good news out there? 

 

Well, the world economy is slowing and that is a challenge, but it is not collapsing and lower oil prices should be 

positive. The $/£ should help UK quoted exporters while it does feel as if M&A activity is picking up, particularly in 

the small and mid-cap sectors. Company cash flow is strong and dividend yields on equities are still very attractive 

relative to 10 year Government bond yields with the projected yield on the FTSE All Share about 4% compared to 

below 2% on Gilts. The FTSE All Share index is now below 13x 12 month forward earnings. 

 

The failure to contain the spread of Ebola is a risk to the global economy, but only if it is allowed to get to the stage 

where the free movement of people is restricted in a way that impacts global economic trade.  

The biggest economic challenge remains Europe which is not a Black Swan but certainly looks a lame duck. 

This will not be a quick fix and hopefully markets will force European politicians into making the necessary reforms, 

finally allowing Mr Draghi ‘to use all the available tools’.        

 

*source (Alex Brummer, City Editor, Daily Mail)    

  

If you wish to discuss any aspect of this newsletter, please do not hesitate to contact us. 

 

Further information about Alpha Portfolio Management, our products and services, please visit www.alpha-

pm.co.uk or email info@alpha-pm.co.uk.  Alternatively, you can call us on 0117 203 3460. 

This publication is for informational purposes only and should not be relied upon. The opinions expressed here represent analysis by an Alpha Portfolio 

Management representative at the time of preparation and should not be interpreted as investment advice.  

 

You should seek professional advice before making any investment decisions. The past is not necessarily a guide to future performance. The value of shares 

and the income from them can fall as well as rise and investors may get back less than they originally invested. Any tax reliefs referred to are those currently 

applying. Tax assumptions may change if the law changes and the value of tax relief will depend upon individual circumstances. All estimates and prospective 

figures quoted in this publication are forecast and are not guaranteed. Alpha, its associate companies and/or their clients, directors and employees may own 

or have a position in the securities mentioned herein and may add to or dispose of any such securities. The sender does not accept legal responsibility for 

any errors or omissions, in the context of this message, which arise as a result of internet transmission or as a result of changes made to this document after 

it was sent.  

  

Alpha Portfolio Management is a trading name of R C Brown Investment Management PLC who is authorised and regulated by the FCA.  

Registered Office: 1 The Square, Temple Quay, Bristol, BS1 6DG. Registered in England No. 2489639 
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