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Burst your bubble? 
 

In previous Alpha Bites we have highlighted many of the good things to come out of Bristol, from the M32 and 

Banksy to the Bloodhound supersonic car. To this list can be added the world’s first easily removable and 

degradable chewing gum, which has been developed by our own Bristol University spin off company, Revolymer.  

This is based on a compound invented by Professor Terence Cosgrove. In the USA, each year, over 120,000 tons 

of residual chewing gum cuds remain in the environment so this sounds like a good idea to us.    

 

Talking of gum, global financial markets continue to look sticky and we think city traders currently have plenty to 

chew over. Central bankers have been warning about asset bubbles for some time and it was inevitable that, as 

QE started to be withdrawn, markets might be vulnerable to more volatility. Which got us thinking. When blowing 

a bubble, the main risk is not inflation but the onset of sudden deflation. The big question is, will Europe embark 

on full blown QE before it is too late or will either Germany, France, Italy or Greece burst everyone’s bubble?    

 

What are we watching this week?    

 

Some welcome calm returned to equity markets helped by a solid US company reporting season rather than macro- 

economic news. The problems in Europe that triggered the market correction have not gone away, but at least US 

companies who have reported so far do not appear to have been affected by the market uncertainties. The UK, by 

comparison, has continued to see some high profile names disappoint such as Rolls Royce and Tesco. 

 

Geo-political and Ebola tensions moved to the background as all eyes remained focused on Europe, although the 

attack on Canada’s parliament building was a sharp reminder of the global terror threat.  A Reuters report 

suggesting that the ECB may be considering a programme of corporate bond purchases before the end of this 

year.   This should provide support to risk assets, although subsequently denied. However there is usually ‘no 

smoke without fire’ and the rumours would seem to suggest the ECB is now in a position where nothing can be 

ruled out. The Ebola threat remains with the first reported case in Mali and a New York doctor who visited Guinea 

testing positive. However, a GlaxoSmithKline vaccine is currently undergoing trials in Mali.      

 

 Oil, seemed to find a level, although there was quite a lot going on behind this. Strong Chinese demand 

data for September was supportive while US investors were reported to have been putting money into oil tracker 

funds at the fastest pace in two years. However, this was offset by an unexpected rise in crude oil inventories. The 

Saudi’s can withstand an extended period of lower oil prices to protect market share in Asia, so we do not envisage 

a production cut at the next OPEC meeting. While a major headwind for oil related stocks this should be good news 

for the global economy. The IMF estimates that a $20 a barrel drop in oil could add as much as 0.5% to global 

GDP.     

 

European news has tended to overshadow UK news and, particularly, the failure of UK public finances to show any 

improvement despite the pick-up in the economy. The shortfall in tax receipts would appear to limit the scope for 

pre-election tax relief measures in the Chancellor’s December statement. Retail sales were weaker than expected 

but mild weather may have affected winter clothing sales. Dovish MPC minutes re-iterated that a UK interest rate 

hike remains a distant prospect. 



        

  In Europe, the Bundesbank’s monthly update provided another downbeat assessment of the German 

economy, suggesting that growth in H2 2014 will see little improvement from the 0.2% decline seen in Q2. The 

German economy is heavily dependent on manufactured exports, so the combination of slowing Chinese demand, 

a slump in Russian orders due to sanctions and weakness in the rest of the Eurozone is clearly not helping. The 

Eurozone October PMI readings showed modest improvement in Germany but a sixth successive month of decline 

in France. New orders remain subdued. The overall index reading is consistent with 0.25% GDP growth in Q3 and 

should keep the pressure on the ECB for further action.  

 

The weekends ECB bank stress test announcement, was pretty well flagged in advance and has largely been priced 

in. Some 25 non–UK banks failed to meet the requirements having already taken the required steps to meet the 

capital shortfall of €25bn. Italy, not surprisingly, was the biggest concern with nine banks failing to make the grade.    

 

  In the USA the housing market looks to be back on track with existing homes sales for September at their 

highest level for a year. Core CPI came in at 1.7% well below the 2% target, suggesting that the revised expectation 

for the first US interest rate hike in late 2015 holds true. The S&P 500 had its best week for two years.   

  

  In Japan, sentiment was buoyed by rumours that the Government pension fund was considering increasing 

its equity weightings from 12% to 25%, while the next phase of the sales tax increase was to be postponed. 

 

 Chinese GDP data revealed a slowdown in growth to 7.3%, the slowest since 2009, a shade above forecasts 

but suggesting that the 7.5% annual growth target will not be met for the first time since 1999. The HSBC flash 

manufacturing PMI for October edged up to 50.4 but factory output was at a five month low. In another report, 

house prices fell for existing properties in all 70 of the monitored Chinese cities.    

 

These are testing times for investors with both stock and fund selection key. What you don’t own is just as 

important as what you do own. Size does not necessarily mean safety or lower risk, with Tesco being a classic 

example. We remain as vigilant as ever.       

 

 Finally, we highlighted in an earlier Alpha Bites, ‘Fluffing the Economy’, that prostitution and illegal drugs 

were to be included in the calculation of UK GDP. It appears as if the UK economy has done better than expected 

as a result and Brussels is now demanding an extra £1.7bn from the UK towards the EU budget. Could it be that 

a red light has given a possible green light to Nigel Farage and UKIP?     

 

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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