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Feeling deflated? 
 
 

 

As we approach the end of the year and thoughts turn to the outlook for 2015 all eyes remain on Europe and 

possible QE by the ECB. Which got us thinking. Japan, the USA and UK all embarked on printing money or QE years 

ahead of Europe and at that time,  many were concerned that the inflation ‘genie was being let out of the bottle’. 

Yet, some years on and the inflation outlook remains benign in the UK, USA and Japan while in Europe and parts 

of Asia there are real fears of deflation. There is no doubt the world has too much debt and debt reduction is by 

its very nature deflationary. Slowing global economic growth and increased risk aversion prompted by fear of 

Eurozone deflation has driven European bond yields to record lows. Bond and equity holders cannot both be right 

so, should equity investors be concerned by the possible threat of deflation? 

 

In truth, both bond and equity investors may be right.  This is because we are probably facing a sub-trend global 

economic recovery. Hamstrung by too much debt there is a relatively benign inflation outlook overall but with some 

deflationary pockets.  

 

In a low inflation environment it is more important than ever to avoid markets or sectors with falling selling prices. 

Look at the UK food retailing sector over the past twelve months. While lower retail prices are great for the 

consumer they have been terrible for   shareholders as the share prices of the UK supermarkets have plummeted 

in value. Elsewhere, the Natural Resources sector, specifically Mining and Oil is now beginning to suffer from very 

significant falls in the price of key commodities such as oil, iron ore, coal and gold which may place pressure on 

cash flow and dividend policies as well as their suppliers.        

 

By comparison, companies that have developed patented technology or that provide critical maintenance services 

that keep aircraft in the air or even nuclear plants running are highly unlikely to experience price deflation.  

 

In a period of low inflation, some business models should be relatively well positioned and property is a good 

example. As long as property companies have the right quality tenants who keep paying the agreed annual rent, 

they should be able to fund growth by borrowing more cheaply in a low interest environment. 

 

We are mindful that globally, in a number of countries inflation remains well below central bank targets. For this 

reason we continue to invest in companies with pricing power, dominant market share or that supply critical 

services to customers. We also invest in cash generative companies with attractive dividend yields and progressive 

dividend policies which should remain in demand by investors in a low growth, low inflation environment.  

  



 

What are we watching this week?     

 

 President Putin must be starting to think that the OPEC decision not to cut production and slump in oil 

price is a CIA plot! The Russian Rouble suffered its worse one day fall since Russia’s currency crisis in 1998 and 

the government bowed to the inevitable, admitting that the country would slip into recession in 2015. The next 

OPEC meeting is scheduled for June and some Middle East experts have suggested that the Saudi price cut may 

have been a stab at Iran as much as the US shale oil industry. The Saudi state run oil company was also believed 

to have lowered the export price of Arab light oil to Asia at a $2 discount to the regional benchmark. Brent oil 

continued to trade below $69. 

 

  UK manufacturing data picked up in November although this appeared to be due to solid domestic demand 

which offset weaker orders from overseas markets. The key message from the Chancellor’s Autumn Statement 

was that fiscal consolidation has much further to run although this is going to depend on the 2015 general election 

result. The Chancellor was no doubt pleased by the sanguine response of the gilt market as lower cost of debt 

interest payments is a central element of his fiscal strategy. The pace of deficit reduction is slower this year but 

the budget is expected to return to surplus by 2018/19.      

 

  In Europe, manufacturing data for November revealed new orders falling at the fastest pace in nineteen 

months while German activity dropped to a seventeen month low below the key 50 level benchmark, joining Italy 

and France in contraction. It’s not complete gloom in Europe however, as one of the former casualties Spain, 

showed the highest reading since 2007 with output, new orders and employment all on an improving trend. 

 

The ECB meeting came and went with no bang from the QE big bazooka. Disturbingly, as we flagged last week, 

there appears to be a big split developing on the ECB board with Draghi saying he does not need permission to 

buy sovereign debt nor unanimity but the Germans saying yes you do! While the ECB continues to assess the need 

for further stimulus ‘early next year’, in the meantime it has downgraded inflation forecasts to 0.7% for 2015 and 

1.3% in 2016 while lowering growth to 1% in 2015 and 1.5% in 2016.   

 

  In Asia, Japan’s Q3 GDP was revised down further to -1.9%.  

 

 In China, November trade slowed with imports slowing sharply by 6.7% on the same time last year while 

exports, although showing growth of 4.7% was below expectation. The China data re-ignited hopes of more 

stimulus measures by the authorities but they are likely to remain wary of reflating asset bubbles.    

 

Finally, those in the stock market who were expecting Mr Draghi to give them QE for Christmas will be disappointed 

and have to settle upon finding bargains in the January sale! Are we feeling deflated? No, as we have already 

identified the equity bargains we are after. We don’t like the sales as there is a tendency to get trampled underfoot!  

The knack is to spot this year’s must have toy or gadget before all the other shoppers. The same is true with 

equities and it is even better if someone else is then willing to buy it from you at a much higher price.   

 
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.  
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