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Health and safety……. Iceland style 
 

  You will have no doubt be aware that another volcano in Iceland is apparently getting ready to blow. Back 

in 2010, Iceland’s Eyjafjallajokull (we defy anyone outside of Iceland to pronounce this) volcano erupted, spewing 

ash for miles into the air and causing widespread chaos at an estimated cost of €5bn. Airlines around Europe shut 

down for six days, for fear the volcanic ash could harm jet engines and millions of passengers were left stranded. 

This time seismologists are concerned about the Bardarbunga volcano in the centre of the country. Iceland is on 

high alert and local health and safety officials have erected the following sign nearby ‘Ovissustig’ or ‘Level of 

uncertainty’. Which got us thinking that perhaps an ‘Ovissustig’ warning sign would come in handy from time to 

time for investors. Let’s see, Russia/Ukraine, the Middle East conflict, potential turn in both  the UK and US interest 

rate cycle, slowdown in China, dismal European Q2 GDP and the possibility of European air travel being affected 

by a volcanic eruption … sounds like we’re facing a higher ‘Ovissustig’.    

 

What are we watching this week? 

 

Aside from the threat of volcanic ash, geo-political tensions continue to dictate the direction of equity markets and 

following the escalation in the Ukraine, investor nerves were calmed by news that Russia’s and Ukraine’s foreign 

ministers had met to seek a solution to the crisis. US military intervention in Iraq to support the Kurds also seemed 

to ease concerns with Brent oil back below $102. However, we are mindful that share prices continue to be 

squeezed up in very thin volumes. 

 

  The global geo-political tensions have rightly overshadowed the fast approaching Scottish Independence 

vote on 18th September.  In the short term, this is likely to rise in prominence and fill a few front pages of the 

national press. While we think a ‘Yes’ vote is unlikely but there are still a significant number of ‘don’t knows’ that 

could bridge the gap between the latest ‘No’ and ‘Yes’ poll. A ‘Yes’ vote would pose medium term fiscal and 

sovereign risk for the UK. Even a narrow ‘No’ vote could have meaningful implications for the UK with an ongoing 

push for further devolution likely to have a permanent impact. A number of Scottish based companies that we 

have spoken to such as Standard Life already have contingency plans in place in the event of a ‘Yes’ vote. Whilst 

the vote clearly have ramifications for the UK economy, the ‘debate’ seems to have dragged on and we would 

suggest that markets would welcome the uncertainty being resolved. 

 

  In the UK, inflation fell more than expected in July, with CPI dropping from 1.9% in the previous month to 

1.6% as the cost of clothing, footwear and food all eased. This suggests the BoE doesn’t need to take action on 

interest rates for the foreseeable future. However, BoE minutes revealed that two members pushed for an 

immediate rise in interest rates in August, the first dissent on policy faced by Mark Carney since taking office in 

July 2013. Sterling dropped to a 4 month low against the US Dollar at under $1.66. UK mortgage lending rose to 

£19bn in July, the highest monthly total since August 2008, with the Council of Mortgage Lenders saying they 

expect UK interest rate increases to  be both ‘measured and gradual’.   

 

  In Europe, despite the recent dismal Q2 GDP data, one supporting factor for European equities has been 

the weakness in the Euro relative to the US Dollar which is now off over 4% from its peak in June. Eurozone 

government borrowing costs sank to historic lows in anticipation of aggressive action by the ECB to avert a 

deflationary slump.  This followed comments by ECB President, Mario Draghi, that the ECB could use all “available 

instruments” widely assumed to be QE.  Indeed, some economists are suggesting a €1 trillion asset purchase 

programme in late Q4 2014. 



 

  In the USA, the housing market continues to improve with the National Association of House Builder’s 

sentiment index achieving the highest reading since January. In addition, housing starts jumped 15.7% in July. 

Benign inflation data pushed US bond yields down to a 14 month low of 2.4%. Core inflation remained steady at 

1.9%, below the Fed’s target of 2%. The minutes from the Fed’s latest meeting showed that while there was 

significant labour market slack that labour market conditions had moved noticeably closer to those viewed as 

normal in the longer run. This suggests that the Fed has started to shift its stance and is moving closer towards 

raising interest rates in 2015.    

 

  In Japan, exports showed a surprise rise in July helped by higher shipments of cars and electric machinery 

re-igniting hopes of recovery in the world’s third largest economy. 

 

  In China, the property price slump deepened in July as prices fell for the third straight month with house 

prices falling on average 0.9% in 64 of the 70 cities surveyed. Developers have scaled back investments raising 

concerns about financial defaults and an inevitable slowdown in economic growth in the second half of 2014. The 

HSBC flash manufacturing PMI for August remained in positive territory but dropped from 51.5 to 50.3. So that’s 

falling property prices and the PMI signalling slowing growth, not a great scenario, so will the Chinese authorities 

signal more action to shore up confidence in their 7.5% GDP target?  

 

  And finally as they may be asking in Iceland this week….        

“Er það Öskudagur í þessari viku?" * 

 
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 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
*”Is it Ash Wednesday this week?” 
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