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The same old repeats 
 
‘The scouts have come in, sir and they report Zulus, thousands of ‘em’. A great line from a classic action 
film ‘Zulu’. Yes, it’s that time of the year again when the broadcasters roll out the classic TV films over the 
Christmas period – Zulu, The Great Escape, Spartacus, Ben Hur, The Guns of Navarone, El Cid. It’s the same 
every year and everyone moans about the same old repeats on the TV Christmas schedule.  
 
Which got us thinking. Company profit warnings can be a bit like Christmas TV schedules in that it tends to 
be the same ‘repeat offenders’ more often than not. They say ‘profit warnings tend to come in threes’ and 
the stock market is close to losing track of the number of profit warnings issued this year by the likes of 
Balfour Beatty, De la Rue, Serco and Tesco, amongst others. Everyone accepts that business can be 
challenging at times and this is a particularly challenging time. With the majority of companies 
successfully manage market expectations and trade through difficult periods. However, there are a small 
minority of those that don’t and given nobody likes totally unexpected news, a company’s share price can 
be hit very hard by a severe profit warning.The same is true of countries and the usual suspects such as 
Argentina and Russia, amongst others seem to have sufferedmore than onecurrency crisis over the years.In 
the last week or so, Greece has also returned to haunt markets and the Eurozone. 
 
Profit warnings can also be a little like the Christmas pantomime villain. Sometimes you can just see it 
coming or as the pantomime audience usually shouts in unison ‘he’s behind you!’ We don’t like things that 
creep up on us unexpectedly so we spend a lot of time researching our investments thoroughly, both 
companies and the geographic exposure of funds. Avoiding potential profit warnings andcurrency crises 
or as we know them, the ‘repeat offenders’ can sometimes be just as important as picking the winners.  
 
What are we watching this week? 
 
Well besides Zulu and The Great Escape obviously….. 
 

  Is oil the ‘Black Swan’ event of 2014? Investors are now starting to assess the ramifications of 
the collapse in oil prices on the oil leveraged debt market particularly in the high yield and junk bond 
sectors. Following last week’s global sell-off, investors will be hoping the US Fed can prove a calming 
influence with its FOMC statement on Wednesday.  
 
The US oil price dropped to a new 5 year low. This followed a downward revision by OPEC of demand 
forecasts for oil in 2015 from 30m b/d, made at the recent Vienna meeting to 28.9m b/d. The Saudi oil 
minister was also quoted as saying ‘why should I cut production? ‘This is a market and I am selling in a 
market. Why should I cut?’ Major oil companies and some US shale oil producers are starting to adjust to 
life at a lower oil price with capital expenditure cuts. The falling oil price has wide ramifications for oil 



producing countries and together with sanctions has led Russia’s central bank to raise interest rates 1% 
to 10.5% - ouch! 
 

 In the UK, the BoE Quarterly Bulletin appeared to be preparing the ground for policy tightening in 
later 2015. The conclusion of the study of the impact on higher interest rates on household finances 
appeared more sanguine than previous comments from the BoE. This suggested only 1.3% of UK 
households would need to reduce spending in the event of a 200bps increase in interest rates, assuming 
that incomes soon begin to rise.   
 

 Within Europe the extent of contrasting country fortunes was reflected in a credit rating 
downgrade by Standard & Poor of Italy but a credit upgrade for Ireland. Labour costs in Italy continue to 
rise but in Ireland they have fallen. The divergence in performance of the varying Eurozone countries must 
be a concern for Mr Draghi. The outcome of the ECB’s   TLTRO auction confirmed that the monetary policy 
transmission mechanism is still not working effectively. Lenders remain reluctant to take up the offer of 
liquidity, which should increase the likelihood of sovereign bonds being included into the next round of 
asset purchases in early 2015. 
 
The main shock out of Europe however was the announcement of a snap election in Greece ahead of the 
bail-out extension at the end of February.Based on recent polls there is a real possibility of the far-left 
Syriza party coming to power which led to a collapse in the Greek stock market. Europe looks to be back to 
square one again, as a Syriza win would once again raise the stark choice of fiscal union debt write off for 
Greece or the first euro exit. 
 

 Lower gasoline prices appear to be encouraging US consumers to spend with a nice jump in retail 
sales in November.The US Senate ended the threat of a government shutdown by passing a $1.1 trillion 
spending package but only after days of acrimony and revolts.   
 

 Chinese inflation eased to a five year low in November reflecting low commodity and food prices 
but also continued softness in domestic demand. The data may convince policymakers to ease their policy 
stance further. 
 

 In Japan, PM Abe achieved the expected comfortable victory in the snap election which will now give 
him up to 2018 to pursue some of the tougher structural reforms as part of the three pronged growth 
platform. However, this good news was countered by a disappointing Tankan survey showing further 
sentiment declines amongst larger Japanese corporates.  
 
So is there any good news as we approach Christmas week? Well, the decline in a number of soft 
commodity prices means that the cost of the Christmas turkey dinner is set to drop for the first time in four 
years. Sounds like it’s some of the supermarkets that have been stuffed this year rather than the turkey! 
 
Finally, it wouldn’t be Christmas without a seasonal cracker joke. 
 
Q. Why was Cinderalla no good at football?    
 
A. Because her coach was a pumpkin. 
 
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. 
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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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