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The first stage of government interven-
tion in what is likely to be a long haul
out of the post-Lehman crisis is drawing
to a close. The challenge going forward
will be to see if the eye-watering stimu-
lus packages applied to world econo-
mies have real durability, or whether
— as soon as policy makers start to
reverse these programs — we slip back,
Japanese-style, into near-zero deflation-
ary growth. These worries are driving in-
vestors into government bond markets,
and condemning equities to a frustrat-
ing market trading range, regardless of
the quality of earnings they produce.
Our response is be cautious on higher
risk investments for a while longer, and
to be patient, but also to sit back, and
enjoy the unusually strong cash flow and
dividend growth of our cash-rich “Nifty
Fifty” which remain at the heart of our
equity and balanced portfolios.
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Economic Outlook

The end of the beginning

The first stage in what is likely to be a
long haul out of the post Lehman’s cri-
sis is drawing to a close, not altogether
unsuccessfully. Revolutionary fiscal and
monetary policy stimulus on a scale not
seen in fifty years succeeded, for the
most part, in reinvigorating economic
growth, stabilising global trade and trig-
gering a massive rebound in financial
markets. The challenge in the next stage
will be to see if the stimulus applied has
real durability, or whether — as soon as
policy makers start to withdraw parts of
the program, by cutting spending or re-
versing quantitative easing (QE) — we slip
back, Japanese-style, into near-zero defla-
tionary growth.

To date, where governments have “tested
the waters” and cut stimulus, the results
have been decidedly mixed. It is this un-
certainty among businessmen,
mists and politicians alike that is driving
investors into the arms of the government
bond markets, and condemning even the
very best of our “Nifty Fifty” blue-chip
equities into a frustrating market trading
range, seemingly regardless of the qual-
ity of earnings or dividends they produce.
Our hunch is that this won’t last for very
long but investors will need to be patient
— either economic growth stabilises at
some point, bond yields normalise and
stocks rally, or else central banks release
more liquidity, yields fall further and ulti-

econo-

mately investors buy blue-chip stocks for
their balance sheet strength and yield. In
the meanwhile, sit back- be patient over
these low volume summer months - and
enjoy the unusually strong cash flow and
dividend growth of our global “Nifty Fifty”
style equities.

Back to the future with more global QE
from nervous central banks

With fiscal policy largely exhausted and
politically difficult, policy makers have ex-
perimented by kicking away a few monetary
crutches across the world economy, with
decidedly mixed results. For example, the
end of Switzerland’s expensive and ambi-
tious forex interventions to hold down the
franc has seen the currency back close to
its all-time highs against the euro. In Eu-
rope, at the height of the Greek crisis in
May, the European Central Bank (ECB) was
forced to relent and take lower quality sov-
ereign debt onto its balance sheet, break-
ing a commitment not to directly intervene
in bond markets. By contrast, the expiry of
central bank gilt purchases in the UK did
not see bonds collapse as many, including
ourselves, suspected they might; foreign
central banks and institutions largely made
up the difference.

Core inflation in the US at a near fifty-
year low (see Chart 1) is troubling for a
central bank chairman determined to avoid
deflation; indeed he built his academic ca-
reer on advice to avoid just such an out-


























