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Reckitt Benckiser Reed Elsevier Greggs Nestlé Templeton Emerging IT
Standard Chartered Royal Dutch Shell London & Stamford Roche
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A GREEK TRAGEDY

I start this chronicle as I ended my last, ‘Three cheers for Will and Kate’. They and the
Middletons did us proud, lifting our spirits and making us proud to be British, with yet
another iconic memory of the bridesmaids following the royal couple into Westminster
Abbey.

Never has the Derby been so eagerly anticipated, with the Queen’s colt, Carlton House,
hoping to give The Duke of Edinburgh’s 90" birthday its final celebration. Fairytales just
don’t happen, and after losing a shoe, he finished a creditable 3™. Bruce Forsyth and
Henry Cecil were knighted and Rory Mcllroy has booked his audience at the Palace. The
‘heavens opened’ on the day that ‘the drought’ became official and England has returned
to a green and pleasant land. Let’s celebrate one last time, “God save the Queen.”

I wish the rest of the world had been as happy. Bin Laden assassinated in his palace
situated in Pakistan’s Virginia Water; Colonel Gaddafi still hanging on by his finger tips
despite constant bombings; atrocities in Afghanistan; and yet another Greek tragedy.

Despite the agony and ecstasy of the real world, stockmarkets have never been so boring,
just quietly drifting into the ‘silly season’ of July and August, awaiting ‘St Leger Day’ the
10" September.

GREECE
I remember my first ‘economics lesson’.

“If an economist says he knows what will happen, then he is a liar.”
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A few years ago leading economists and industrialists all wanted us to rush headlong into
the euro. Thank God for a few ‘crackpots’ called ‘Euro sceptics’ who said ‘hold on’ and
against all odds won the day, keeping the UK out of the Eurozone.

In hindsight it must have been crazy to expect sixteen European countries with economies
so diverse as Germany and France to Greece, Portugal and Ireland, not to mention Italy,
to use one currency - they cannot even agree on the Eurovision Song Contest!

With euros thrown at them like confetti, these minor economies have spent vast sums of
money on capital projects, whereby the Greek debt represents an unsustainable 150% of
its own gross domestic product. This huge debt is like a millstone around its economy,
which will either sink, or have to be rescued by yet more loans from France and Germany,
or even worse, by China!

With more loans the conditions will become tighter, with taxation rising, state assets being
sold, banks extending the length of loans and austerity for years to come.

The fear is that if Greece defaults, then it will be closely followed by Portugal and Ireland,
let alone the rest of the Eurozone, and then what?

I have no idea what will happen, but I have no doubt that Europe will sort itself out and
move on. It is just one more crisis in the financial history of the world, and we all seem to
get over them in the end.

Why can’t Harvard educated economists learn from Dickens’ Mr Micawber:

Annual income twenty pounds, annual expenditure nineteen pounds, nineteen
shillings, six pence, result happiness.

Annual income twenty pounds, annual expenditure twenty pounds and six pence,
result misery.

UK EQUITY MARKETS

Despite the worries in the Eurozone, the majority of the UK’s leading international
companies are actually performing very well, supported by growth in Emerging Economies
and the Far East (China and India).

Profits are rising, dividends are rising and the FTSE 100 continues to fluctuate between
5500 and 6200 (today it stands at 5946).

However, the domestic economy is beginning to reflect the excesses of the final years of
New Labour’s champagne economy and no more so than in the retail sector.

Retail

In our last Newsletter we stated that one day it would be right to buy retailers, but
not yet. Within the last month we have seen:

Habitat and Homeform (Dolphin Bathrooms and Moben Kitchens) go into
administration, with Jane Norman following closely behind.

Dixons (Currys and PC World) announcing a £224m loss.

Major reorganisations taking place at Kesa (Comet), HMV, Clinton Cards,
Thorntons, Game Group and JJB Sports.



These disasters are largely due to 3 factors:

1) Internet shopping changing a complete sector.
2) Over expansion and debt in those champagne years.
3) Consumers becoming extremely cautious with higher taxation, the threat of

redundancy and greater expenditure on food and fuel.
This is why we still prefer ‘essential retail’, ie the supermarkets.
House Builders
Likewise, house builders are still being affected by the lack of:

consumer confidence
and mortgage capacity

and one day this will change around, but not yet.
Mining
On great hype Glencore floated at 530p and has fallen to 491p.
With a market capitalisation in excess of £35bn, it entered the FTSE 100 on listing.
We prefer:

Xstrata
in which Glencore has a 34% stake, which could lead to a bid for Xstrata one day.
Industrial
With relatively low sterling and advanced technological skills, UK industrial
companies have started to ‘wake up’, which has been proved by increasing exports
and increasing earnings, leading to an increase in dividends.
Oils
We have recently reviewed the oil sector, where the price of a barrel of oil has
fallen back from US $127 to US $112 (having fallen 7.4% on 23™ June 2011 as the
International Energy Agency announced it would release 60m barrels from reserves
to offset Libyan shortfalls).
However we still remain very optimistic on the oil sector.
After the disasters of Deepwater Horizon, failed Russian deals and weak
management, where appropriate we have advised clients to switch out of BP into

other oil shares.

However, with the FTSE 100 below 6000 points, we still feel leading UK equities offer
reasonable value:

P/E 11.3x
Yield 3.1%
Dividend cover 2.9x

though we continue to hold some ‘cash available for investment’, looking to invest this if
stockmarkets slip back further during the quiet summer months.



FIXED INTEREST

UK base rates still remain at 0.5%, the lowest rate since the Bank of England began in
1694 (over 300 years ago). This is a totally artificial, political rate, to let the European/UK
Banks escape from the 2008/2009 banking crisis that still lingers on.

Because of this medium dated conventional Gilts only yield 3.2% to redemption.
We have preferred:
Index Linked Gilts

which have risen with RPI. RPI now stands at 5.2%, while CPI stands at 4.5% compared
with the UK Government’s target of 2.0%. We feel that RPI will remain well above
Government predictions, with the high price of oil and food (though oil has recently fallen
back, as has wheat from £200 a tonne to £170).

Investment Grade Eurobonds are paying interest yields of approximately 5% (whilst the
gross redemption yields are lower). Though relatively high in price, they do provide
reasonable income.

Preference Shares give high net yields of 7.5%, but are considerably riskier than other
Fixed Interest Stocks.

It is a fact that Index Linked Stocks have performed well with rising inflation (which will
slip back one day).

We have begun to look seriously at various Index Linked Stocks, where we might decide
the individual stocks have risen too high and therefore take the tax free profit while
‘ahead of the game’, to reinvest into very short dated Conventional Gilts for absolute
safety.

GLOBAL ISSUES (BY WILLIAM BARRATT)

Why is the euro so strong?

A month or so ago I changed some sterling into euros at a very ‘reputable’ UK bank. On
giving them £300 I was presented with just €314. I am sure I am not the only one who
has thought “is that all?”

Greece is going bust, with Portugal, Ireland and Spain not far behind. And yet the single
currency is almost at parity with the ‘Great’ British pound. I always thought a euro

was meant to cost 80p or to put it in currency terms, a euro/sterling rate of 1.25. How can
this be the case?

Today the cash rate stands at: 1.04
whilst the business rate is: 1.10
1) Some countries are not ‘duds’

Whilst Europe carries the aforementioned laggards, it does include heavyweights
such as Germany and France. Germany is at the forefront of industry and
manufacturing hence it is a substantial net exporter, bringing in cash to underpin
its economy and prop up its neighbours. It is a cliché example, but I do not need
to tell you that BMW, Mercedes, Volkswagen, and Rolls Royce are all German
manufactured.



To add in sulttoin jury,itl ooks highly like Iyt hatt hetrain m anuf acturer B omba rdier
based in Derby istoloseag  overnmentco ntra ctform anufacturingt rainstot he
German giant Siemens ont  he ba sis of the CEC Dir ective on pub lic p rocuremen tO.
This willmeant hat whil st 100% oft rainsont he track in France are F ren ch buil t
and 90% of t rains running in Germany a  re German bu ilt, n otoneint he UK wi Il be
Omade in Britain.O Call me ¢ ynical, bu t whilstt he UK | oses yetm orej obs, at| east
your train might be on t ime.

2) A Osafe havenO fore mergingm arketc urr enc ies

Emerging markete conomies s uch as C hina, | ndiaand B razil are st ill h ighly
correlatedtot he US,notonly fromag rowth pe rspe ctive (r eliant on exp orting to
the US co nsumer), butal sotrackingt he streng th ofthe USd ollar. T he Chinese
hold en orm ous f oreign ¢ urren cy res erves, withave rylargeproportionint heUS
dollar, t he t raditional w orld re serve curr ency.

With re cent devel opments in the US (Go vernment debt of a pproxim ately 14t rilli on
US dollars making the UK pr  oblem | ook likead ropint he oc ean), C hinah as
increasingly so ughtto hedge i ts exp osure thr ough buy ing ot her curr encies b w ith
the euro being par ticularly fav oured. This s atisfiest wo ends f ort he Chine se:

a) It diversifiest  he ri sks a ssociat ed w ith be ing Opegged to o ne c urr encyO.
b) It helps supp ort another market ( the Eurozone) w ith wh ich it does s ignificant
trade.

The Chinese don otwantto be heldtor ansom by a nyo ne, | east of all the US.
3) Is s terling weak, ra thert hant hee uros tro ng?

Having been in exi sten ce for over ade cade, h asthe European currency f oundi ts
watermark at almost pari ty verses st erling and are we w rong to expe ctm ore eu ros
for o ur p ound?

With t he con cerns of rela tively weak eco nomic g row th, h ighinflationand aw ide
budget defic itin additionto g overnments pending c uts, t he o utlook for the UK
economy isun certain. Att he samet ime,int erestr atesinthe UKa ppearli kely to
remain at hi storicl ows int he near term, whilet  he Eur opean Central B ank h as

start ed to inc rease rates. B oth of t hese facto rs h ave co ntri buted to t he we akness o f
sterling.

Conclusion

The Euro has been st rong, butt his has been| argely duetot he wea kne ss of st erli ng.
Indeed, in ¢ ompari son to ot her devel oped e conomy c urr encies, b otht he eu ro a nd st erling
have been weak. This is par ticularly the ¢ ase a gainstthe Au stralian d ollar and t he Sw iss
franc, butn ott he US d ollar (whi ch facesitso wnp roblemstorivalt hose oft he UK a nd
Euro zone).

The weakness oft he p ound co ncerns us aswet ravel ove rseas as eve ryth ing costs m ore;
however, t his benefitst he ma jori ty of UK co mpa nies as o ver 70% of F TSE 100 earnings
are derived f rom over seas ( wit hout ge tting too Otec hnical,® when reported b ack in s ter ling
termst hese bu sine sses get Omore p ounds f or t heir eu rosO - hence t he we ak curren cy
boosts co rporate earnings ins terlingt erms).

Nextt imey ouarein F rance andy ou gett he bill for b reakf ast a nd y ou feel li ke s aying to
the wai ter Oexcuse me s irDitwas o nly a cup of co ffee and a c roissa ntn ot af illet st eak
and b ott le of vinr ougeO just t hink of t he poor Ame rican who thinks he h  as j ust pu rchas ed
a second home.



CORPORATE ACTIONS

Mergers and acquisitions (M&A) have virtually dried up since 5™ April 2011.

It is the ‘Infrastructure Funds’ that have been showing the most activity with:
Arcus European Infrastructure Fund

taking over Forth Ports at 1630p.

Cheung Kong Infrastructure Holdings has now announced that it is in early discussions to
take over:

Northumbrian Water

The shares have risen from a 2011 low of 293p, to today’s 416p and we shall keep all
shareholders informed as to the action that should be taken.

It has also been announced that the proposed merger of The London Stock Exchange
(LSE) with The Toronto Stock Exchange (TMX) has failed. This now makes The London
Stock Exchange a takeover target itself, and we shall keep all shareholders informed.

There are still ongoing takeover/merger discussions:

News Corp: BSkyB
SAB Miller: Fosters

COMPLIANCE

Following criticism of the FSA after the Banking crisis of 2008/2009, for their ‘lighter
touch’ approach to regulation, the FSA decided to implement a ‘more intrusive’ style of
regulation. As a result they have started to focus on one point of compliance regulation at
a time, along with the whole ‘rule book’.

Over recent months they have focused on:

KYC Know Your Client
TCF Treat Your Client Fairly

The next subject which will become a household word shortly is:

Suitability Demonstrating our investment advice is appropriate taking into
account the risk tolerance and objectives of a client, amongst other
things.

Currently we have categorised all client portfolios into one of the following:

Low risk
Medium risk
High risk

We are now having to define these categories more clearly and will therefore be increasing
the portfolio categories to:

Low risk
Moderate risk
Medium risk
Medium high risk
High risk



We shall shortly write to all clients redefining their ‘category of risk’.

Although this will require yet another form to fill in, under compliance and FSA
requirements there is no option. However, under the present stockmarket situation this is
indeed sensible regulation.

CONCLUSION

With a well balanced Barratt & Cooke portfolio, book up a Greek cruise and relax.

We shall be watching to invest part of any cash balance available for investment, if an
appropriate investment opportunity arises on weakness during the 'silly season’ (July and
August). Stockmarkets should become more interesting in September, they always do.
For those staying at home, watch out for Rory Mcllroy in ‘The Open’ at St Georges and you
might even see me following him.

C W L Barratt

15 July 2011

Thought For The Day

A proportion of the euro ‘confetti’ handed to the Greeks at its inception (1999) was used
to build the infrastructure for their Olympic Games. Let’s hope the UK fares better 10
years from now.

With tickets to the ‘High Dive Final’, I just hope they have finished the swimming pool and
the hosepipe ban is lifted in time to fill it (come on Tom Daley).
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