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Your independent window on financial issues

Do economic conditions influenc e
your investment decisions?

While many commentators consider that we are either at or
slightly past the worst of the recession, investors face a quandary.

THIS ISSUE

For most of wus, shares for r dacti
investments; that is everything other than our
homes and short term savings. Shares may be held
directly, or indirectly through a collective
investment such as a unit trust ... or via a tax -

efficient Owrapperd such ap

pl a

Either way, what happens to share markets is
important, which is why we regularly comment on
the main UK indices (see page 3).

Whilst shares are influenced by economic
conditions, they are also subject to other factors.
Perhaps the most important of these is sentiment.
The views of professional investors about issues such as the underlying performance of companies
can be far more important than short -term considerations about the demand for fiand supply offi
shares in stockmarkets. e N

How economics matter A 9

When the economy is shrinking in terms of gross domestic product (GDP), as we have seen for ?
much of 2009, some investors may believe that companies will perform weakly compared with
times of growth. This is of course true in general, but not in all cases. For example there are § \
many sectors where performance is comparatively stronger in a weak economy. These might |

include businesses operating in essential commodities and those retailers operating at the lower 20N !
end of the price spectrum.

With the Retail Prices Index (RPI) negative since the end of the first quarter of this year, Protection in a recession

investors could be forgiven for thinking that all the news is bad. - ~N

Conversely, the more relevant Consumer Prices Index (CPI) is still positive, which is important
because it excludes mortgage repayments and similar housing costs. This matters because it
actually means that people should be feeling better off; after all, they face lower costs on
mortgages and rent which means that they are likely to have more money available to spend on
other items, the prices of which could be falling.

Employment
Perhaps more importantly unemployment, while tragic for those personally involved, has not (so \ /

far) reached the level scant¢dcspanedi 0% asodet Bws|riss kergditratiogss ust ali ni ng t
consumer demand that should reverse the downturn in GDP.

Risk of real deflation

What is more worrying is that the fall in the rate of CPI might continue and even go negative,

which could encourage people to hold back on discretionary spending in the expectation of even
lower future prices. That could have a massive impact on the economy fiand share values.

It really is in the best interests of everyone that those who are in a position to spend should do
so. And without wishing to sound protectionist (because freedom of world trade is important to

the UK) choosing to buy British whenever possible cannot do any harm.

It is true that we face a | ong haul to recover\fr@manﬁegugrodgcfsgdi/t Crunc
enforced borrowing, but investment markets can be expected to recover over the longer term.
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