26

APRIL52010 INVESTMENT ADVISER

www.ftadviser.com

Financial Times Business,

Number One Southwark Bridge, London SE1SHL
Tel: 020 7873 3000

Subscriptions: UK £90, Overseas: £140

To subscribe call 020 8606 7545

the mud stick?

When a fund group dominates the headlines, it usually
would like it to be for the right reasons.

Poor Gartmore - its share price dived over the past
week as one half of the group’s star European duo,
Guillaume Rambourg, was unfairly tried and the key as
good as thrown away as a result of his non-association
with the FSAs massive investigation into insider dealing.

Rumours have been rife about Gartmore, but when the
listed group’s announcement was released to the stock
exchange last Wednesday, it seemed as if too little too late
had been done to disassociate itself firmly enough from
the FSA and Serious Organised Crime Agency investiga-
tion.

The highly publicised case saw senior officials from
BNP Paribas, Deutsche Bank, Moore Capital and Novum
Securities arrested in recent weeks. However, the wide-
spread media attention around Mr Rambourg in effect

This shines a light made him guilty without even

. being charged.
or the '_mportance Despite Gartmore’s assurances
of sticking to the

that clients would be unaffected
rules, however and that Mr Rambourg was in
menial they seem fact found in breach of internal
...................................................... procedures regarding directing

trades - not anything illegal
beyond the firm’s four walls — the implications for the
group were disastrous. Its stock plunged by a third before
beginning its recovery the next day.

There was talk of ratings downgrades as news emerged
that Mr Rambourg’s responsibilities would be picked up
by Roger Guy and, as the market speculates, it raises the
question — will the money stick?

The bottom line seems to be that Gartmore’s proce-
dures require managers to make stock trades through a
central desk, which Mr Rambourg (for whatever reason)
bypassed. It is unknown why he did it or what advantage
was to be had, let alone what the overall outcome will be.

But it does shine a spotlight on the importance of stick-
ing to compliance protocol, however menial it may seem.
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Blue may well be the colour of post-election England, but it won't help the high rollers

Who needs friends in high net worth places?

With a general election
expected to be called this
week, advisers will inevita-
bly start thinking about
post-election planning.

A Conservative victory would defi-
nitely be followed by another Budget.
Labour, presumably, would wait until
November before announcing further
measures.

Labour would like to fight the elec-
tion on the argument the Tories would
cut essential services to reduce taxes for
their rich friends. That is one reason
why we have seen so many anti-rich
moves in the last 12 months. The gov-
ernment has been attempting to lure
the Tories into a trap, but David
Cameron and George Osborne have
resisted the temptation.

As aresult, clients who may be hoping
for a wholesale change in tax policy after
the election will be disappointed. The
50 per cent tax rate on high earners will
stay. The promised cut in inheritance
tax will have to wait for better times,
which may never arrive.

They are unlikely to admit it, but
capital gains tax (CGT) may even go up
under the Tories, as the gap between 18
per cent CGT and 50 per cent high rate
income tax looks very large.

The best hope for clients is that some
marginal changes may be adopted: the

PHILIP
COGGAN -

system for pension tax relief for high
earners may not be as complex or puni-
tive as Labour is planning.

But there is simply no scope for a
giveaway.

The Conservatives will probably be
tougher on public spending than the
present government, which will arouse
a lot of union opposition. The BA strike
and planned rail strike show there are
still sectors of the economy where
monopoly or near-monopoly power can
inconvenience the public (one can’t
imagine staff at easyJet or Tesco going
on strike when customers can switch so
easily to another supplier).

So the first couple of years of a Tory
government will probably be a long
series of battles with the public sector
unions. Tax cuts - except perhaps for
some notional gesture towards mar-
riage — will take a back seat.

A hung parliament will leave inves-
tors in limbo. The Liberal Democrats
have, in the past, been tempted into
some ‘bash the rich’ proposals, such as
Vince Cable’s ‘mansion tax’ Their web-
site currently talks of radically rebalanc-
ing the tax system by exempting the first
£10,000 of tax, paying for it by closing
unspecified ‘loopholes’ for the rich.

So it is hard to see a coalition govern-
ment being any more sympathetic to
investors than a re-elected Labour

administration would be.

The temptation might be, therefore,
to pile in to tax breaks as quickly as pos-
sible to use up Isa allowances earlier in
the year. That is fair enough, provided
investors have a long-term horizon: the
stock market may be a tad volatile in the
weeks after the election. In late March,
a hung parliament had odds of 5/4 at
William Hill, while Sporting Index’s
spread for Conservative seats was 324-
329, pointing to, at best, a tiny
Conservative majority.

Such a result would only start inves-
tors thinking about a second election.

Although sterling has fallen a long
way already, there is something to be
said for putting money into overseas
markets. The UK could face several
years of austerity. Emerging market
equities may have had a good run, but
emerging market bonds offer higher
yields than those in the west, even
though many developing countries have
lower debt-to-GDP ratios.

Even if such a move does not work out
in the short term, it could make strate-
gic sense. Pension funds have been
diversifying overseas for years, but pri-
vate investors often have too much of
their portfolio in their home market.

Philip Coggan is Buttonwood columnist at
The Economist

Not only are mid caps good indicators of the state of the economy, they are proving resilient

Let’s not lose sight of sterling in the melee

Recent trade figures were
not as promising as hoped,
meaning weakness in ster-
ling is taking time to filter
down into the economy.

Yet real hopes of an export-led recov-
ery in the UK should not be dismissed.

With talk of a correction in the
Chinese market, continued eurozone
difficulties - especially surrounding the
so-called Piigs countries - and apparent
stalled growth in Germany, the engine
room of Europe, I found myself coming
over all patriotic. With all of the excite-
ment happening overseas, investors
could be excused for ignoring the home
market. And if the mighty FTSE 100
has been overlooked, then the mid caps
barely get a mention.

But it is the mid caps that might prove
interesting. A glance over its constitu-
ent sectors reveals not the oil, bank and
mining dependency of the FTSE 100,
but a much broader array of building
and construction, property, leisure,
food, retail, utilities and non-bank
financials.

It is true these businesses more close-
ly reflect the UK economy than the
FTSE 100, which is heavily exposed to
overseas markets and economies. But
some of these sectors in the FTSE 250
could benefit from independent struc-
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These businesses
more closely reflect

the UK economy
than the FTSE 100

tural growth. In particular, non-bank
financials could fall into this category.
Some quality fund management and
insurance industries have been working
hard over the last year or so, and the
best of these should post decent results,
irrespective of the business cycle.

Elsewhere, sectors such as leisure
could be the beneficiary of economic
conditions. Brewers tend to do well in
recession, and the weakness in the
pound might be bad news for British
holidaymakers, but it could have a posi-
tive effect on overseas cash spent on the
sector this summer. Sterling also seems
to have made its presence felt in prop-
erty, where overseas funds have taken
the opportunity to invest at historically
cheap prices.

In 2009, many of these companies
cut dividends and costs to remain in the
game. The ill effects of recession are still

evident, and the recovery seems set to
be as difficult as the downturn. But with
growth re-establishing itself, these busi-
nesses will be changing strategies from
defensive measures to those that will
achieve more ambitious corporate per-
formances. This is an equity segment
that bounced back from the market
nadir last March to put in an impressive
performance, especially for what is an
established and mature index. There
are good reasons for keeping an eye on
it now.

While constituent companies and
sectors look interesting, what about the
whole index? After all, there are several
well managed collective funds in this
space, and for those who choose to asset
allocate, buying exposure to the FTSE
250 by way of ETFs is straightforward.

Such decisions depend on one’s view
of UK recovery.

The Treasury has been criticised - by
the European Commission, no less - of
being overoptimistic with its growth
projections, and the inevitable public
spending cuts will draw the crisis out
further. For those prepared to see the
longer-term potential, mid caps could
find a welcome place in their portfolios.

Stephen Barber advises Selftrade on markets and
economics



