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. Equity markets appear to have stabilised in recent weeks but we anticipate further downside.

. Economic news has been mixed and the impact of government retrenchment has yet to be felt.
. Bond markets offer little value at current yields and we remain underweight.

. Equity investment is positioned close to benchmark weightings to reflect current uncertainty.

Mixed Results

The last month has certainly met our expectations for there is enough growth in the private sector to compensate
an increased level of volatility over the summer months. for losses in the public sector.

Equities weakened in May but have recovered modestly so

far in June even though the economic news from around the In the US, the economic news has been less encouraging.

world has been mixed. The best performing asset class over
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Growth in employment stalled in May and retail sales
dropped for the first time in 7 months. Another measure
of consumer sentiment, the Consumer Metric Institute
Daily Growth Index, has also fallen sharply recently. As
the graph below shows, this has been a good leading
indicator of overall gross domestic product growth and
points to a marked slowdown in the third quarter of this
year.

Consumer Metric Institute's Daily Growth Index vs BEA's Quarterly GDP Over Past4 Years
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Other indicators, however, such as surveys of industrial
activity, have been more upbeat. Overall, the future
economic direction is more than usually unclear. Are
we just facing a short hiatus as re-stocking comes to an
end but before new investment in extra capacity begins?
Alternatively, is this the start of a more protracted
downturn exacerbated by retrenchment in government
spending? Politicians are painfully aware of the balancing
act they must perform to reduce debt without destroying
growth, but there are no guarantees they will succeed.

Equity Exposure Reduced

In recognition of these risks and with equity price
momentum starting to decline in a typical ‘sell’ signal
(see last month’s newsletter), we reduced our equity
exposure in May from overweight back to a position close

Monthty Sverage of Daily Growih Indes (Percent)

to that of the benchmark. This has created a dilemma.
Bonds are currently unattractive as the real yield (i.e.

after inflation) is 0%, well below the long term average
of 2.0%. The graph opposite shows how expensive gilts
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are. Alternatives, such as property and commodities, are
also unattractively priced so we are holding unusually
high levels of cash in anticipation of both bond and equity
market weakness presenting better buying opportunities
in the coming months.

BP

One such opportunity has arisen for our higher risk
Alpha portfolio with the collapse in the BP share price.
Now that there appears to be a lessening in the political
pressure on the company with the agreement to establish
a $20bn escrow account to cover legitimate claims, there
is scope for a recovery in the share price, assuming that
the well is capped in the next 6 weeks. Total costs of the
disaster are generally estimated to be in the region of
$35bn, which is a manageable sum for a company with
assets in excess of $200bn and cash flow estimated this
year at $70bn. If the costs are correct, then the shares
should be valued at closer to 600p rather than the 350p
they are currently trading at. Clearly, the risk remains
that penalties may be higher than expected or that the
spill will not be controlled, but on present expectations
the stock is one of the cheapest in our valuation model.

Matthew Hunt

Real Yield - UK Government Bonds
to 7 June 2010
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“The information in this document is believed to be correct but cannot be guaranteed. Opinions and forecasts
constitute our judgment as at the date of issue and are subject to change without notice. Certain investments carry a
higher degree of risk than others and are, therefore, unsuitable for some investors. Before contemplating any
transaction, you should consult your financial adviser. The research and analysis in this document have been procured,
and may have been acted upon, by Prospect Wealth Management and connected companies for their own purposes,

and the results are being made available to you on this understanding. Prospect Wealth
Management, its clients, officers and connected companies may have a position, or engage in
transactions, in any of the securities mentioned. Neither Prospect Wealth Management nor any

connected company accepts responsibility for any direct or indirect or consequential loss suffered by you or any other
person as a result of your acting, or deciding not to act, in reliance upon such research and analysis. Past performance is
not a reliable indicator of future results. Forecasts are not a reliable indicator of future performance.”

Prospect Wealth Management (PWM) is a trade name of Raymond James Investment Services Limited (RJIS) utilised under
exclusive licence. RJIS is a member of the London Stock Exchange and is authorised and regulated by the Financial Services
Authority Registered in England and Wales number 3779657 Registered Office 77 Cornhill London EC3V 3QQ
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