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Arecentpoll
conductedby
Reuters indicates
thattheFTSE100
isexpectedtorise
to5,800points in
2010astheglobal
economy
continuesto
recover.

I
t’s that timeof theyearwhen
some look back at the out-
come of the past 12months
and others discuss what the
New Year may bring.
Today’s article aims tohigh-

light the likely themes for the stock
market in 2010.
Following the strong recovery in

equitymarkets worldwide over the
past nine months, a frequently
asked question is whether this is
likely to continueduring thecourse
of 2010. Although the local equity
market recovered by circa 30 per
cent since its2009 lowsseen inmid-
April, themarket’s performance is
substantially below that seen in
many international stockmarkets.
While the continuing recovery of

local shareprices is likely tobe influ-
encedmainlybythe financial results
of the larger capitalised companies
(HSBCBankMalta,BankofValletta,
InternationalHotel Investmentsand
Go) and any other important
announcements from these com-
panies, the main theme of 2010
couldbe centred around “dividend
plays”, i.e. those equities which are
tradingonhistoricallyhighdividend
yields following the downturn in
their shareprice.Shouldsuchcom-
panies maintain a high dividend
payout in respect of the financial
yearwhich iscomingtoanend, they
are very likely to attract investors.
Thiswas evidentwhenBoVpub-

lished its September 2009 full-year
resultsanddistributedahandsome
dividend to its shareholders. Other
companieswhichhave paid attrac-
tive dividends include HSBC, Go,
Malta International Airport,Malta-
postandPlazaCentres.Thecurrent
gross yields based on their last full-
year dividend payment range from
a low of 6.7 per cent to a high of 8.5
percent.These levelsshouldbecon-
sidered as highly attractive espe-
cially in the light of the current low
interest rate environment. As such,
investors are very likely to remain
focused around the dividend
announcements by these various
companies commencing with
Maltapost on January 21.
On the international front, with

European shares having rallied by
over 60 per cent from their March
lows, opinions on the likely perfor-
mance of themain Europeanmar-
kets vary widely. Some analysts
expect the upturn to spill over into
the earlymonths of 2010, but tech-
nical analysts say the market will
become vulnerable to deep correc-
tions thereafter.The focusbyworld-
wide analysts will be on the com-
pany’s earnings reports as the bulk
of the improvement to profitability
in 2009 resulted from one-off cost-
cutting exercises.
Morgan Stanley reckons that

profit growth has already been
priced into current valuations and
as a result forecasts the UK’s FTSE
100 finishing2010at the5,000-point

level, representingadeclineofcirca
7.5 per cent from current levels.
Other UK stockbrokers also argue
that there is a considerable risk that
companiesdonothit theirearnings
targets. In particular, these brokers
viewthat theriskofanearningsmiss
ishighest amongminingandbank-
ingcompanies,whichare thosesec-
tors that have led the recovery in
2009.
However,notall stockmarket fol-

lowers share the same view and a
recent poll conducted by Reuters
indicates that the FTSE 100 is
expected to rise to 5,800 points in
2010as theglobal economycontin-
ues to recover and interest rates
remain at record lows. The scaling
back of economic stimulus pro-
grammes in the comingmonths as
well as thesovereigndebtproblems
areother factorsdampeningexpec-
tations for global equities in 2010.
Whilemarketshavesofarseemed

toshrugoff thebadnewscomingout
of Dubai, Greece, Spain, Eastern
Europe and the Baltic states, some
economists argue that the debt
problems in these countries could
be one of the factors negatively
affecting investorsentiment in2010.
Withmost economists expecting

interest ratesacross theeurozone to
remain at historically low levels
throughout 2010, given the fragile
nature of some economies such as
those ofGreece, Spain and Ireland,
the demand for fixed interest rate
securities is likely toremainbuoyant
as investors continue to focus on
achievingamorerespectablereturn
from their savings.
This buoyant demand (as evi-

denced locally also by the recent
overwhelmingresponsetotheMizzi
Organisation Finance plc bond
issue) is likely toattractanumberof
newcorporatebondissues through-
out 2010.With increased availabil-

ityofnewbondsnextyear, investors
are likely towatch thecredentialsof
companies and their risk factors
more attentively.
Nevertheless, should a number

of new companies tap the bond
market in 2010 these will present
investorswithanothergoodoppor-
tunity to furtherdiversify theirport-
folio across a range of companies
operating indifferenteconomicsec-
tors helping them to also achieve a
more frequent income streamdur-
ing the year. Thiswill also continue
to build upon the success achieved
in 2009 as the local capital market
has become a reliable alternative
means of financing formany com-
panies.Theinternationalbondmar-
ketsalsohadaneventfulyearduring
2009. Earlier in the year, investors
werestill flockingtothesafetyofgov-
ernmentstockswithmostcorporate
bonds dropping to very low levels
amid growing concerns from the
financial crises.
While some bonds may have

defaulted, some amazing bargains
were evident as a number of highly
rated companies had their listed
bonds offering high yields in the
market.Assentiment in themarkets
improved, corporate bond prices
rallied, giving investors equity-like
returns fromthese investments.Key
factors that are likely to dominate
the internationalbondmarketsdur-
ing 2010 include the growing con-
cernsofapotential sovereigndefault
as well as the timing and speed of
eventual interest rate hikes in the
eurozoneandbeyond.
On the currency markets, the

focus is likely to remain on the US
dollar and sterling following their
veryweakperformance throughout
most of 2009. The performance of
both currencies against the euro in
2010 will depend on the region’s
economic performance and any

indications fromthevariouscentral
banks of the likely timing of future
interest ratehikes.
TheUS dollar is widely expected

tostageacomebackandhasalready
seen a marked improvement in
recentweeks.Fromalowof$1.51, it
has since climbedby 4.6 per cent to
$1.44.While some argue that this is
due to some year-end “adjust-
ments”, a number of international
banksare forecasting theUSD/EUR
exchange rate to strengthen by
around13percentover thecoming
year to circa $1.25.
Thefuture levelsof theBritishcur-

rencyaremoredebatablewithsome
skeptics even talking about a risk of
a currency crisis at some point in
2010.
The withdrawal of the quantita-

tiveeasingpolicybytheBankofEng-
landcoupledwithgrowingconcerns
over theballooningUKgovernment
deficit increases the risk of a failed
auctionofgovernmentstocksby the
UK Treasury as investors demand
higher yields.
This could dent any prospects

overarecovery for theBritishpound
in 2010. Furthermore, the outcome
of the UK general elections and
resulting opinions on the new gov-
ernment’s economic policies are
likely to materially influence the
poundsmovementsversusboth the
USDand theEUR.
After the catastrophic effect the

near-collapseof theglobal financial
systemhad on stockmarkets at the
turn of last year, it’s fair to say that
fewwere expecting the strength of
themarket rally fromMarch 2009,
and while the above themes are
most likely to dominate 2010,
investorsshouldnotunder-estimate
the possibility of other exciting
developmentsandchallengeswhich
maysurfaceandaffect their fortunes
during the coming12months.
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