pear to be increasingly con-
cerned about the prospect of
global financial catastrophe.

But are they right? And does
recentvolatility in London share
prices presage a correction or
even the start of a bear market?

Thesharp movementof prices
in the past two weeks on both
the upside and downside will
have done nothing for investor
confidence. However, investors
are still sitting tight despite the
gyrations with index movement
too small to trlgger pro-
grammed selhn

Nevertheless, a swathe of less
than bullish news must be sug-
gesting some further damage to
equity prices.

First, the US mortgage crisis

"It has been a volatile time, but

investors are sitting tight

has spread from “sub-prime” to
“prime”, which has accompa-
medasharp decline inthedollas,
but equity markets have so far
largely ignored this and other

bearish signals.

Second, the Basel-based Bank
of  International
warns ominously in its latest an-

Settlement

- that have taken place 1n the past

20 years, the sharpest being in
1987, exactly two decades ago.
Butwordsof wisdom from the

Swissivory towers maybe as mis-

placed as they have proved tobe
in the past. Events have proven
that banks are seldom accurate
in their economic forecasts.

 “Wefacea fundamentally un-
- certain world,” says the Bank of

Internationa] Settlement un-
helpfully initsreport. =

A number of developments
could derail theupward trend of

- markets throughout the world,
it suggests.

A resurgehce of g[obal infla-

tion is still a distinct possibility.

For example, major industrial
nations are currently operating

‘levels soar on the
- ousfundingin the private equity

declining  productwity — are
boosting labour costs - particu-
larly in the US and Europe -
while money supply and credit

gack_ of gener-

markets. You'd be excused for be-

~ lieving that this scenario is a

recipe for further upside pres-

sure on inflation figures.
However, financial catastro-

phes are extremely rare, so in-

~ vestors don’t need to sell every-

thing and go for gold.

- The moral of this story is that

all of us should be reviewing our

~ borrowings, spending patterns

and portfolio investments on at
least a six-monthly basis.

'@ Yuill Irvine is managing di-

rector of Dunedin Independent



