Weekly Review – 24th October 2005.

Beware - UK firms warning that their performance would fall short of forecasts has shot up and 103 firms listed on the London Stock Exchange issued profit warnings in the three months to 30 September. A key problem was an inability among many firms to keep their costs in line with their business forecasts. 

	
	MISPLACED OPTIMISM? 

Sectors issuing the most profit warnings:

Support Services: 12

Software & Computers: 12

Construction: 10

Media & Entertainment: 9

Electronics & Electrical: 7

Leisure & Hotels: 7




Business is struggling to control rising input prices and forecast their cost base may need to be reduced. All sectors seem to be having problems and those in the construction, media and entertainment, electronic goods, software and computer services, and business support services have reported slippage in forecasts. Many have reported falls in consumer confidence and a slowing economy as also causing problems. All we need now is for High Street sales to start to slip.

Questions

1.        Explain what is meant by (a) cost bases and (b) consumer confidence.

2.        Outline the main reasons given for the rise in the number of profit forecast warnings.

3.        Why would a fall in High Street sales be a major blow for the UK economy?

The EU News

Will volume bring advantages?

UK mobile phone groups Carphone Warehouse and Virgin Mobile are working together to develop a joint venture in France. They plan to launch a nationwide Mobile Virtual Network Operator (MVNO) in France and it will be capable of being accessed via the Orange network. The lead brand for the launch in November 2006 will be the Virgin Mobile brand. 

The French government has been pushing for the creation of MVNOs as a means of igniting competition in the market with the aim of lowering prices. Carphone already has a French based operation centred on their Brittany-based regional mobile operation called Omer and this is expected to be used as a launch pad for the venture. 

The French market is currently dominated by three operators - Orange, SFR and Bouygues Telecom. 

Questions

1. Why might this move into France reduce operating costs for both Carphone and Virgin?

2. How might the French providers react?

3. In what ways does the French government hope this ‘import’ from the UK will develop their domestic mobile phone market?

International News

Is a break though in site?

The long-stalled world trade talks are heading for their most important week as week the US and Europe start work on bridging the gap that exists between them on the touchy subject of farming tariffs. Progress is needed, else the meeting of all 148 members December in Hong Kong could prove to be very tense and unsuccessful.  Positions are being taken and they seem destined to cause long and difficult negotiation. France - traditionally one of the biggest defenders of Europe's system of agricultural price supports, the Common Agricultural Policy (CAP) - has made no secret of its dislike of any more concessions to the US position. The US and other big farming countries such as Brazil and Australia are pushing hard for movement from Europe.  Though there is disagreement between EU member states it is currently offering to cut tariffs by about a third. But the G20 group of developing countries - a bloc with growing power in a WTO usually dominated by the richest countries - wants an average of 54%, with the US demanding 75%. Critics of the US position point out that it uses export subsidies instead of tariffs to bolster its farmers, and is offering substantially less movement there than it is asking for in tariffs from others. And developing countries say both the US and EU - as well as Japan - continue to offer less in tariff and subsidy cuts than they demand in terms of opening up of vulnerable markets in services, for instance, to powerful western firms. 

It all seems a long way form the language that was being used in the run up to the Gleneagles Summit in July.

Questions

1.        Explain the terms (a) tariff and (b) Common Agricultural Policy.

2.        Why do the developing countries want tariffs reduced by a larger amount than many EU states?

3.        Would cuts in subsidies be of more use to the farmers of the poor countries than reductions in tariffs?

Other items

The Polish Economy ( some of the names and possibly the policies mentioned in this piece may change in the coming months as a result of the recent General Election in Poland.)

Polish economy at the time of the country joining the EU

Polish economic growth surged ahead by six percent in the first quarter of 2004, Economy Minister Jerzy Hausner said, in the latest sign of economic recovery as the country joins the European Union. 

Hausner's statement on Polish public radio surpassed expectations, being one percentage point higher than the five percent growth expected by the government for this year. 

It is also higher than the 5.3 percent growth rate forecast several days ago by the finance ministry for the first three months of the year compared with the same period of 2003. 

In another sign Poland is emerging from the economic woods, Hausner said Poland's current account "was practically balanced" in the first quarter thanks to a boom in exports to the European Union. 

And the GUS national statistics bureau signalled Poland's high unemployment rate, the expanding EU's highest, had eased slightly in March to 20.5 percent, down from 20.6 percent a month earlier. 

The new indicators come two days after another piece of good news, in the publication of figures which showed that industrial production leapt by 23.8 percent in March compared to the same month a year earlier. 

Poland saw its economy turn the corner last year, but it still faces a mammoth challenge reducing its public deficit to join the euro zone and to pare down the jobless rate. 

The Polish economy grew by 3.7 percent in 2003, compared to 1.4 percent a year earlier, after years of economic weakness that followed a quick start in the wake of the fall of communism in 1989. 

While almost everyone was guaranteed a job in communist-era Poland, the jobless rate rose sharply in the mid-1990s. In preparations to join the EU and amid a deep restructuring of its economy, Poland had to shed hundreds of thousands of jobs in the mining, steel and shipbuilding industries. 

About 3.26 million of the central European country's population of 38.2 million were out of a job, the statistics agency said

Some useful sites

http://www.polishmarket.com/next.php?category=1
An analysis of the macro performance of the Polish economy.

http://www.ce-review.org/01/19/cave19.html
An analysis of the pace of change within the Polish economy.

http://news.bbc.co.uk/1/hi/business/1556641.stm
A detailed analysis of the strengths and weaknesses of the Polish economy as prepared by the BBC in the United Kingdom.

http://www.poland.gov.pl/?page=1050000001&PHPSESSID=65b0ad93e55821d5ee7eda3d37d0c996
A virtual tour of the Polish economy as it prepared for EU entry.

We hope that you find these brief country reports useful.

That is all for this week as it is half term in the United Kingdom.

