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MARKETS OVERLOOK GREXIT FEARS
This week has been dominated by the ongoing farce in Europe; with agreements, last minute collapses, accusations and ultimatums all featuring. As 
a piece of theatre it has been highly entertaining, but as diplomatic and economic policy making goes, it has been absolutely horrific. Sticking with a 
theatrical analogy, Germany appears to be playing the role of the mad king; the austerity agreement it is so keen on enforcing, which has been widely 
denounced by economists, will see real cuts of 9 to 10 percent of GDP on an already weak Greek economy. Analysis by economist Paul Krugman showed 
this was harsher than the reparations forced on Germany after World War One.

The most dangerous element of this is the political implications. The new Greek prime minister is a former communist who met the Russian ambassador 
as his first official act. Greece is a strategically important member of the European Union; ejecting it over something as petty and insignificant as debt, 
when Greece’s total debt is just 2.5 percent of EU GDP, will prove to be disaster geopolitically, even before the economic costs are factored in.

UK: FTSE NEARS ALL TIME HIGH
Aside from the FTSE 100 nearing its all-time historical high, there have been broadly 
positive results from the UK this week. Firstly, although headline inflation fell further 

from December’s 0.5 per cent to 0.3 in the year to January, core inflation which strips out 
food and energy actually rose from 1.3 per cent to 1.4 in the same period. Secondly, the Bank 
of England continuing to keep rates low should continue to improve economic growth, and 
the long awaited wage growth is something that needs to be carefully nurtured. As ever the 
property market remains a potential problem with signs of weakness creeping in.

These were joined by falling unemployment, which reached 5.7 per cent in December, and 
continued wage growth of 2.1 per cent including bonuses. Even when you take the higher core 
inflation measure into account, this bodes very well for the average household. The question 
for an investor now is whether current valuations already reflect this positivity, and perhaps 
then some?
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JAPAN: RETURN TO GROWTH SPURS EQUITIES HIGHER
Fuelled by increased monetary easing expectations and a weakening currency, 
Japanese equities have enjoyed a strong start to 2015, with the Nikkei 225 index up 

over 8.5 per cent year to date. The same trade that opened up in 2013 when ‘Abenomics’ was 
first announced has been playing out since mid-October 2014; buy Japanese equities that stand 
to benefit from a weakening Yen, and hedge the currency exposure.

Investor sentiment was given a further boost this week as data put fourth quarter growth at 
2.2 per cent annualised. This was below consensus estimates but still brings Japan out of the 
recession sparked by last year’s consumption tax hike. However, domestic tension over stagnant 
wage growth has begun to pose a real threat, particularly as the government continues to plan 
a further tax hike for April 2017. A precarious situation, that if unaddressed could see political 
instability upend long-term reform chances.

EM: RISING US YIELDS CAST DOUBT ON EMERGING DEBT
As expectations for rising interest rates in the US gather momentum, so too does 
pressure on US Treasury yields, and by extension global bonds. One area that stands 

particularly vulnerable is emerging market debt, which has benefitted immensely from yield-
hungry investors having to look overseas in the face of depressed developed market bond 
yields. Should US Treasury yields continue to trend upwards, it will be very interesting to see 
which managers can successfully navigate a rapidly changing environment.

Chinese new home prices fell in January for 69 of 70 cities monitored by China’s statistics 
bureau, increasing on December’s 68. This year on year decline being so widespread validates 
fears of an asset bubble spurred on by oversupply and easy credit conditions. Tying into the 
above point, should Chinese developers fall foul of their debt obligations, the losses will likely 
be far reaching.
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