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MARKET SELL OFF REVERSES
Markets breathed a sigh of relief this week following accommodative sentiment from central banks; in Europe the ECB began buying Asset Backed 
Securities, with markets now getting excited that this may broaden out to include corporate bonds. Here in the UK the BoE voted to leave interest rates 
unchanged, and in the US the possibility of a delay to Quantitative Easing being tapered for the last time has investors excited.

The European Central Bank will no doubt grab headlines next week following Sunday’s bank stress test result release. The raw test outcomes themselves 
may not be the most important component, but what happens to bank lending and activity in the wake of respectively passing or failing the tests.

UK: BoE KEEPS RATES ON HOLD 
The Bank of England’s Monetary Policy Committee lifted investor mood this week, 
after minutes from October’s meeting revealed that seven of its nine members remain 

in favour of keeping rates low. This is a welcome result given the slightly downbeat GDP figure 
of 0.7 per cent in the third quarter, down from 0.9 in the second quarter. London property aside, 
with growth evening out and inflation below target, we still see very little need for any drastic 
change to monetary policy at this time.
Aside from interest rates, the BoE was again in the news after its CHAPS system - which 
processes payments worth an average £277bn a day - was shut down for nearly 10 hours 
on Monday. The glitch resulted in thousands of payments between banks not being settled 
automatically. This had knock-on effects such as house purchases failing to complete, as the 
system processes on average 5,000 housing payments every day. The whole debacle has again 
highlighted the desperate need for IT infrastructure improvements within the banking industry 
as a whole.
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EU: BRACING FOR STRESS TEST RESULTS 
The European Central Bank’s stress test results will be revealed on Sunday. The 
rigorous tests have been conducted on 130 Eurozone banks.  Speculators have 

estimated that up to 18 banks may fail the stress tests. As expected, many of the fingers are 
being pointed towards those within Europe’s struggling states, such as smaller banks of Greece 
and Italy. 

This bodes well if the rumours are anything to go by; fewer than 15 per cent failing, and that 
those do being insignificant in the bigger picture, should free up operations for the large banks. 
It has been well noted that in preparation for the stress tests European banks have been 
strengthening their balance sheets. We would hope that following a positive result, these banks 
will then increase their lending to the benefit of Europe’s economy.

CHINA: GROWTH COMES IN BELOW TARGET 
China’s economic growth slowed to an annual rate of 7.3 per cent in the third quarter, 
dropping below its 7.5 per cent target reached in the second quarter. As an isolated 

event this is by no means a disappointment; growth above 7 per cent is nothing to be scoffed 
at when consideration is given to the government’s ongoing reforms and desire to rotate away 
from an export led economy, to domestic consumption driven. The largest detractors were the 
industrial and property sectors, with the latter being no surprise.

Fears of a Chinese ‘hard landing’ are far-fetched at this point, however in the face of a 
weakening Europe, any failure to properly stimulate domestic consumption may fall back onto 
weak export demand. While the situation in China has not changed dramatically, emerging 
markets as a whole are likely to experience pronounced price swings around the US Federal 
Reserve’s monetary policy actions.
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