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GREECE GRANTED EXTENSION AS MARKETS FOCUS ON FED
After all the drama of the previous week, this week’s agreement between Greece and the rest of Europe was a bit of an anti-climax. The agreement buys 
Greece four months to work out what it actually intends to do, leaving most options open, while not giving in enough to enrage the German electorate.

With that all done and dusted, and setting aside the largely irrelevant FTSE milestone, the other interesting news was to be found in the contrasting 
fortunes of the UK’s two semi-nationalised banks, Lloyds and RBS. Lloyds has resumed paying a dividend after six years on the back of quadrupling 
profits, while RBS announced a seventh straight annual loss, taking the total to £49.7 billion since its bailout, and warned of further miss-selling 
scandals to come. Despite the differing results, both banks are likely to be sold off next year, finally bringing this chapter of the financial crisis to a close. 

UK: ELECTION NEARS AS BOE CAUTIOUS ON RATES
After the fanfare surrounding the FTSE 100 crossing its all-time high this week 
died down, markets returned to focusing on the more pressing issues. We are now 

approaching the final run up to May’s general election, and data highlighting widening housing 
inequality and the increasing use of zero-hours contracts have provided ammunition for the 
opposition. However in the grand scheme of things, with a coalition of some form looking likely, 
we suspect the election result will end up being another short-term piece of market noise.

Governor of the Bank of England, Mark Carney, plans to revamp the way the central bank 
conducts its research - expanding beyond simply focusing on low and stable inflation. This 
is likely something that has already been happening, just on an unofficial basis. It would also 
appear that UK policy is converging towards the US, as policy maker Kristin Forbes gave a 
bullish speech on the domestic economy, but not sufficient enough to merit a rate rise at this 
time.
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US: DOLLAR STRENGTHENS AHEAD OF EXPECTED RATE RISE
Treasury yields ticked lower this week despite growing consensus that the Federal 
Reserve will raise interest rates as early as June this year – perhaps in a weird tribute 

to Bernanke’s tapering speech two years before. This may be a result of January’s CPI figure 
coming in at minus 0.1 per cent, however the Fed quite rightly looked past this again, as a 
temporary effect from the falling oil price. Opinions on whether 2015 would be the right time 
appear to vary from being a good idea, or so catastrophically bad that the world would come 
to a halt.

The Fed are caught in a difficult situation, positive jobless claims and housing stats this week 
pointed towards areas of the domestic US economy that are perhaps near cyclical ‘highs’. 
However in the wider global context, a higher cost of money could have serious ramifications. 
With rates in Europe being mostly negative, rising US rates could see the dollar strengthen even 
further and ramp up the pressure on countries vulnerable to such movements.

GERMANY: 5 YEAR BUND ISSUED AT NEGATIVE YIELD
For the first time, German government five-year bonds were issued at a negative 
yield, with the debt management office stating that the average yield was negative 

0.08 per cent. This was part of a programme to raise €3.28 billion of debt to mature in April 
2020. Investors buying these can expect a guaranteed loss by holding the bond until its maturity 
date, and the German government is effectively being paid to borrow money from financial 
markets.
  
The rationale behind this goes back to two things; firstly, the European Central Bank’s deposit 
rate of negative 0.20 per cent makes Germany’s negative 0.08 look pretty attractive. Secondly, the 
ongoing game of musical chairs continues, with anticipation of the ECB’s planned Quantitative 
Easing being the last fool standing without a seat. In this eventuality, investors in such debt 
could still realise an overall capital gain.
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