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MARKET IS OPTIMISTIC FOR NOW
This week a bit of optimism has returned, with all major indices ending the week up, making up for some of the losses earlier in the month. Markets 
remain unsettled however as even the tiniest bit of news swings sentiment between greed and fear. The good news this week came from the US which 
surprised everyone with much higher than expected growth, while the absence of any fresh catastrophe from Europe has also been seen as a sign of 
improvement. Expect this sunny disposition to be short lived as falling oil prices and bond yields indicate many expect things to get worse before they 
get better. 

Elsewhere the Brazilian election failed to deliver the result many investors were hoping for, with the centre right pro market candidate Aécio Neves, 
beaten by the incumbent Dilma Rousseff. While this could be characterised as nothing happening, the Brazilian stock market and currency both fell on 
the news as recent poor economic performance is now expected to continue unabated.

UK: UK HOUSING MARKET COOLING 
The UK housing market has continued to slow in October and this week the news 
broke that mortgage approvals have plummeted to their lowest levels yet. According 

to the Nationwide Building Society index, the average house price has hit an all – time high 
though annual growth revealed to be 9 per cent, the lowest since January, suggesting the 
market is topping out. 

The UK property market, and London in particular, has become something of a safe haven 
for foreign investors in recent years. While the current slowdown is likely to be short term as 
underlying demand remains high, the future outlook is uncertain as the end of QE is the US 
could also see an end of large inflows into prime London real estate. A return to normality for 
the London property market will be beneficial if it allows the bank of England to focus on UK 
wide inflation rather than being forced to act on localised issues.
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EU: ECB STRESS TESTS SHOW MINOR FAILINGS 
The ECB revealed 25 banks failed its stress tests and Asset Quality Review with a 
total capital shortfall of €24.6 billion. Nine Italian banks were among the 25 euro area 

banks including three in Greece, three in Cyprus and two in Belgium, highlighting the fragile 
state of Italy’s financial system which poses a potentially huge risk to their economy. 

Many of the failures of the banks were of a technical nature and have been addressed recently, 
leaving only a few banks requiring to raise capital. While this seems minor, even a few banks 
withdrawing loans to bolster their balance sheets will provide an unwelcome drag on already 
stagnant growth rates. The macro outlook remains weak and concerns about the scale of bad 
loans are still at present. Longer term restoring faith in the banking system and preventing 
another meltdown is prudent, but perhaps not pressing when still in the middle of the previous 
meltdown. 

US: HOPES LIFTED FOR US ECONOMY DESPITE TAPER
Investors are feeling cautiously optimistic following the release of third-quarter 
growth figures showing the U.S. economy grew, at an annual rate of 3.5%, more 

rapidly than expected, mostly as a result of a boost in exports and a jump in government defence 
spending. Although growth slowed from a pace of 4.6% in the spring, the economy continued to 
show improvement between July and September.  

The GDP numbers coupled with positive movement in employment statistics reflects a widely 
held view that underlying economy is recovering at a greater rate than expected. Although 
hopes could yet be dashed if the following quarter shows disappointing holiday spending.  The 
worry now is that spare capacity is being used up and inevitably talk has turned to when the 
FED might raise rates. We don’t think it will be for a while, but expect the speculation to mount 
in the coming months.
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