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DONT BE FOOLED BY THEATRE ON “CUTS“
This week astonishment over the continued fall in the price of oil was briefly interrupted as George Osborne delivered his autumn statement. While 
there were plenty of talking points, not much will have a great deal of impact on the economy. Homebuyers will be mostly pleased, while further sensible 
amendments to savings and inheritance rules also stand out. While there have been numerous “what this means to you” pieces published this week, 
the bigger picture will be largely unaltered.
The focus on further cuts and the accompanying hysteria was also interesting, but mostly as a piece of theatre – the sort we’re likely to see more of 
as the election draws closer. The Government’s basic approach on cuts is to talk about it a lot to seem serious, while doing relatively little to avoid 
depressing a still fragile economy. Like all governments not under the stern gaze of Berlin, inflation and improved growth will be the chancellor’s real 
plan for the deficit. This is unlikely to change in the next parliament regardless of who is elected; the most severe thing about any future austerity will 
probably be the rhetoric

UK: AUTUMN STATEMENT HITS BANKS AND MANSIONS  
On Wednesday, George Osborne used his last Autumn Statement before the general 
election to announce a raft of changes. One of these has left banks worse off to the 

tune of £4 billion over the next five years,after it was announced they can only offset their profits 
against half of losses previously incurred. As many of the banks are still sitting on some large 
losses from the financial crisis this will curtail a lucrative tax break. Small businesses also 
welcomed a smattering of tax breaks and a boost to lending. 

The headline-grabbing stamp duty reforms will make it cheaper for people to get on the 
property ladder, although with the tax cliff removed, many properties previously constrained 
at £250,000 will likely appreciate – off setting some of the benefits. The changes will leave 98 
per cent of buyers better off, but bills will rise for those who purchase properties worth more 
than £1 million. 
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EU: CENRTAL BANK CUTS EUROZONE GROWTH FORECASTS 
This week the European Central Bank has cut its growth forecasts from 0.9 per cent 
to 0.8 per cent for the Eurozone, piling on more gloom after it failed to deliver an early 

Christmas present in the form of more stimulus. The downgrades are even sharper for 2015 
and 2016. Growth next year is expected to be 1 per cent, down from the earlier forecast of 1.6 
per cent, while the 2016 forecast was cut to 1.5 per cent from 1.9 per cent.

Many investors were also left disappointed as the ECB president, Mario Draghi, did not announce 
a programme of full-blown quantitative easing. It has also been admitted that inflation will 
remain stuck at just 0.7 per cent. If prices were to start decreasing, as they already are in a few 
countries, this would discourage consumers from spending while they wait for goods to get 
cheaper, further depressing already weak demand. 

RUSSIA: ROUBLE FALLS TO A NEW LOW  
On Monday the Rouble suffered its worst fall since Russia’s 1998 financial crisis. The 
Rouble dropped by as much as 6.5 per cent against the dollar, dropping to as low as 

of $0.19.  With Russia being among the countries most exposed to falling oil prices, the impact 
of tumbling crude coupled with sanctions has had a huge impact on the country’s economy.

The impact of the Rouble’s downfall has strangled investment in an economy highly dependent 
on imports for everything except natural resources. Furthermore, continued fall in the exchange 
rate will encourage Russian citizens to get their money out of the country, thus increasing the 
risk of bank runs. It has also made it vastly more expensive for Russian banks and corporates 
to service their foreign debt. 

THE MARKETS THIS WEEK
FTSE 100

-0.08%
S&P 500
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