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ECB QE DRIVES MARKET SENTIMENT
This week lacked much of the drama of recent weeks and very much felt like business as normal; the Bank of England kept rates low, China slowed 
down, Europe shambled along and so on. One of the more telling signs that we might actually be returning to normal, and finally putting the financial 
crisis behind us, were quotes from George Osborne about the shortened time line for selling the government’s stake in RBS - the taxpayer’s monument 
to the banking crisis.

Elsewhere the most concerning element of the week has been the increasing tensions in the Baltic states; fear that they may be next on Vladimir Putin’s 
wish list is understandably worrying. Russia’s aggression and unpredictability is the major dark cloud on the horizon – with the fallout from the credit 
crunch and subsequent depression just abating, a new cold war is the last thing the world needs, or can afford.

UK: BOE HOLDS RATES IN SPITE OF STRONG SENTIMENT
Brushing election drama to one side, data flowing from the UK was mixed; on one 
hand we had another month of falling housing prices in February, negativity which 

was offset by rising mortgage approvals. Then a dip in the services sector PMI survey by Markit, 
to 56.7 from January’s 57.2, went against economist expectations of 57.5. This is by no means 
a significant deterioration, especially when the same survey result for the construction sector 
gained further momentum from its previous 59.1 to reach 60.1. Optimistic and improving 
business sentiment is a welcome sight, however with the labour market looking strong, this 
does pile the pressure on the Bank of England to change the status quo.

It’s not going to be this month apparently, with the BoE keeping interest rates at 0.5 per cent, 
and marking the sixth anniversary of the historic low. We have long been behind the argument 
that no material monetary policy changes would occur before the election, and it now seems 
likely that the BoE will not be the first; that honour looks set to go to the US Federal Reserve.
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EU: ECB PROVIDES START DATE FOR QE
The European Central Bank is to launch its milestone Quantitative Easing programme 
on Monday, in an attempt to support a recovery that ECB president Mario Draghi said 

would “broaden and strengthen gradually”. Details released by Draghi on Thursday point to a 
€1.1tn sovereign bond-buying programme that should counteract the threat of falling prices 
and the subsequent deflationary pressures which this likely poses to the region’s economic 
growth.

European Markets reacted positively to the statement as the ECB raised its quarterly growth 
forecasts to 1.5 per cent this year, up from 1 per cent in December. As expected, German 
markets led the charge, reflecting the continued preference for the supposed stronger core of 
Europe. Despite Draghi saying that the ECB would not be buying negative yielding asset, across 
the continent, Eurozone bond yields continued their downward path alongside the rising share 
prices.

EM: CHINA LOWERS GROWTH TARGET
China’s government has lowered its GDP growth target to 7 per cent this year. The 
rapid expansion of the previous two decades has decelerated considerably to see the 

country record its slowest growth for over 20 years. The fact the government is willing to slash 
its growth ambitions is actually a positive sign that the rebalancing of the economy remains a 
top priority, rather than chasing growth to keep up appearances. One victim of this has been the 
Australian iron ore price, which has dipped below $60 a tonne for the first time since 2009, as 
China plans to cut overproduction in its steel industry and in doing so lower pollution.

Elsewhere Russia made headlines with the murder of Boris Nemtsov, widely seen as Putin’s 
largest political opponent. This is a brutal reminder of the chaos that often consumes Emerging 
Market countries, and compounds the dismal state of affairs the Russian economy is in. Headline 
inflation in the year to February came in at 16.7 per cent, with Food rising 23.3 per cent. This 
would make it difficult to budget weekly groceries, let alone serious business developments.
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