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EUROPE SHOWS SIMILAR DEFLATIONARY STYLE AS JAPAN 
This week Europe has been dominating the headlines, most notably for the horrendous shootings in France, but also because official inflation figures 
show price levels actually falling across the Eurozone. This has prompted comparisons with Japan which has alarmed most commentators. They are 
right to be worried but mostly for the wrong reasons.

The deflation statistics this week looks like a blip driven by falling oil prices and not particularly reliable, expect widespread relief when the head 
line rates climb again along with petrol prices. This will hide the fact that core inflation trends show that Europe does indeed seem to be in a Japan 
style deflationary trap. Japan has struggled for over a decade to break out of its own downward price spiral and has taken bold action practically 
inconceivable from the ECB.

UK:  POUND WEAKENS AS SERVICES SECTOR SLOWS DOWN
On Tuesday, the pound tumbled to a 17-month low against the U.S dollar to $1.5183, 
its weakest since August 2013. The pound fell after growth in UK’s dominant services 

sector slowed to its weakest rate since May 2013, further pushing back expectations of when 
the Bank of England will raise interest rates. 

A weaker pound will hurt the profitability of importers along with reducing consumer spending 
power as the cost of imports rise. Britain is just four months away from the most uncertain 
parliamentary election in a generation, which could open the door to a referendum on an exit 
from the European Union. Many investors worry this would be highly damaging to the UK 
economy: these worries are beginning to and will continue to weigh on the currency. 
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EU: FALL INTO DEFLATION PUTS PRESSURE ON STARTING QE 
This week, the release of Eurozone’s disappointing CPI inflation data showed a 0.2 per 
cent fall into deflation for the first time in more than five years.  Inflation in Eurozone’s 

largest economy Germany is at just 0.1 per cent with consumer prices falling to 1.1 per cent in 
Spain. 

With oil prices continuing to fall, deflation may have further to go.  Given that the European 
Central Bank (ECB) has avoided quantitative easing (QE), the emergence of deflation could 
make a full blown QE unavoidable. Germany still opposes the idea of QE as well as the 
upcoming event of the Greek elections further complicating the issue. Whether or not the ECB 
will embark on large scale QE in the next couple of months remains to be seen.    

US: FED KEEPS RATES SAME AS ECONOMY GROWS FURTHER 
The US economy grew at an annual rate of 5 per cent in the third quarter, growing 
faster than previously forecasted of 3.9 per cent, the fastest pace for 11 years. The 

growth was driven by stronger consumer and business spending possibly boosted by a slump in 
oil price.  This week, the price of oil fell even further below $50 a barrel, 57 per cent less than 
the peak of $115.71 reached in June. 

Investors spent most of 2014 speculating about when the US Federal Reserve would start to 
raise rates. On Wednesday, it was revealed that federal funds interest rate will not be raised 
before April as the US economy continues to extend. Although the sharp declines in oil prices 
could be beneficial to the US economy, oil investors are becoming concerned the combination 
of weak demand for oil and the resilience that of global supply will cause prices to continue 
their downward trend.
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