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MARKETS STUTTER AS US MONETARY POLICY DRAWS ATTENTION
Markets appear to have lost some of last week’s good cheer after Eurozone growth was confirmed to have stagnated in the second quarter, and interest 
rate speculation in the US counteracted both real and expected stimulus from the European Central Bank. While the base scenario here is that as rates 
rise bonds will haemorrhage value, it seems a good time to remember that many said the same this time last year – yet year to date fixed income has 
delivered amongst the best returns. Elsewhere a weakening Yen has helped the Japanese stock market to reach a six-year high as measured by the 
TOPIX Index, offsetting a negative adjustment to the impact of higher sales tax on growth. 

The UK is entering the home-straight of the Scottish referendum. For anyone who is already sick of the pre-result coverage or nearing that point – we 
suggest finding a quiet place to hide for the next week or so. The reality is the main risks have been known and left unanswered for some time now, and 
when looking at available data objectively the long-run prospects for an independent Scotland seem very far from rosy.

UK: SCOTTISH INDEPENDENCE TAKES CENTRE STAGE
Scottish independence fever has gripped the nation. There was a stage earlier in the 
week where the Yes camp was showing signs of momentum. However taking the 

average odds from book-makers - which somehow feel more reassuring in light of polling error 
margins, we see that the implied chance of a No vote has increased from 66 to 77 per cent over 
the last four days.

We have identified three distinct outcomes; a likely No vote with business as usual after a few 
months of Westminster ceding power to Scottish parliament; a Yes vote with quick resolution 
and around half a year of UK market uncertainty; and the very unlikely scenario of a Yes vote 
with protracted negotiations, which would see UK risk assessment peak, resulting in sales of 
gilts and sterling in foreign exchange markets – something which has already been happening 
recently, broadly driving the pound weaker against the US dollar.
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EU: FURTHER RUSSIAN TRADE SANCTIONS LOOM
Threats of further EU-Russia trade sanctions have weighed on investor sentiment, 
overshadowing the questionable ceasefire in Ukraine. Russia initially warned that EU 

states re-selling gas to Ukraine risked being cut-off for sidestepping their export ban, and was 
followed today by a potential cap on EU car and clothing imports. The latter was in response 
to the US-backed  freeze-out of Russia’s state-owned oil companies from financial markets. 
Aside from the short term problems for refinancing, which can be propped up by the state and 
Chinese lenders, if effective it will hamper future production as investment levels would be 
crippled over the long-term.

The ECB’s upcoming role as banking regulator was highlighted this week, after it was revealed 
the Portuguese regulator failed to spot serious debt mismanagement at Banco Espirito Santo. 
This could amount to fraud in the billions of euros, and emphasises the dire need of robust 
financial oversight in the EU.

US: RATE RISE EXPECTATIONS BROUGHT FORWARD
Global markets lost some ground as rate rise expectations were brought forward this 
week, following a 0.1 per cent decrease in unemployment to 6.1 in August. Although 

this was dampened slightly by a low increase in payroll data for the month, just 142k compared 
to the 230k forecast. A large driving force for the shift in expectations is that discontent for 
loose monetary policy appears to be growing within the Federal Reserve’s committee. The Fed’s 
forecasts for rate rises remain significantly beyond the markets, and we expect the focus on this 
issue to snowball towards the year end, especially given the final stop of Quantitative Easing 
next month.

President Obama has reinforced his declaration of war against the Islamic State group, with key 
differences from the past of avoiding ground troop deployment. Ignoring the morality of such 
operations, we take a positive from the backing of several Arab states which hopefully dismisses 
the potential for global oil supply disruption should the US have angered them instead.
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