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FALLING OIL PRICES DOMINATE NEWS FLOW
Financial markets broadly enjoyed a strong week after the upward revision of third quarter US growth boosted sentiment, and hopes of ECB action in 
the New Year gathered momentum. Another below target inflation figure from Japan contributed to expectations of further money printing. In the fall-
out of the sliding crude oil price the Central Bank of Nigeria joined the fray by devaluing their currency against the dollar in an attempt to combat a 
deteriorating outlook for national oil exports. They raised rates to attempt to stem outflows from the currency at the same time.

The markets expect a drawn out period of accommodative monetary policy, and this has sent European and UK sovereign bond yields to record lows. As 
we approach the end of the year and reflect on the consensus expectations of a year ago, very few would have expected fixed income to be amongst the 
top performing asset classes of the year. This underlines the importance of remaining diversified in one’s portfolio.

UK: REVISED GDP HINTS TOWARDS AN UNEVEN RECOVERY
The UK economy expanded by 0.7 per cent in the third quarter of the year, defying 
the Eurozone slowdown and solidifying its position as one of the fastest growing 

economies in the industrial world. The breakdown reveals government spending and private 
consumption were the main drivers. Private consumption expanded by 0.8 per cent and 
government spending rose 1.1 per cent in the quarter, way ahead of economists’ expectations 
of 0.2 per cent.

The overall recovery is imbalanced, with exports down by 0.4 per cent and business investment 
by 0.7 per cent. The weakness of the Eurozone explains poor export performance, and it may 
be the UK has little choice but to rely on domestic demand to generate further growth. Wage 
growth is the only way this can happen without an expansion of debt.
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EU: GOVERNMENT YIELDS CONTINUE TO FALL  
The European Central Bank has hinted that the purchase of sovereign bonds could 
take place as early as the first quarter of to boost the Eurozone economy. The ECB 

has, to date, been purchasing financial products such as covered bonds to increase its balance 
sheet. 
 
Although this step would be highly controversial, Germany, the Eurozone’s largest and 
most important economy has always been opposed to such a measure. In addition, some 
commentators say that the move would have little effect given that yields are already at or near 
record lows. Some also warn that sovereign bond purchases would lower pressure on countries 
to reform their economies, an essential step towards an end of Europe’s long slump.

US: Q3 GROWTH REVISED UP AND ABOVE EXPECTATIONS 
US third quarter GDP was revised up to 3.9 per cent, with consumer 
spending being the biggest contributing factor. The economy has now seen 

its strongest six month performance in more than a decade. One factor behind the 
increase in consumption is the falling oil price which has lowered Americans’ fuel 
costs, leaving them money for more purchases. It could in future reduce the price of 
many manufactured goods, and many managers expect a similar effect in the UK. 

However, public confidence in the economy continues to slide as wage and salary increases 
remain low. A small amount of the GDP growth is making its way into the pocket of the 
consumer. Still, the US economy is one of the few bright spots in the global economy at the 
present moment. 
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