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ANTI-AUSTERITY GREECE AMID DEFLATIONARY EUROZONE
This week the Greeks dominated the news with their decision to effectively tell the Trokia they’ve had enough of extreme poverty and that they’re going 
to run their economy for the benefit of their citizens. This has upset Angela Merkel who has insisted the country continues with the previous bailout 
agreement, which is the fiscal equivalent of writing “we must be more like the Germans” 1,000,000 times on a blackboard. Despite all the posturing we 
expect some sort of deal to emerge. 

While the Southern Europeans have been providing the most drama, it’s in the north where some of the most interesting activity has been. Denmark 
has cut its central bank deposit rate for a third time in the last two weeks to negative 0.5 per cent. Like Switzerland, Denmark has a policy of fixing 
its exchange rate against the Euro. This is becoming increasingly difficult following the ECB’s decision to pursue Quantitative Easing, and the Danish 
currency might follow the Franc and give in to the market forces.

UK: Q4 GROWTH SHOWS ECONOMIC IMBALANCE
Fourth quarter GDP figures released early in the week dented the rather hysteric 
recovery sentiment surrounding the UK. Slowing to 0.5 per cent from 0.7 per cent in 

the previous quarter, it still puts annual growth for 2014 at 2.6 per cent. This is by no means 
something to worry about right now, but the underlying balance between economic sectors was 
disappointing; the services sector’s 0.8 per cent growth was countered by a contraction of 1.8 
per cent in construction. Parallel to this was a further slowdown in house price growth, however 
fears of another UK property bubble are nothing new.

Knock on effects from the incoming European Quantitative Easing has seen increased demand 
driving the yield on benchmark ten year gilts to a record low. This is hardly a surprise given the 
low inflation expectations and that even a ten year gilt yielding sub 1.4 per cent begins to look 
incredibly attractive compared to the 0.4 per cent available on ten year German bunds.
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EU: HEADLINE INFLATION FALLS FURTHER
The Eurozone’s preliminary January inflation figure released this morning shows 
the monetary union delved further into deflation, registering a headline CPI figure of 

negative 0.6 per cent in the year to January. This entailed Germany slipping into deflation for 
the first time since 2009. However, Spain posted an uplifting fourth quarter growth of 2 per cent 
from the previous year; this came in just ahead of expectations and makes it the highest level 
of growth in seven years. 

Fears of a ‘Grexit’ were compounded following the formation of a Greek coalition led by the anti-
austerity party Syriza. Fortunately Syriza’s leader, Alexis Tsipras, appears open for renegotiating 
Greece’s national debt – which rules out the extreme scenario of a full blown default. These 
negotiations will ultimately entail lenders bearing some form of loss on the debt, so it is no 
surprise to see shorter term Greek bond yields spiking.

US: RATES HELD DESPITE STRENGTHENING LABOUR

Aside from the threat of a blizzard closing markets in New York, investors focused 
on the Federal Reserve’s first meeting of 2015, and the corresponding position on the interest 
rates. The key policy rate was held at 0.25 per cent despite the continued strength in the 
economy, and the Fed maintained their belief that inflation should return towards 2 per cent 
after a short period – contrary to what financial markets are currently pricing in.

The logic here is that regardless of falling global commodity prices, as the US labour market 
continues to tighten, wages will increase and this extra spending should push up inflation. 
Indeed, jobless claims recently fell to a 15 year low, however wages actually fell by 0.2 per cent 
between November and December, leaving the Fed in a tricky situation.
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