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RATE SPECULATION  LEADS TO FURTHER PULLBACKS
Equities fell significantly this week despite various bits of positive news coming out in the press. Not least was the Office for National Statistics revising 
second quarter GDP growth up to 0.9 per cent, further improving the strength of recovery since the recent methodology change. Alas markets spooked 
by speculation over a rate rise in the US have failed to notice the fundamentals and piled into safe have assets anyway. Sadly this isn’t the first time and 
certainly won’t be the last as we get closer to possible central bank action.

Interestingly there seems to be a glut of oil at the moment – both Brent Crude and West Texas have been falling, while the future rate has been 
increasing. A minor technicality perhaps, but at a time when industrial production is supposedly on the up it is curious that one of the baseline inputs 
into the economy is at a surplus. This is a statistic we’ll be monitoring as it could signal the true extent of the slowdown in China, one of the world’s 
greatest consumers of oil.

UK: POLITICS AND TAX PLANNING WHILE PROPERTY SLOWS
This week attention was turned to politics and tax planning, with David Cameron 
revealing planned tax cuts at the Conservative party conference. Raising the personal 

allowance to prevent minimum-wage works from paying tax seems logical particularly from a 
publicity point of view, but the £25bn of public spending cuts required to bridge the gap while 
still increasing NHS spending seem a tall order. It is probably worth remembering the last 
tax cut pledged by the Conservatives, an increase in the inheritance tax threshold, has yet to 
materialise.

The UK property market continued to slow in September, marking the first drop in over a year, 
as prices fell 0.2 per cent from a month earlier in the Nationwide Building Society survey. This 
has long been identified as one of the biggest risks to the economy by the Bank of England, 
who this week requested the power to limit loan-to-value and debt-to-income caps on buy to 
let mortgages.
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EU: ECB FAILS TO BOOST MARKET SENTIMENT
President of the ECB Mario Draghi failed to win markets over yesterday when he 
released details of the ECB council meetings, as he only confirmed that purchases 

of Asset Backed Securities was still to go-ahead, without stating the scale involved. This saw 
the Euro rebound in foreign exchange markets, as the ECB’s vague tone makes a brute force 
devaluation of the currency seem less likely. This seemed odd at first, given the weaker inflation 
and manufacturing data this week. Although this could be a case of Draghi keeping some of his 
cards close to his chest, after all it will become increasingly more difficult to surprise markets 
as time passes.

At this point in time, as has been the case for the last few years, we find it naïve of the ECB to 
delay bold action – recently declining business sentiment in the Eurozone now appears to have 
become a trend. Hoping for a recovery to be self-generating is probably an ambitious bet, but on 
the flip-side feeding financial markets exactly what they want hardly seems the best solution.

EM: DOLLAR STRENGTHENING HITS ASSET VALUES
Emerging Markets have again borne the brunt of the market downturn; a strengthening 
dollar ahead of expected rate rises by the US Fed has driven money to be withdrawn 

from foreign currency assets. Much like last June this can become a self-fulfilling prophecy; the 
more investors transfer wealth from EM currencies to the USD, thus strengthening the dollar, 
the more incentive others have to try and lock in wealth before the exchange rate moves further. 
Many countries have built up foreign exchange reserves in the wake of last year’s episode to act 
as a buffer, so the current movements are not particularly disturbing.

Student protests in Hong Kong have caught media attention, and are indeed an impressive 
response to Beijing’s grasp for power over the democratic state. Protestor numbers are already 
reported to be thinning, and the whole event has largely been overlooked by markets for the 
time being. Unless some serious conflicts occur, all we have for the time being is a few blocked 
roads and empty classrooms.
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