
 

 

 

 
Overview 

 

Inflation remains well-contained across most developed markets. Commodity prices, especially oil, have 

declined, supporting lower inflation but also creating disruptions for energy and resources stocks. 

Deflation is a concern in Europe, with even the regional heavyweight Germany now having tipped into 

negative price inflation. This has led the European Central Bank (ECB) to announce that it will buy €60 

billion of bonds each month from March 2015 until the latter part of 2016. Initial market reaction has 

been positive and the FTSE 100 is now at 6,871 having started the year at 6,566. Only time will tell if the 

more complex characteristics of the stimulus package, such as the loss sharing policies between national 

central banks, will prove to be workable.  

 

Fixed Interest and Cash 

 

The announcement of European quantitative easing has exacerbated the peculiar conditions prevailing in 

bond markets, with sovereign debt prices reaching new highs and yields reaching new lows. For instance, 

the UK 10-year benchmark gilt yield is now 1.38% down from nearly 3% at the beginning of 2014 and 

Germany has an equivalent bund yield of just 0.31%.  

 

The Swiss National Bank’s balance sheet is around 80% of GDP after following an attempt to follow a 

minimum Euro exchange rate policy. On 15 January 2015 the bank made a surprise announcement that it 

would abandon this policy, most likely before it became untenable. It also moved its interest rate target 

range to between -0.25% and -1.25%, marking a further advance into the untested policy of negative 

interest rates. Swiss 10-year benchmark government bond yields are now -0.11% as a result.  

 

We believe that ultimately low (and negative) bond yields will not be sustainable and that volatility and 

erosion of capital values are inevitable as bond markets re-price to more rational levels. We therefore 

continue to have a negative view on fixed interest and believe that it is desirable to maintain a cash 

cushion that can be deployed when asset prices attain more sensible levels.  

 

US 

 

We anticipate continued improvement in US economic fundamentals, with stronger GDP and improved 

employment in the coming year. We also believe the Federal Reserve will begin to raise interest rates at 

some point in 2015 but weaker global growth, geopolitical risks and a stronger dollar are likely to temper 

these increases. We maintain a neutral view on the US due to the high valuations within equity markets 

and the continued general preference for pursuing buybacks rather than paying dividends or increasing 

capital expenditure. 

 

UK  

 

The UK general election is now around 3 months away and we are conscious that there could be short 

term volatility, although this will not influence our strategic asset allocation in any meaningful way.  

Economic Commentary – January 2015 



Capita’s latest UK Dividend Monitor report reveals that exchange rates continue to be very influential on 

dividends. The fourth quarter of 2014 showed a respectable rate of dividend growth of 4%, driven mainly 

by the sharp rise of the dollar compared to the pound. The dividend outlook for 2015 looks promising 

despite some notable recent dividend cuts and cancellations. Capita is forecasting underlying dividend 

growth of around 5.7% in 2015. Stripping out the effects of the Tesco dividend cancellation and smaller 

anticipated dividends from Vodafone this growth would actually be 7% and we continue to feel positive 

about using UK Equity Income funds as a foundation for our portfolios.  

 

Europe 

 

European equities remain attractively valued and will be buoyed by the liquidity created by quantitative 

easing operations but we remain cautious because of political uncertainties, especially in Greece and 

Spain, and weak economic fundamentals which could weigh on markets. Additionally, we are also 

reviewing our fund choices because a number of fund manager changes have taken place recently or are 

pending in the coming year. We will keep you updated as this process evolves.   

 

Asia Pacific and Emerging Markets  

 

We retain a cautious view with regard to Asia Pacific in the light of the structural issues faced by both 

China and Japan.   

 

We continue to avoid direct investment in emerging markets, preferring to gain access indirectly through 

high quality developed economy companies who derive a portion of their earnings from emerging 

markets. 
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