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GREECE OVERSHADOWED BY US RATE EXPECTATIONS
Aside from the absurdity of Greece’s debt negotiations, this week the lunatics completed their takeover of the asylum; George Osbourne promising a 
law to force present and future governments to run balanced budgets. While on the surface this may seem sensible, it is undoubtedly a political move 
designed to skewer the labour party. Worse, as no government has ever balanced the books, this one will surely find a way round its own law, which 
basically commits all of the nation’s infrastructure investment to be costly private finance. Although the deficit is a hot topic, it seems better business for 
the government to borrow money at close to zero per cent interest, than pay an army of consultants to rig up off balance sheet deals at 7 per cent plus.

Couple this new announcement with the already promised law not to raise taxes and there now appears a reasonable question as to what we actually 
need a chancellor of the exchequer for. One more law to enshrine some spending cuts and the nation can go a long way to correcting the deficit by 
abolishing the treasury.

UK: £32bn RBS STAKE NEXT TO GO
The government’s announcement of another asset sale in the form of RBS was 
amongst the top news; the stake of roughly £32bn would actually result in a loss of 

£7.2bn compared to the bailout cost in 2008, should all the shares be sold at current market 
prices. For us this is not the focal point; yes the government may have lost money on the trade 
– if it can really be called that - however the net benefit to society from not having one of the 
world’s largest banks implode should not be underestimated. Also from the point of view of 
RBS shareholders and senior management, the reduction of state involvement towards full 
privatisation should boost the bank’s credibility going forward.

Hopes pinned on second quarter growth were given an uplift after the industrial sector grew 0.4 
per cent between March and April, ahead of economist expectations of 0.1. A minor data point, 
but when considering the likely impact of the next GDP figure on domestic markets after the 
first quarter’s disappointment, every little bit counts.
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US: STRONG RETAIL SALES AND JOBS DATA
Global financial markets have long been second-guessing when interest rates will 
rise in the US, and the data points appear to be stacking up. Strong retail sales growth 

in May 1.2 per cent from April, and 2.7 per cent from the year before. Another positive was the 
demand growth being spread amongst most of the goods categories. Put this alongside an ever 
tightening labour market, which saw job openings larger than hires in April for the first time on 
record, and it is becoming easy to see why investors are nervous about their bond exposures.

Despite this, benchmark bond yields in the US have only increased gradually this year. We place 
some confidence in the Federal Reserve’s intention to telegraph its actions, in an attempt to 
prevent a frenzied sell-off in fixed income markets. However good intentions can only go so 
far, and if the taper tantrum taught us anything, it’s that markets are likely to overreact should 
imminently rising inflation and interest rates become the herd mentality.

EM: DOLLAR STRENGTH HEADWIND CONTINUES
Emerging markets continued their downward trajectory this week. Data from funds 
tracker EPFR put the overall week’s outflows at $9.3bn and a seven year high. A number 

of factors seem to be fuelling the issue; expectations of US rate rise and a correspondingly 
strong dollar are both headwinds for developing nations and investments denominated in 
foreign currencies. Additionally, a disappointingly low Chinese inflation figure of 1.2 per cent 
in May from April’s 1.5 places doubt onto the strength of the consumer, a key area for growth 
if the government is to be successful in the economic rotation away from manufacturing. The 
World Bank’s lowering of growth forecasts for developing nations further detracted, claiming 
that these countries are facing a multi-year “structural slowdown”.

Mainland Chinese equities seemed unaffected by MSCI’s decision to not include the recently 
liberated markets in its global emerging market index, which has approximately $1.7tn of funds 
benchmarked to it. Both markets have had a stellar 12 month period, stoking fears of a bubble.
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