
 

After hitting new lows at the start of the week, equity markets staged a rally and ended the 
week in positive territory. Emerging markets regained their leading position on the back of good 
economic data. This was also reflected in the rally in commodity prices, with oil hitting $75 per 
barrel. With risk assets rallying and the VIX index of volatility falling back, sovereign bonds 
should have been under pressure, but they were underpinned by dovish statements from both 
the European Central Bank (ECB) and Federal Reserve (Fed), implying that interest rates would 
remain low for longer.

The market rally was on the back of encouraging economic news, mainly from Asia. Chinese 
exports were up by 48.5% in the year to May, well ahead of expectations. Interestingly, exports 
to Europe were up more than the average pace.  This was confirmed by strong export figures 
from Taiwan and by falling unemployment in Australia and South Korea.  Japanese GDP growth 
in the first quarter of the year was revised up to 1.2%, an annualised pace of 5.0%.  Elsewhere 
Brazil raised its benchmark Selic rate by 0.75% to 10.25% after the first quarter annualised 
growth rate hit 9.0%. This underpins our view that equities will deliver positive returns this year 
and that emerging Asian equities will reverse their weakness to outperform in the second half 
of the year. 

News from the euro-zone was also more encouraging. At present, even signs of stabilisation are 
sufficient to provide relief from fears that the euro-zone’s woes will overshadow more positive 
news from Asia and emerging economies. Hence the focus on Portugal and Spain’s successful 
bond issues and the ECB announcement of extensions of credit lines for banks and refusal to 
set limits on its new acquisitions of bonds from troubled member states. By comparison, better 
industrial production in Italy and Germany attracted less attention. This is in line with our 
analysis which suggests a limited impact on earnings outside domestic equity markets from the 
likelihood that some of the peripheral euro-zone countries will dip back into recession.

The euro saw a bounce against the dollar, but this is likely to reflect some cutting of investors’ 
short positions. Our euro forecasts, based on weak growth and continuing financial problems, 
are for further declines to a target of $1.06 next year. Failure of Spanish government 
negotiations with unions over employment reforms and the French and German statements on 
banning short-selling highlight the continuing political risks undermining the euro. It is worth 
noting that German bunds continued to rally this week, with the ten-year yield briefly hitting a 
new low of 2.5%.

Good economic news out 
of Asia supports our 
positive stance.

Reassuring statements 
from the Fed and ECB give 
investors confidence to 
focus on still-positive 
economic news.

Policy makers provide 
some reassurance that 
euro-zone risks can be 
contained…

...but we would still avoid 
the euro, which must take 
the brunt of further re-
balancing.

Jean-Maurice Ladure            Henry Lancaster                  Georgios Tsapouris                
+44 20 7753 1469                  +44 20 7957 2426                  +44 20 7753 1888      .                                

Economic data out of the 
US is mixed and the Fed 
remains on watch over 
recovery.
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We would also take comfort from reiterated statements from Fed chairman Bernanke 
supporting a positive, if sluggish, growth outlook and suggesting that the Fed will keep interest 
rates at low levels for longer. This allowed investors to shrug off unexciting economic news 
from the US, with new unemployment claims remaining high, although the survey of confidence 
from the National Federation of Independent Businesses continued its belated recovery. The 
US may not be the sole engine of global growth, but neither does it appear to be a drag and 
policy-makers seem focused on supporting growth rather than pre-emptive fiscal consolidation.
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Risks remain in the euro-zone, with bunds continuing to outperform - 
we remain negative on the euro
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Our analysis suggests a limited impact on earnings outside domestic 
equity markets from euro-zone slowdown
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Calmer capital markets allow investors to focus on the continuing 
good news out of Asian and emerging economies

Risk and volatility appear to be stabilising as policy-makers take action
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The value of investments, and the income from them, can go down as well as up, and you may not recover the amount of your original 
investment. Past performance should not be taken as a guide to future performance. Where an investment involves exposure to a foreign 
currency, changes in rates of exchange may cause the value of the investment, and the income from it, to go up or down.

The information in this document is not intended as an offer or solicitation to buy or sell securities or any other investment or banking 
product, nor does it constitute a personal recommendation. The information is believed to be correct but cannot be guaranteed. Any opinion 
or forecast constitutes our judgement as at the date of issue and is subject to change without notice. Any Coutts company, or a connected 
company, its clients and officers may have a position or engage in transactions in any of the securities mentioned.

The analysis contained in this document has been procured, and may have been acted upon, by Coutts & Co and connected companies for their 
own purposes, and the results are being made available to you on this understanding. To the extent permitted by law and without being 
inconsistent with any applicable regulation, neither Coutts & Co nor any connected company accepts responsibility for any direct or indirect or 
consequential loss suffered by you or any other person as a result of your acting, or deciding not to act, in reliance upon such analysis.

Not all products and services offered by the individual Coutts companies are available in all jurisdictions, and some products and services may 
be available only through particular Coutts companies. 
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