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UK housing market may 
come under pressure from 
weak jobs market. 
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In the UK, there were conflicting reports on the housing market with the Halifax house price 
index showing a 0.4% m/m decline, while Nationwide reported a 0.5% m/m increase. UK house 
prices have recovered about a third of the value lost during the credit crisis, but we think they 
will struggle to make further progress from here given a weak labour market and a lack of 
credit growth. Given the coming fiscal consolidation, we would expect regions where the 
government is a major employer to underperform, whereas those areas which are attractive to 
overseas investors, i.e. London and the South East, look set to outperform.

Fiscal consolidation to 
weigh on euro-zone 
growth and the single 
currency. 

Disappointing Chinese 
data and Spanish 
downgrade hit equities.

Generally encouraging 
figures on global growth.

Mixed data on US labour 
market.

Equity markets were soft early in the week on the back of some weaker-than-expected 
manufacturing surveys from China and the Spanish government debt downgrade. The latter 
development highlighted the need for substantial fiscal consolidation by Spain and other 
periphery euro-zone states to regain investor confidence, which was also emphasised at the G-
20 meeting of finance ministers over the weekend. Investors are coming to terms with the 
implications of the euro-zone's difficulties, pricing in weaker growth for the region on the back 
of fiscal consolidation, as well as recognising that at a global level a gradual recovery is 
continuing. The new Hungarian government's claim that it would have difficulty meeting the 
IMF's austerity measures, together with a mixed US labour market report, also unnerved 
investors at the end of the week.

Fiscal retrenchement will weigh on euro-zone growth for some years, but the region was never 
a significant driver of global growth. We believe that provided the euro-zone’s fiscal problems 
do not mutate into a full-blown banking crisis, the global recovery can continue, supporting risk 
assets. But the failure of euro-zone policymakers to coordinate their actions suggests that a 
banking crisis is a significant ‘tail risk’ and will weigh on the performance of the euro-zone’s 
financial sector in particular. A significantly weaker euro is also likely. The currency hit a four-
year low against the dollar last week, and fell through the 1.40 mark against the Swiss Franc, a 
level the Swiss National Bank was seeking to defend only a few weeks ago. Sterling has also 
been regaining ground against the euro.

Monthly manufacturing and service sector surveys for the advanced economies suggest decent 
growth in the second quarter. Thus, the non-manufacturing ISM survey in the US held at 55.4 
for a third month in May, with the employment component inching above the 50 
expansion/contraction mark for the first time since December 2007. UK business activity data 
was also encouraging, while the core euro-zone countries Germany, France and Italy continue 
to expand.

However, the all-important US non-farm payroll report suggests that although the US labour 
market continues to heal, the pace is slow. Employment jumped by 431,000 in May, but the 
figures were boosted by public sector hiring for the US 10-year census survey. Investors 
focused on the trend in private sector employment, which increased by only 41,000, after an 
increase of 218,000 the prior month. Given the problems in the euro-zone, investors are 
particularly sensitive to even modestly disappointing news out of either the US or China.
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kicks in
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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 
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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.
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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.
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be available only through particular Coutts companies. 
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