
 

Risk assets had a good week amid data that supported the view of a gradual recovery in the US, 
still the world’s largest economy, and new measures from Greece to tackle its budget deficit. 
Equity and commodity markets were firmer, with oil hitting the $80 per barrel mark and copper 
futures reaching $7,500 per tonne. Greece's increased austerity helped shave more than a full 
percentage point off of two-year government bond yields. However, sterling remains under 
pressure, having dropped briefly below $1.50 on electoral uncertainty.

On Monday the US ISM manufacturing index for February fell to 56.5 from a five-year high of 
58.4 reached in January. Nevertheless, the survey remains consistent with strong output 
growth. Service sector reports later in the week were also upbeat for the US and UK. 
Particularly encouraging for the US was a substantial pickup in hiring intentions in both 
manufacturing and non-manufacturing surveys, supporting hopes that rising company profits will 
feed through to employment. Indeed, US payroll data Friday showed only a small 36,000 decline 
in jobs in February, vastly improved from a 726,000 drop in February 2009. Improvement in 
company hiring intentions also suggests employment growth will soon turn positive.

Business confidence surveys in the eurozone were less upbeat, but still consistent with growth 
for the region as a whole. Still, there is increasing divergence between core and periphery 
nations’ performance. The extra austerity measures announced by the Greek government this 
past week, with the intention of saving €4.8bn, or 2% of GDP, were a case in point. While the 
announcement helped the Greek government sell €5 bn of debt, it needs to sell around another 
€45 bn this year.

Sterling came under further pressure after an opinion poll suggested a hung parliament was the 
most likely outcome in the general election, due by June. Sterling fell sharply on Monday, hitting 
$1.48, before recovering the $1.50 level by the end of the week. The $35 bn cash element of 
Prudential’s announced acquisition of AIG's Asian assets may also have contributed to Monday’s 
drop. Electoral uncertainty could continue to weigh on sterling into the election, although even 
a hung parliament would not preclude deficit cutting measures, given all the main political 
parties agree on the need for them. Sterling could even rally after the election, once the 
uncertainty is resolved.
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Japanese data was mixed, 
but stocks jumped on 
Friday amid stimulus 
rumours.
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Australian interest rates 
were raised again as 
export-led growth 
continued.

In Japan, the unemployment rate fell to 4.9% in January from 5.2% in December. This good 
news was offset somewhat by the fact that Japanese businesses cut capital investment for an 
eleventh consecutive quarter in the final three months of 2009. However, Japanese stocks 
jumped 2% on Friday on rumours that the Bank of Japan would soon extend its liquidity 
injections to overcome deflation.

Elsewhere, the Reserve Bank of Australia raised interest rates again by 25bp to 4%, to bring 
rates closer to ‘average levels’ amid continued recovery in the economy. This highlighted the 
difference between two Anglo-Saxon free-market economies – the UK and Australia – one 
suffering from a serious structural deficit and output gap created by a severe recession, the 
other having only experienced a mild downturn and benefiting from strong emerging market 
growth.
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Purchasing managers' indices (PMIs) are consistent with gradual 
improvement in global growth

Mounting risk of a hung parliament after UK election weighs on 
sterling
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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. 

None of the overseas Coutts companies or offices is an Authorised Person subject to the rules and regulations made under the Financial 
Services and Markets Act 2000 for the protection of investors and depositors, and compensation under the Financial Services Compensation 
Scheme will not be available in respect of business transacted with them.


