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What about the USA?
As the world’s largest economy, the 
fortunes of global markets are inevitably 
influenced by the US market. Their model 
for rescuing the economy is not overly-
dissimilar to ours. So, what indicators 

should we notice? The US ‘participation 
rate’ (the number of those eligible for the 
workforce gainfully employed) has fallen 
from 66.5% in 1993 to 62.5% today. 
 Twenty per cent of US households 
are on ‘Foodstamps’ and benefit rates 
have just been reduced by around 5%. 

US median household income is back to 
where it was in 1996. So, how much of US 
consumption will need to be funded by 
increased household debt?
 America has weathered the most drastic 
austerity cuts in 2013 since demobilisation 
at the end of the Korean War in the 1950s 
and the economy has muddled through 
with inflation uncomfortably low at 1.1%.

Should the Eurozone 
start printing money?
Falls in Eurozone inflation have been 
stunning, leading the region dangerously 
close to the deflationary trap; France 
judged to be in deflation already. 
Deflation increases the effective cost of 
national borrowing and there are fears 
that a slide may push Italy and Spain into 
a runaway debt trajectory and the entire 
region risks sliding into a deflationary trap 
if their recovery falters. 
 So far, the ECB has resisted the option 
of printing money and the refrain from 
Brussels has been that the recovery of 
those economies using QE is illegitimate. 
There is some sense in their argument 
that money printers have simply 
compounded the debt problem putting 
off the day of reckoning while Europe 
takes its punishment early but that is only 
part of the argument.  

Has the UK reached ‘Escape Velocity’?
In June 2013 three of Britain’s leading 
economists pronounced that the 
economy had turned the corner and 
had already reached, or was about 
to reach ‘escape velocity’ - the level at 
which economic recovery is self-
sustaining. They predicted expansion 
of up to 2% in 2014. 
 So, how are we doing? 
Certainly the Government and Bank 
of England are working together 
to get households  back on track 
by doing what we do best - debt-
fuelled consumer spending based 
on housing. What could go wrong? 

 Consumer and business confidence is reaching levels not expressed since 2007 
and there are positive signs if you look for them. UK service sector (IT, finance, business 
services and the consumer-led leisure industry) which represents almost 80% of 
economic output has been growing every month throughout 2013 with new orders in 
Q4 2013 showing the best growth in recorded history albeit from a low point.
 The economy is recovering but in a worryingly unsustainable way, as it is almost 
entirely based on rising house prices and increased consumption. Data for Q3 2013 
showed that consumers borrowed money on loans and credit cards at the fastest 
pace in more than five years.
 Chancellor G Osborne brought a bit of sanity in his New Year speech, saying that 
the task of restoring Britain’s economy to health was not even half-way done. The 
debate is over as to whether something has to be done about the deficit and our 
eye-watering national debt; the remaining question is whether this can be done 
through tax increases or more spending cuts. The reality is that, despite recent purges 
in welfare spending and many state functions being trimmed, there has been very 
little progress on the Leviathan of state spending as a whole. 
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Let’s talk about gold
Historically gold has been used as an 
‘insurance policy’ against market falls; 
evidenced by its surge in August 2011 
whilst markets plummeted during the 
USA congress’s spat about whether to 
honour their debts or not. 
 During 2012 gold seemed 
to have abandoned its 
traditional role and was 
being traded as a 
prime asset 
rather than as 
an alternative 
asset and 
became 90% 
correlated to 
equities. This was counter-intuitive on 
reflection since, unlike the other asset 
classes (cash, fixed interest, equities and 
property) it does not pay an income. 
 In March 2013, a conflagration of 
events took the market by surprise and 
gold plummeted, recording a 30% fall 
(some might say ‘correction’) by the end 
of the year. 
 So, is there an argument for holding 
gold? Gold performs well when there is 
financial instability - being either inflation 
or deflation. The breakup of the Euro, 
which we expect to occur eventually 
(although German patience seems to be 
holding for now) is a very good reason 
for continuing to hold gold but that is a 
longer term view. 

Has the Market 
read the economic 
signs accurately?
It is a truism that the economy and the 
stock market are very different entities. 
Generally, the market tends to anticipate 
economic movements and by and large 

this is borne out by evidence. However, 
market shocks, which by their very nature 
have unpredictable times of arrival are 
the biggest worry to anyone running an 
investment portfolio. We now live in a 
world where fundamental investment 

value across all asset classes 
has been subsumed 

by the actions of 
central bankers so 

preparing for 
surprises has 

become a 
lot harder.
 

Sebastian 
Lyon, Manager of the Trojan fund, 

said recently that the actions of central 
bankers are not permitting the market 
to function properly and are sowing the 
seeds of the next crisis. Try as they may, 
they cannot rig the markets for ever and 
they are in a trap of their own making. 
Investor complacency is creating a 
blindness to valuation risk and there is 
a move away from safe havens towards 
stocks with more promise than profits. 
 Jupiter’s John Chatfield Roberts said 
‘We are concerned that the ugly truth is 
that money printing remains the major 
prop keeping the global economy from 
toppling over. Hopefully it will be enough 
to tide us over until the buttressing effect 
of sustainable economic growth emerges, 
the alternative scenario helps to explain 
why gold remains of value in what 
appears to be a precarious future.’

Divided views
Another truism applied to investing 
is ‘be fearful when others are greedy 
and greedy when others are fearful’. 
Investment managers are polarised along 
this very principle with some cautious 

managers throwing in the towel for the 
time being in the face of an equity rally of 
over 20% in the last year.  Investors also 
seem divided with just over half believing 
that the market will suffer a significant 
market correction in the next 12 months, 
whilst the remaining 48% are presumably 
more optimistic. 

What are the biggest 
risks in 2014?
Even with an improved sentiment in the 
air, as ever, risks still remain:
•  US economy improves more quickly: 

any heavy selling of gilts would result 
in higher yields (falling prices) and 
would dent global bond and equity 
markets 

•  Earnings not living up to expectations: 
anticipated growth is already factored 
into equity prices – it needs to 
come through to continue upwards 
momentum

•  UK Inflation: do not take for granted 
that interest rates cannot rise if jobless 
numbers fall. This could stop the 
housing market in its tracks

•  Eurozone crisis: political and economic 
issues are far from resolved and there 
are big challenges ahead

•  Chinese finances: regulators seem 
intent on reining in mushrooming 
credit growth. This could impinge on 
China’s and the global economy. 
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