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Are international 
waters safe?
Globally, the picture is less reassuring 
with corporate spending falling last year 
as businesses preferred to hoard their 
cash rather than risk it on projects which 
are not certain to deliver highly profitable 
outcomes.  The International Monetary 
Fund (IMF) chief, Christine Lagarde has 
suggested that efforts from central banks 
to accelerate a recovery in the global 
economy may now be ‘finding their limit’. 
She has urged national governments 
to step in and inject a ‘booster shot’ by 
ploughing investment in areas such as 
infrastructure, education and health. She 
reckons that this will increase GDP which 
will ‘possibly’ offset the rise in public 
debt. I wonder if she knows of anywhere 
where this has worked before? It sounds 
feasible, but it is of course nonsense and 
nothing more than a short-term and very 
expensive fix. 

Splice the Mainbrace me hearties 
Break out the Rum; after years in the doldrums, we can sense 
the breezes which now awaken the sails from their furled 
wrappings driving HMS UK steadily on her journey once 
more. 
 Dazzling headlines over the last month have included 

‘UK auto industry added 44,000 new jobs last year’, ‘Dow Jones hits 17,000 
to   reach a record high’, ‘Factory sales grow as optimism reaches record 
high’, ‘Manufacturing growth is strongest for a generation’, ‘Services jobs 
growth hits record high’ and ‘UK sprints ahead as confidence recovers.’ 
 Latest figures from the Office  for National Statistics (ONS) show the UK 
recovery continuing in real terms by 3% between Q1 2013 and Q 1 2014 
and is only 0.6% below the pre-economic downturn level accompanied by 
a rise in household consumption by 2.2% from a year ago. Britain seems to 
be growing faster than any other advanced economy.
 The unemployment rate continues to fall and stands at 6.6%, whilst cpi inflation 
waved as it passed through the government’s so called ‘target’ of 2% on its way down to 
1.5% before doubling back to 1.9%, and business confidence is at its highest level for 22 
years according to a survey of 1,500 businesses by Lloyds Bank.                    
   This conspiracy of confidence which started with 

the change-over of Bank of England governorship 
now has momentum bordering on ecstasy. Global 
Equity markets have become euphoric as volatility has 
dropped to an historic low. 

The mist is clearing,

the sky grows bright,

and Aeolus loosens

the constraining bond.

The winds are sighing,

the sailor is roused.

Quickly! Quickly!

The waves divide,

the distance draws near

already I see land!

(from Meeresstille’ (Calm sea) 

JW von Goethe)
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Call of the Sirens
As Ulysses discovered, a sirens call is 
something that is alluring. It is dangerous 
and even if you know better, the siren call 
is hard to resist. He ordered his men to stuff 
their ears with wax so that they would not be 
able to hear but to lash him to the mast so he 
could not drive the ship on to the rocks.
 So, as we are lured by these heady 
headlines are there any rocks which could 
scrape the belly of the HMS UK or even 
puncture the hull? Mark Carney listed three; 
Eurozone growth; growth risks in China and 
the market volatility triggered by forecasted 
rising interest rates next year. Government 
debt, meanwhile increased by 9.7% over the 
latest 12 months.
 The veritable Bank of International 
Settlements, which came closer than anyone 
to predicting the 2008 crisis, warns that UK 
growth still remains highly dependent on 
debt and unconventional monetary stimulus 
and the world’s economy is ‘more fragile 
than before the great crash of 2007’. ‘Overall, 
it is hard to avoid the sense of puzzling 
disconnect between the market’s buoyancy 
and underlying economic developments 
globally’ it said. 
 Almost 2.2% of the 3% rise in UK GDP 
came from consumer spending last year 
and almost all of this was explained by a 
reduction in savings rate, which is already the 

lowest in Europe. Increasing indebtedness 
and lowering levels of savings make the 
economy more volatile and the recovery 
more fragile. There is a natural limit to 
consumer borrowing and reduction in 
savings; one has to wonder what will power 
the ship especially when interest rates rise 
and (if a Labour PM enters Downing Street) 
high rate taxes are increased and wealth tax 
rears its ugly head. 

Is land in sight?
There is an increasing confidence in the US 
economy despite an annualised 2.9% fall in 
GDP as employment continues to improve 
and inflation returns to its long-term goal 
of 2%. The Federal Reserve plans to finish 
its massive bond-buying programme in 
October 2014, bringing an end to one 
of the most controversial stimulus plans 
attempted by a central bank.  
The UK is in the midst of a 
strong cyclical rebound right 
now, but cannot forever row 
against global influences or 
the deep economic malaise 
which afflicts large parts of the 
Eurozone. What growth there is remains 
highly dependent on extraordinary 
monetary stimulus and debt continues 
to rise almost everywhere. No serious 
attempt has been made to get to grips 

with moving away from debt as the engine 
of growth and with an election looming 
next year, the prospect of reducing debt, 
taxes and regulation seems depressingly 
unlikely. 

Meteorological conditions
As Keynes quoted, ‘Markets can remain 
irrational longer than you can remain 
solvent.’  In the last year, stockmarkets have 
performed unrealistically well and at some 
point they will have to correct. Analysts 
have been disappointed, poor things, 
that corporate earnings so far in 2014 
have not been in line with expectations. 
Whereas the FTSE100 grew by 10.5% in the 
6 months to end of December 2013 (and 
have remained flat since), dividend yields 
have fallen by around -12.3% during the 
last 12 months. With a rash of corporate 
earnings results due out over the next few 
months, analysis must be gripping the 
edges of their seats hoping against hope 
that earnings will surprise on the upside. 

Foundations of Nougat
There was an interesting article in the Times 
last week which likened the recovery to 
building a skyscraper on nougat. When the 

architects were queried about it, 
they said that everyone was doing 

it and doesn’t the building look 
great. When the structure 
eventually fell down, they 

responded, ‘what did you 
expect; it was built on 
nougat?’ The economy 
does look good so 

long as you do not worry about the 
foundations. The questions are ‘how long 
can it last and which areas are likely to be 
resilient in the face of the pending storms?’
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