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Triumph and Tragedy
Conflicting noises are all around regarding 
Europe with the euro area having 
been expected to produce the largest 
contribution to the advance in global 
growth this year as it rebounded from last 
year’s contraction. Buoyant data led to 
Q1 forecasts being revised upwards with 
Germany, Italy and Spain all strengthening 
but France lagging. Sadly, forecasts of 
1.4% growth annualised have materialized 
as 0.2% and this largely due to Germany 
where output surged by 0.8%. 
 The framework of governments’ 
monetary policies represents the safety net 
for the global economy. Dividend payment 
policies, especially in Europe are fairly 
shareholder-friendly and with companies 
having made good progress paying down 
their debts and stock-piling cash, they are 
in a good position to maintain dividends 
steadily even if earnings volatility is high. 
However, there are concerns that UK 
dividends could be cut in the near future 
as many businesses have grown dividends 
without earnings growth.
 Loss of global growth momentum in 
the early part of 2014, was confirmed by 
Q1 releases from the world’s two largest 
economies, the US and China, which 
together account for 40% of world output. 
 There is an improving outlook 
for UK commercial property. Falling 
unemployment, consumer confidence, and 
constrained supply are feeding through 
generating steady income streams and 
good capital appreciation. UK commercial 
property heads the overall returns table in 
April with estimated returns of 5.5% and are 
by far the best performer in sterling with a 
near 15% return over 12 months.

The end, the beginning of the end, or the 
end of the beginning?
Today’s commentators are feeding hungrily off scraps of positive economic data with even 
the IMF forecasting that the UK will be the fastest growing major economy this year and 
recent surveys indicating that confidence is booming amongst businesses and consumers.  
 Headline measures show GDP (Gross Domestic Product) increasing, unemployment 
falling, interest rates straining at the leash, house prices increasing, consumers spending 
positive, industrial production beating expectations, record aerospace orders, cpi inflation 
down, wages outstripping inflation, gold prices holding steady and government deficit 
reducing seems an enticing recipe for jubilation let alone optimism.  Mark Carney, the 
governor of the Bank of England said that the economy ‘has started to head back towards 
normal’ whatever that is, as it edges closer to its pre-crisis size. 
 Anyone suggesting caution is a downright party-pooper. Ed Milliband seems 
to have given up attacking the incumbents on the economy and has resorted to 
proclaiming that he is better leadership material than any of the others. 

Their Finest Hour
‘A pessimist sees the difficulty in every 
opportunity; an optimist sees the 
opportunity in every difficulty’  W S Churchill.
The second round of UK QE (money 
printing) finished at the end of 2012 and 
the stock-market surged in its tail-wind 
between January and May 2013, since 
when it has remained broadly at the 

same level as last year’s high. QE has had 
a demonstrable and significant impact on 
equity prices in the UK and it seems hard to 
support a view that the UK stockmarket will 
repeat last year, but good-quality dividend-
paying stocks with global reach may well 
continue their steady rise as income-hungry 
investors pursue anything that produces 
a positive return, whilst maintaining a 
weather eye on interest rates. 
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The Gathering Storm?
I am nearing the end of Winston Churchill’s 
first of six massive volumes on the 
Second World War, ‘The Gathering Storm’. 
His far-sightedness and opposition to 
appeasement is now not controversial 
and standing up to dictators is taken for 
granted as self-evident in Western society 
today. With the benefit of hindsight, it is 
easy to wonder how everyone missed 
what Churchill recognised so clearly. Today, 
financial markets seem to have almost zero 
awareness of the ominous rattles under 
the bonnet.
 There seems to be no doubt that the 
reduction in interest rates to 0.5% and 
the strategy of printing money saved 
the UK economy and banking system 
from outright collapse. Now, over 5 years 
later, we are still hooked on the same 
medication and weaning us off it could 
produce some nasty side-effects. 
 Much of the economic growth, and 
‘feel-good’ factor up to now has been 
driven by housing-led initiatives from the 
government commenced in early 2013.
 But, if you take that consumer-led 
growth away, the combined capital 
expenditure growth elsewhere would not 
be enough to sustain the economy. UK 
global output gives a more meaningful 
picture of the economy as it excludes the 
Government’s economic substance abuse 
and this shows that Britain’s goods exports 
slumped to a three-and-a-half year low in 
February whilst our imports 
grew, continuing the slide in 
our current account deficit 
(imports exceeding exports). 
  And, with government 
borrowing still increasing 
faster than the economy, let’s 
not forget that GDP figures 

include government expenditure which 
is rather ironic. It seems highly probable 
that QE was responsible for a significant 
amount of last year’s UK GDP growth and 
its sustainability through the rest of 2014 is 
highly questionable.
 Despite all of the talk about ‘austerity’ 
one wonders who, apart from those on 
benefits, are feeling the pinch. 
 The Institute for Fiscal Studies 
(IFS) recently said that even under the 
government’s aggressive plans to cut 
spending, it would take more than two 
decades for UK debt to return to pre-crisis 
levels. The Office for Budget Responsibility 
(OBR) forecasts show that annual taxes 
have to rise 27% (5% a year) to close the 
‘deficit’ by the government’s target of 
2018. Let’s remember that the ‘deficit’ is 

the annual shortfall between what the 
government spends and what is raised in 
taxes (i.e. its additional new borrowing) – 
not the same thing as the ‘debt’ which is 
the mountain it owes overall.
 ‘Britain’s high level of debt involves 
substantial annual interest payments 
and leaves the government more 
exposed to increases in interest rates’  
the IFS report said.
  The GDP forecast by the treasury for 
2014 has been revised up to 2.9% and 
shows signs of beginning now to overtake 
rpi (which includes housing and housing 
costs, which cpi does not) which has come 
down from 2.8% to 2.5%.
   One is left wondering how sustainable 
this growth is bearing in mind that 
the real GDP per capita has remained 
virtually static since 2008 with most of the 
growth we have seen being attributed 
to immigration and the return of many 
to employment (the big increase being 
through the self-employed) .
  But let’s not get too gloomy, especially 
whilst everyone else is outside enjoying 
the sunshine. 
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