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GLOBAL 
OVERVIEW

❝
The last quarter of 2014 was 
yet another quarter with large 
divergences across the globe. 

❞
The last quarter of 2014 was yet another quarter with large divergences across the globe and this 
theme is expected to continue throughout 2015. The US and the UK are still leading the global 
recovery with both the US Federal Reserve and Bank of England likely to raise interest rates over 
the next year, whilst low growth and the risk of deflation continue to threaten Japan and Europe. 

As markets seemingly began to recover from the large scale sell offs that characterised the previous 
quarter, volatility returned with a vengeance in December. The declines that followed were widely 
blamed on the falling oil price, which could be the single most important development of 2014. 
Whilst it could be held responsible for some short-term market volatility, the consensus is that the 
drop in price is a result of accommodative supply & weaker demand. In that respect, the lower 
costs of fuel and energy act as a tax cut to both households and businesses as consumers have 
more money in their pockets to spend. 

Whilst the benefits of a lower oil price can be enjoyed in countries where oil is imported, like 
the UK and Europe, exporters like Russia and some other emerging market countries are 
already experiencing a significant hit to revenues. Emerging markets have also been hit by the 
strengthening US Dollar although a stronger Dollar could be good for the global economy as a 
whole if it helps to sustain the US recovery and revive demand in the rest of the world.
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Housing is an important contributor to the 
UK economy, both directly and indirectly. 
The direct contribution is made up of two 
tranches: new house building and repair and 
maintenance. The indirect contribution comes 
through the impact of housing on household 
income and outgoings. Rising house prices 
tend to increase homeowners’ confidence 
and wealth. They feel that there is less need to 
save and are therefore able to spend more. As 
a result, there is a close relationship between 
house prices and GDP growth.

A buoyant housing market in the UK is only 
welcome to a certain extent. Whilst it holds 
many benefits for the economy as a whole, a 
housing bubble (and its subsequent bursting) 
can cause chaos. There are increasing concerns 
that the UK is experiencing a housing bubble. 
The IMF (International Monetary Fund) 
warned in June that rising property values 
would leave UK households more vulnerable 
to income and interest rate shocks. This was 
followed by Mark Carney (Governor of the 
Bank of England) telling MPs in June that the threat of a property bubble was the ‘biggest risk’ to 
the economic recovery over the medium term. If these concerns are valid, what action could be 
taken to stabilise the market? 

Raising interest rates would be one method. This would increase the cost of mortgages, deterring 
prospective home-buyers and even forcing some existing homeowners to sell. This increase in 
sellers and decline in buyers could put significant downward pressure on house prices. However, 
due to the fragile state of the rest of the economy, the Bank of England have so far decided to take 
the less blunt approach of limiting the proportion of high loan to income mortgages. The aim 
of this policy was to reduce the number of highly indebted households and consequently avoid 
tipping the economy back into recession.

So, has the Bank of England’s policy succeeded? It has certainly cooled the housing market in 
London. According to figures from Rightmove, the average asking price in London dropped by 
more than £30,000 over the last month. However, it is still up £57,000 or 11.1% on this time last 
year. 

The UK Housing Market: Are we in a Bubble?
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Going forward, residential property company Hamptons International expects UK-wide prices to 
grow by around 4% in 2015 and 4.5% in 2016. The lowest growth will be in London, with prices 
only growing by around 1.5% due to the issue of affordability and the threat of a mansion tax on 
properties worth over £2 million expected stick around until at least after May’s election.

The evidence suggests that the threat of continued high house price growth in 2015 and beyond 
has all but disappeared although the effects of the Chancellor’s recent overhaul of stamp duty 
remain to be seen. Whilst the changes are designed to help first-time buyers get onto the ladder 
and second-time movers to afford to buy family homes, is it possible that the changes might have 
the opposite effect?  There are worries that they could fuel a mini property boom, making home-
ownership even more unaffordable than it is already.

In summary it is arguable that it is more difficult than at any point in history for first time buyers 
to get on the property ladder, most noticeably in London.  We leave you with a graphic showing 
statistics published by Nationwide on First Time Buyers and the multiples of salary required to 
purchase a property. Food for thought….
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1. UK

Whilst the recovery of the UK economy has 
continued over the last quarter, it is has 
proved less robust than hoped. The Office 
for National Statistics (ONS) estimates that 
UK GDP increased by 2.6% between Q3 2013 
and Q3 2014, a figure that has been revised 
downwards by 0.4% from previous predictions. 
The rate of inflation is also continuing on its 

downward trend, with the annual increase 
in the Consumer Prices Index (CPI) coming 
in at only 1% in November 2014, down from 
1.3% in October 2014 and well below the 
Government’s target of 2%. On the upside, 
wages and living standards are beginning to 
show signs of recovery after a 6 year decline. 
From August to October 2014, average weekly 
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2. US

The US is firmly leading both the global 
growth and interest rate cycles. According to 
the US Commerce Department, GDP grew at 
an annualised rate of 5% in the three months 
to the end of September 2014, beating 
expectations of a 4.3% rise. December saw a 
further fall in the unemployment rate to 5.6% 
and 2.95 million jobs were added over the year 
as a whole. 

As the economy continues to go from strength 
to strength, an interest rate rise is firmly on the 
horizon. It is likely that a rate rise will prompt 
some market volatility but The EB Partnership 
thinks that the Federal Reserve will act more 
slowly than the market currently expects to 
ensure that the economy is strong enough to 
withstand such a move. 

pay (excluding bonuses) was up 1.6% on the 
same period a year ago, outpacing inflation. 
As the cost of fuel and energy continues to 
fall and the supermarket price war wages on, 
consumer confidence will only increase further 
helping to strengthen the economic recovery.  
The mixed picture for UK markets has continued 
this quarter, with volatility an ongoing hurdle 

to overcome. In December, the FTSE 100 
suffered its worst week since August 2011 over 
concerns about the plunging oil price. The EB 
Partnership expects this volatility to continue 
as the Eurozone crisis rumbles on and the 
political uncertainty increases in the run up to 
the General Election in May.
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3. Europe

With regards to US equities, they have 
continued to deliver strong gains over the last 
quarter. There are still some fund managers 
who are concerned about the high valuations 
relative to both history and other markets 
but others argue that these can be justified 
due to the quality and sustainability of higher 

corporate earnings. The EB Partnership accepts 
that US equities are likely to experience some 
market volatility when monetary policy begins 
to normalise but the long term outlook is 
favourable and we maintain our support for a 
positive tactical allocation.

Europe is still in crisis as growth continues 
to be weak. Eurostat (the statistical office of 
the European Union) reported GDP growth 
of just 0.20% in the third quarter of 2014. 
The prospect of deflation has also now been 
realised with the CPI in the Eurozone falling at 
an annualised rate of 0.2% in December, partly 
due to the declining oil price. This combination 
of worrying economic statistics has now 
forced the European Central Bank (ECB) to take 
action, with its president Mario Draghi recently 
announcing a monetary stimulus programme 
that is much more expansive than many 

expected. By beginning a large scale purchase 
of sovereign bonds, the ECB has sent a 
welcome positive signal to the markets, which 
are weighed down with ongoing sovereign 
debt issues including the new Greek coalition 
between Syriza and the Independent Greeks.

Now that the ECB has taken action, we could 
be looking at a positive 2015 for European 
stock markets. Valuations remain attractive 
relative to other global markets and a lot of bad 
news is already priced into European equities, 
which means that there is the potential for 
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4. Japan

significant gains if the economic situation 
begins to improve. However, it remains to be 
seen whether Quantitative Easing (QE) alone 
can really turnaround low growth and inflation 
levels. The EB Partnership thinks that it will be 

important to watch how things develop and 
see if the governments of Europe support the 
ECB’s actions over the coming months, before 
increasing exposure to European equities. 

Japan’s economy continued to improve 
last quarter as Prime Minister Shinzo Abe’s 
reforms or ‘Abenomics’ took hold. The positive 
sentiment fed through to the markets as 
Japanese equities moved upwards. The upturn 
has also been boosted by the Government’s 
decision to take note of the fragility of the 
recovery and postpone the second increase in 
sales tax. Abenomics also appears to have the 
support of the public as Prime Minister Abe’s 
Liberal Democratic Party maintained their 

majority in the recent snap election, keeping 
them in power until the latter half of 2018.

The improving economy brings with it a 
positive business environment, in which 
companies can grow and deliver returns to 
investors. As Japan moves from a period of 
contraction into expansion, companies are 
starting to move on from their strategy of 
simply hoarding cash. As companies begin to 
act with longer term plans in mind, job security 
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for individuals will gradually improve as more 
permanent positions are created. The weaker 
Yen is also good news for companies with a 
global footprint as exports are given a boost. 
Japan exports goods to the USA and therefore 
a weaker Yen puts them in a great position 

to take advantage of a strong US Dollar. 
When all of these factors are combined, The 
EB Partnership assesses that the outlook for 
Japanese equities is favourable and we have 
increased our tactical asset allocation by 1% as 
a result.

5. Emerging Markets

Emerging market equities had a tough time this 
quarter, posting a decline and underperforming 
developed markets. They are facing a number 
of headwinds, including the falling oil price, a 
slowdown in Chinese economic growth and 
the prospect of the US raising interest rates on 
the horizon. Several countries rely heavily on 
oil exports and therefore the plummeting price 
has been a significant hit to revenues. This is 
in addition to the challenging environment 
already being experienced as the US Dollar 

continues to strengthen and speculation over 
when & how the US Federal Reserve will begin 
to raise interest rates rumbles on.

However, there are also some positive indicators 
to consider. Although growth is slowing, the 
People’s Bank of China has announced its 
commitment to utilise stimulus measures 
if necessary. Recent elections have also led 
to reforms in some countries, most notably 
in India where equities have benefited from 

(ISHARES MSCI EMERGING MARKETS ETF)
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strong positive sentiment and recorded strong 
gains. The long-term development of emerging 
markets and the increase in domestic demand 
will also likely create some strong investment 

opportunities. Whilst short-term volatility 
is expected though, The EB Partnership has 
decided to decrease our tactical asset allocation 
by 1%.

6. Fixed Interest

Bonds continued to post positive returns 
in the final quarter of the year. Against all 
expectations yields were lower at the end 
of 2014 than at the end of 2013, with the UK 
gilt yield falling from 2.43% to 1.76% in the 
last three months of the year alone. As well as 
disappointing global growth, lower yields can 
be explained by the deflationary environment 
in Europe, a slowdown in growth in China, 
Ebola & geopolitics in both the Middle East 
and Ukraine. The world’s major central banks 

maintaining a loose monetary policy and the 
sustained weakness in the oil price have also 
driven the positive returns for fixed interest 
markets.

Whilst the  market predictions for bonds were 
way off target  in 2014, there is now even less 
room for error. It is unlikely that yields can fall 
further when monetary policy is tightened 
and interest rates are expected to rise in the 
US within months, with the UK following 

(ISHARES III PLC ISHARES UK GILT ETF)
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7. Property

The popularity of UK commercial property 
funds has showed no signs of waning over 
the last quarter, partly driven by the search 
for income as unattractive yields on fixed 
interest assets continue. The strong appetite 
for property is also demonstrated by the fact 
that some of the world’s largest government 
pension schemes, including the Japanese 
Government Pension Investment Fund, have 
recently increased their allocation to real 
estate by 5%.

Many believe that the popularity of investing 
in property will endure as these funds could 

offer some stability in the uncertain year to 
come. If weak global growth persists, there 
will be pressure to keep interest rates low and 
there will be continued demand from investors 
searching for yield. If the global economic 
recovery begins to strengthen, interest rates 
will rise and this could result in increased 
occupier demand (and therefore increased 
rental growth) as companies look to expand. 
The EB Partnership therefore predicts that 
property can still deliver positive returns for 
investors and is an important diversification 
tool. 

suit in the not too distant future. However, 
there are still some opportunities out there 
and strategic bond funds remain the key to 

accessing positive performance despite the 
economic and political uncertainties that lie 
ahead in 2015.

(ISHARES II PLC ISHARES UK PROPERTY ETF)
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OUR TACTICAL ALLOCATION

Sector Forecast Action Morningstar 
Moderately 

Adventurous 
Allocation

Tactical 
Overlay

Final 
Allocation

US Favourable Increase 14 2 16

UK Large Cap Favourable Increase 22 1 23

UK Mid Cap Favourable Increase 7 1 8

UK Small Cap Fair No change 4 0 4

Europe Fair No change 11 0 11

Japan Favourable Increase 6 2 8

Asia Unfavourable Reduce 6 -2 4

Emerging 
Markets

Fair Decrease 7 0 7

Commodities Favourable Increase 5 1 6

Global Fixed 
Income

Unfavourable Reduce 4 -1 3

UK Gilts Unfavourable Reduce 3 -2 1

UK Corporate 
Bonds

Unfavourable Reduce 4 -2 2

UK Inflation-
Indexed

Fair No change 3 0 3

Property Fair No change 4 0 4
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