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The term “economics” has only been used since the beginning of the 20th Century. Prior to that, the 
academic study of this field was called the “political economy”. Never has this term, coined in the 
Georgian Era been more appropriate to describe the current influence of Governments throughout 
the Industrialised world through their manipulative fiscal and monetary policies. 
  
In the US, whilst the market cheers the fact that automatic spending cuts will not occur in the near-
term and plunge the US into recession, one must be cognisant that the market is celebrating the fact 
that nothing is being done to address the long term fiscal problems the US faces. Economists 
believe a downgrading of the US based upon a deal that simply delays the discussion of automatic 
spending cuts until the debt ceiling is reached in March would be advisable. The Congress and the 
Administration have not covered themselves in glory by reaching a last-ditch compromise and they 
have certainly done little to make the American public feel that their leaders are acting in their best 
interests. What is certain is that we can all look forward to more debate over the debt ceiling. There 
is though no doubt that it will be raised because the country borrows more than it earns and will not 
default on its obligations in March. Aside from the debt ceiling, most of the ‘Fiscal Cliff’ debate has 
surrounded the level where income tax increases will hit. In any event income tax will increase at all 
income levels by 2.9% as the temporary payroll tax cut expires and Obama’s taxes are phased in. 
Consumer spending in the US looks to have been fairly weak over the second half of 2012 and this 
tax increase which will reduce disposable income by some $120 billion will certainly not help. On a 
more positive note, there is probably no need to further expand on the monetary side of the 
equation, given that the US Federal Reserve will continue its policy of massive monetary 
intervention. 
 
In Europe, economic prosperity has been put on hold while severe structural issues are dealt with 
by buying time accompanied, in some cases, by fairly draconian fiscal austerity. Growth in Europe 
has little prospect of a dramatic upswing in 2013, with most forward-looking indicators pointing to 
recession for most of the year. 
 
 
 
 
 
 
 



 
 
Interestingly, Japan and its new Government have also entered into the sweepstakes for the title of 
greatest experimental interventionist policy, promising aggressive fiscal spending and threatening to 
rescind the independence of the Central Bank should it not ease monetary policy. It is most likely 
that this will occur through some form of quantitative easing or a cap on Yen appreciation. 
 
Thus, as we enter the New Year, we do not feel that the headwinds to growth in the US have 
completely abated, while Europe remains in stasis and Japan once again flirts with more aggressive 
policies. This leaves the Emerging Markets and China to do most of the heavy lifting for global 
growth in 2013, much the same as last year. 
 
Currency markets tend to be particularly sensitized to politically motivated manoeuvring and should 
now be slightly better placed to focus upon fundamentals; such as the need to raise the US debt 
ceiling by the start of March, and the overall size of the US budget deficit. These uncertainties have 
already taken a toll on the Dollar, which has retraced approximately 10% from the highs reached in 
July 2012. Indeed, sentiment turned further against the Dollar in the final months of 2012 in light 
of the European Central Bank’s (ECB) apparent readiness to implement a Bond buying 
programme to aid beleaguered Eurozone member countries. In the absence of a significant 
deterioration in the Eurozone debt crises, or another major unforeseen geo-political event, it’s 
unlikely that sentiment will become materially more Dollar friendly during the early part of 2013, as 
spending cuts and the debt ceiling come back into focus. The same challenges of weak economic 
growth set against the need to bring deficits under control and maintain market confidence are 
obviously faced in both Europe and the United Kingdom. Therefore the potential for any of these 
currencies to make meaningful gains against each other is limited. Whether the Bank of England 
(BOE) extends its current QE programme will, in all likelihood, be determined by the performance 
of the UK economy. However, based on current evidence it would seem that the rate of underlying 
growth will not in itself be sufficient to negate the need for further stimulus and additional 
Government spending. These factors should also limit Sterling’s potential to appreciate significantly 
from its current levels. In Japan, a combination of high debt levels, deteriorating demographics and 
weak economic growth, in conjunction with the easing of some of the near term uncertainties in 
Europe and the US, have seen the Yen fall sharply against most major western currencies in recent 
months. The Bank of Japan (BOJ) remains firmly focused toward a policy of higher inflation in 
combination with unlimited QE, as it tries to break the chain of deflation and currency strength. 
Recent moves would suggest that the Market believes that the BOJ policies have traction and we 
therefore expect that the Yen to remain under pressure during the first half of this year. 
 
There has been little change in US Dollar and Sterling fixed income markets in recent months, with 
official rates anchored close to zero and additional central bank purchases supporting yields across 
all maturities. Conversely, Euro denominated bonds have performed well, driven by the periphery 
rather than the core. Economically, the US is still moving forwards, albeit at an uninspiring rate; the 
UK economy is just about keeping its head above water and Europe is heading back into recession. 
In all, Western Government finances will remain hamstrung by high deficit and national debt 
issues. Therefore, focus is once again upon central banks to provide support to the global economy. 
While the nature of support takes different forms in different regions, we believe that it is 
universally keeping bond yields below the levels they would normally be. We have little reason to 
believe that monetary support will be withdrawn in the coming year, although additional rounds of 
asset purchases are having a rapidly diminishing effect on bond yields.  
 
 
 



 
2012 should be considered by most as having been a good year for risk assets, with double digit 
gains being enjoyed by the majority of the leading equity indices. The MSCI World Index gained 
8.08% in sterling terms finishing within a percent or two of its highs for the year. An improvement 
in economic news flow during the latter stages of 2012 clearly helped stock market sentiment, 
especially in relation to the US, where the housing market is finally turning around and confidence 
is returning to both consumers and the domestic US banking system. Conversely, there has been 
little improvement in the European economy but at least there has been a pause in the cycle of 
crises. The Chinese economy is bottoming out and activity is picking up following a lull. We 
therefore believe that there is room for equity markets to make further gains, but progress is likely 
to be jittery. Thematically, we continue to believe that the technology sector offers value, and will 
benefit from any revival in capital expenditures. We also favour the healthcare sector which 
performed strongly in 2012, but the outlook remains positive, especially in the wake of Obama’s re-
election. Performance of the energy sector has lagged, despite a persistently high oil price. Earnings 
have been held back by the weak US gas price, but valuations are cheap and with natural gas prices 
bottoming, this sector is overdue a rerating. More generally, we continue to favour large 
international companies, with dominant market positions, steady earnings streams and strong 
balance sheets. The global economy finds itself in an unprecedented situation and we believe that 
the stable cash flows generated by these market leading companies are extremely attractive in such 
uncertain times; especially when the shares are trading on relatively undemanding valuations. 
 
For 2012 as a whole, the price of gold rose by 6.33%, which marks its 12th consecutive annual gain. 
Some commentators have hypothesised that the large sell orders which occurred on the world’s 
largest physical futures trading exchange during the fourth quarter represented manipulation by the 
Federal Reserve, who conspired to drive down the price of gold. According to these commentators, 
the trades were placed based on the fear that a strong gold price would lead the American people, 
and the investment community at large, to feel that the US Dollar is structurally weak. Looking 
ahead, the tight demand/supply balance for gold should be supportive to prices, with no meaningful 
pickup in mine supply expected, and demand from Central banks and Asian consumers likely to 
remain robust. We therefore feel that the key determining factor for the gold price will be the 
health of the global economy and, as such, progress may be unspectacular in 2013. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 

 

 

 

 
 
 
 
 
 
 
 
 
 



Market Review   
          
          
During the six months ending 31st December 2012 capital changes in the main markets have been    
as follows:-          
          
          
    6 Months    12  Months    
United Kingdom         
FTSE 100 Index   + 7.6%   +10.0%   
FTSE All Share Index         
FTSE Mid 250 Index   +14.9%   +26.1%   
(exc. Inv trusts)         
FTSE Small Cap. Index   +14.8%   +24.9%   
(exc. Inv trusts)         
FTA Brit. Gov. Securities Index        
Fixed Interest - All Stocks   +  0.7%     +  2.6%   
          
North America         
Standard & Poors Composite Index    +  0.8%   +  9.00%   
          
Japan          
Nikkei 225    +  3.8%   +  5.70%   
          
France          
CAC 40 Index   +15.0%   +10.6%   
           
Germany           
DAX 100    +18.9%   +25.3%   
          
Property          
Halifax     +  0.2%   +  1.60%   
          
Inflation           
Retail Prices Index    +  1.6%   +  2.7%   
           
Composite Index   +  4.0%   +  5.5%   
          
This Index is calculated on the basis that a client's Portfolio is invested as detailed below with net    
income re-invested at the payment 
date:-        
          
Property    10.00%      
Building Society Deposits   20.00%      
UK Government Index Linked Stocks  10.00%      
UK Equities   40.00%      
North America   10.00%      
Europe    10.00%      

 
 
 



5.43  1.086     
Bulls & Bears  

 
Equities     

UK Equities  Companies increasingly face headwinds from weak consumer spending and slower 
European export demand, while commodity prices force more downward pressure. 

US Equities  
Good cost control and continued export demand have supported strong earnings 
growth, although consumer debt and the housing market overhang limit many 
domestic stocks. 

European 
Equities 

 
Despite concerns about recession in some countries, valuations have become more 
supportive compared with other markets, while many exporters still benefit from 
strong export demand. 

Japanese 
Equities 

 
While the reconstruction budget will support economic momentum in early 2012, 
this has been well flagged in advance and the market is expensive on many 
measures. 

Developed 
Asian Equities 

 
Slower economic growth in key economies such as China affects the wider region, 
while monetary policy is only slowly being eased in response to continued 
inflationary pressures. 

Emerging 
Market Equities 

 
Selection is increasingly required; while some markets benefit from strong 
commodities demand and upgrades to sovereign-debt ratings, others face growing 
inflationary pressures and valuation concerns. 

 
Corporate  
Bonds                   

Investment 
Grade  

Positive corporate cashflows should enable a renewed decline in historically wide 
spreads, although the volatility of the underlying government bond markets will 
periodically affect total returns. 

High Yield 
Debt  The asset class still benefits from healthy balance sheets and low levels of default, 

although concerns about future economic growth have affected valuations. 

 
 



The new Flat Rate State Pension 
 
 
 

Details of the new State Pension system have finally been released.  The overhaul has been 
designed to simplify the current system which most people find too complicated. 
 
 
The main points are as follows: 
 
From April 2017 the single weekly flat rate will be £144 for all pensioners.  This figure is in today’s 
money and will rise from now to take into account inflation. 
 
All the different tiers of the graduated, basic and second state pension will be merged into one and 
the means testing pension credit will be abolished.   
 
The pension will increase in line with average growth in earnings. 
 
To qualify for the full amount you will require 35 qualifying years of National Insurance 
contributions and / or credits.  After 35 years no further benefit will accrue. 
 
It is important to note that nobody will be entitled to a State Pension until they have at least 7 to 10 
qualifying years.  Anyone accruing fewer than 35 years but above the minimum number of 
qualifying years will receive a pro rata amount. 
 
The onus for qualification for the State Pension will be on the individual as you will no longer be 
able to inherit or receive rights from a spouse or civil partner. 
 
You will still be able to defer the pension in return for an increased weekly amount but you will not 
be able to take a deferred payment as a lump sum. 
 
Please be aware that there will be a sharp cut off point and for those 11 million people who have 
already reached State Pension age by April 2017 their State Pension will not increase to the new 
level. 
 
The new proposals also confirm that the State Pension Age will be increased from 66 by 2020, then 
to 67 between 2026 and April 2028.  Due to the fact people are living longer the age will be 
reviewed every five years. 
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The value of investments and the income from them can go down as 
well as up and investors may not get their original investment back. 
Past performance is no guide to the future. 
 

The firm is authorised and regulated by the 
Financial Services Authority 

 
 


