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GOVERNMENT FOCUS FALLS INTO PLACE
This week the fallout from the general election has come to some sort of a conclusion with the passing of the Queen’s speech on Thursday. A 
consequence of the government’s new position is that much of the planned legislation has had to be abandoned and the focus will mostly be Brexit. This 
is actually a good thing. The amount of legislation and complexity involved in leaving the EU has continuously been underestimated, at least in public; an 
acknowledgement that it will be the sole focus of this government (and probably at least the next couple) is a welcome, albeit accidental bit of honesty. 

Elsewhere an old favourite, interest rate speculation, has come back with gusto. Following the revelation of a split in opinion on the Bank of England’s 
Monetary Policy Committee, there has been a noticeable uptick in fortune telling. The Governor’s comments on household indebtedness this week 
can’t be called in either direction – but further underscores the problems facing the bank. A sustained period of low interest rates is having undesirable 
consequences, but the economy hasn’t recovered enough to warrant rate rises. 

EU: ECB PLAYS HARD TO GUESS
Markets reacted hastily following European Central Bank (ECB) President, Mario 
Draghi’s speech on Tuesday. Analysts focused on Draghi’s comment that “deflationary 
forces have been replaced by reflationary ones” and decided that this signalled the 

bank was preparing to taper the ECB bond-buying scheme. The 10-year German bond yield 
posted the biggest one-day rise since December 2015 and the euro reached the highest level 
against the dollar in a year. The surge was short lived as ECB Vice President, Vítor Constâncio 
insisted the remarks were simply referencing strength in the Eurozone rather than any plan to 
end the ECB’s bond-buying purchase scheme earlier than planned. The euro dropped nearly 
one cent against the dollar and government bond yields pulled back.

It’s not just the ECB sending mixed signals, UK Bank of England governor Mark Carney made 
a U-turn this week as he commented that he is prepared to raise interest rates if UK business 
activity increased. This followed his comments last week that “now is not yet the time” for an 
increase. The pound climbed 1.2 per cent to $1.30 after the comment. 

US: BANKS GET A BOOST
The US Federal Reserve announced a vote of confidence for big banks on Wednesday 
as 34 of the largest US banks passed the annual capital assessment exercise. As a 
result, the Fed approved an increase to dividend payouts and share buybacks. The 

approved banks can now distribute more than 100 per cent of earnings in these forms - the 
highest levels in years. After the last financial crisis, the Fed had advised banks that if they 
wanted to pay dividends worth more than 30 per cent of earnings they should expect strict 
scrutiny. 

Shares of financial companies led US stocks higher on Wednesday. The Dow Jones Industrial 
Average rose shortly after opening and the S&P 500 posted its biggest one-day gain in two 
months. Financials are up more than five per cent this year thanks to the Fed’s interest rate 
hikes and this latest announcement. Several banks experienced at least a two per cent surge. 
HSBC gained 3.7 per cent and Citigroup, Bank of America and JPM were all up around three 
per cent.

UK: CONSUMER BORROWING CONTINUES TO CLIMB
Borrowing by consumers continued to grow in May adding further to the Bank of 
England’s worries that consumer credit is growing too quickly. Last month British 
consumers owed banks a total of £199.7bn, an increase of £1.7bn from April. Car 

financing is the fastest-growing type of consumer credit and the amount of money loaned by 
car dealerships has increased by 15 per cent over the past year. The UK’s financial regulatory 
bodies concerns centre around the ability of these consumers to pay back what they owe and 
believe that banks assessment of this is lacking. 

Elsewhere in the UK, Theresa May faced the first big test for her new government on Thursday as 
Parliament voted to approve her Queen’s speech. Austerity remained the centre of conversation 
and the one per cent pay rise cap for public sector jobs was challenged by Labour however, 
thanks to the support of the Northern Irish Democratic Unionist Party, DUP, the outcome of the 
vote favoured the government. The Conservatives recently sweet talked the DUP into a coalition 
with a promise of £1bn additional spending in Northern Ireland over the next two years.
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