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UK ECONOMY STILL STRONG AS POLITICAL BATTLE ROLLS ON
The latest good news about the UK economy is a solid figure for business investment in the third quarter, the most recent one following the Brexit vote. 
While we are sceptical about economic forecasts, this was the one figure we believed was most likely to have been hit by the vote, as we thought the 
increased uncertainty around the UK’s path away from the EU was likely to cause businesses to delay investment.

It is hard to know how to take this: is investment strong because businesses are not thinking two and a half years’ ahead (to the time we would leave the 
EU if Article 50 is invoked in March)? Or is this a sign that the eurosceptics were right and our EU membership is not crucial to confidence in UK plc? 
The answer is probably a bit of both, which means that weakness in this number should show up over time. It may also mean there is more to go in the 
recovery of the domestically-focussed mid and small caps versus the large cap foreign earners, at least in the medium term.

UK: SURPLUS PLANS SCUPPERED
The Chancellor of the Exchequer, Philip Hammond, laid out plans for the next five 
years in the Autumn statement. The Office for Budget Responsibility forecasted lower 
growth of 1.4 per cent and 1.7 per cent in 2017 and 2018 respectively, versus the 

2017 forecast of 2 per cent in March. Slower growth would hinder the Chancellors predecessor, 
George Osborne’s, original plans for a budget surplus by 2020. The Chancellor confirmed the 
government is aiming for a structural deficit of less than 2 per cent of GDP by 2021. Hammond 
also plans to tackle the UK’s longstanding productivity problem by increasing infrastructure 
spending with a £23bn productivity investment fund.

The government will borrow £122bn over the next five years, with £58bn of this a direct cost 
of Brexit. Within the £122bn the Chancellor plans to increase gilt sales next year by £15bn, 
this larger than expected rise has led investors to sell UK sovereign debt. As scepticism 
surrounding the gilt market rising investors are likely to buy cautiously, with the expectation 
that the country’s borrowing needs are changing.

US: MARKETS CONTINUE TO RISE
The market-implied probability of a rate hike is now 100 per cent. With this in mind 
the US dollar reached a 13-year high on Wednesday while the US government bond 
market suffered another sell-off. Despite the uncertainty surrounding Trump’s grand 

plans to “make America Great again”, markets continue to rise. The Dow Jones Industrial 
Average closed above 19,000 for the first time on Monday and has continued its winning streak 
since. The S&P 500 has also closed at record highs for the third straight day. 

The S&P energy sector is positioned to be the best performer this year up 18.7 per cent in USD 
so far. This sector was the biggest detractor for the S&P 500 in both 2014 and 2015. A recovery 
in oil prices has contributed to the boost. OPEC’s back and forth discussions surrounding the 
planned cut in production, is currently in positive territory after Iraq agreed to cut production. 
Although this has boosted the index, the majority of this movement is based on USD strength.

EU: ELECTIONS POSE THREAT TO EU STABILITY
The e last year has taught us that the anti-establishment sentiment remains strong 
and the frontmen and women of the anti-European government continue to gain 
support. The euro’s biggest threat lie’s in the outcome of the French and German 

elections next year. A Marine Le Pen victory in France has the potential to devalue the euro by 10 
per cent and if the Germans vote against Angela Merkel the collapse of the euro is more likely. 
The looming Italian referendum on December 4th has the potential to bring a further election in 
the first half of 2017. If the public vote to reject the Prime Minister’s proposal, Mr. Renzi plans 
to step down leading to further political uncertainty. 

Elsewhere, in Europe, the political instability in Turkey has finally given way and the European 
Parliament has voted to suspend Turkish membership talks. Although the vote is non-binding, 
this is a strong signal from parliament to EU leaders that it may be time to draw a line under 
the on-going discussion surrounding Turkey’s potential membership.
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