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In this issue:
l What to look forward to in 2013 – sport, music and culture
l But what about the economy?
l How are the UK’s competitors doing?
l Some personal predictions for 2013: The impact of the Bank of England’s new governor; 
the housing market; the equity market

What to look forward to in 2013 – sport, music and culture
For many of us, the turning of the year evokes mixed emotions. Once all the ‘re-acquaintencing’ has
been done (and probably a good deal later on in New Year’s Day) a few moments of quiet reflection
and perhaps earnest intention often descends upon us. This first bulletin of 2013 reflects these New
Year thoughts.

What then is ahead for us to look forward to in 2013?  Well how about the 6 Nations Championship, a
full Ashes Test Series, the Open at Muirfield, the Rugby League World Cup and the Autumn Internationals
against the Wallabies, Puma’s and the All Blacks?  My colleagues also remind me of the many concerts
to be held celebrating Wagner’s and Verdi’s 200th birthdays... and the fact that we have a Royal baby
to look forward to in mid-summer! And finally at the end of the autumn, we can savour the prospect of
a spectacular light display in the night sky, resulting from the passage of the comet Ison, as it streaks
past the earth to loop round the Sun. This may be quite a sight!

But what about the economy?
Now as we settle down from contemplating these exciting events we might also reflect that 2013 looks
likely to be the 6th year of recession - with our economy continuing to teeter around minimal or negative
growth rates. Interest rates seem likely to stay where they are, Bond yields look unlikely to increase –
whilst UK equities look as though they will continue to deliver real yield and perhaps more inflation
beating gains.

The nervous expectation of 2½ years ago, when the new Coalition Government seemed certain to
introduce sweeping economic changes, evaporated within a matter of months. The once in a lifetime
opportunity for wielding a surgeon’s knife to public spending was passed up - and brave words failed
to be translated into effective action.  

Since the Election, public finances have sunk steadily deeper into the red - and whilst the Chancellor
still speaks earnestly of ‘debt reduction’, UK Gross National Debt has grown from 74.1% to 85.8% of
GDP in just 2½ years.  Inflation which stood at 3.8% per annum in May 2010 marches on and is still 3%
today. Over the last 5 years, the cost of living has risen by 20% - whilst wages have risen by less than
half of that figure.  And of course interest rates, which fell to 0.5% in March 2009, remain unchanged
and continue to undermine the buying power of deposit savings.  

And so our national economic prospects become apparent – the Government will continue to maintain
a zero interest rate economy, permit inflation to erode the value of debt and permit rising prices to
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reshape the balance of the nation’s wealth. Whilst these economic factors do their work, our Government
will doubtless continue to claim noble ambitions within regular  aspirational speeches; talk endlessly
about ‘cuts’; openly criticise EU leaders for their “taxpayer funded largesse” and blame the
Banks/previous Labour Government’s/the EU et al, for our economic dilemma. 

How are the UK’s competitors doing?
Now whilst the UK’s economy drifts slowly downstream, elsewhere around the world steady economic
progress continues to be enjoyed. Countries that were once labelled ‘emerging economies’ have
become engine rooms of economic growth and are surging ahead. Compare these annual economic
growth achievements against the Euro areas measly - 0.6% :-

Australia +3.1% Norway +4.7%
China +7.4% Philippines +7.1%
Indonesia +6.2% Russia +2.9%
India +5.3% Thailand +3.0%
Malaysia +5.2% USA +2.6%

In recognition that our continuing economic woes are in sharp contrast with many of the world’s major
economies, it’s entirely right that we look again at the ‘mixed sentiments’ with which I started this bulletin.

l Some personal predictions for 2013:The impact of the Bank of England’s new governor; 
the housing market; the equity market

I think 2013 will be the year in which many things begin to change. I think the seriousness of UK’s
economic drift will finally be recognised – and that this public recognition will come to be an agent for
change.  Mark Carney’s installation as Bank of England Governor will hasten the strategic and economic
changes that must come about. In his first post-appointment speech in December, he challenged the
accepted wisdom of inflation targeting as a cornerstone of economic policy – suggesting instead that
targeting economic output might be a strategy much better suited for our debt laden economy. Well any
strategy that might steer us away from long term recession must be worth a try – and this one sounds
like a pretty good start to me!

And then we have the housing market. Five years of sliding prices have knocked 25% or so off pre-crisis
values. Add 20% inflation to this contraction and we have property prices that are now closer to fair
value than at any time since the early 1990’s. On an affordability index, mortgage repayment costs are
back to where they were immediately after the 1990’s property crash. Admittedly interest rates are now
a fraction of what they were then – but with 4% five year Fixed Rate Mortgages, the Governments Funding
for Lending Scheme and the rapid growth in Shared Ownership Schemes – the domestic property market
must be on the threshold of a steady recovery.

And finally, the Equity Market. Whilst public attention has remained fixed upon sub-inflation deposit
yields, the FTSE 250 has ratcheted up a year-on-year gain of a cool 24% - whilst delivering a yield of
2.8%. In the same period, even the FTSE 100 has recorded a gain of 7.65% on top of a yield of 3.7%.
Convincing evidence of the value of diversification – and of the need to look beyond the macro economic
climate when addressing basic investment options.
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So, if 2013 is to be anything like 2012, it seems very possible that any change of Bank of England policy
is likely to benefit business confidence and could easily tap into the vast reservoir of minimal yielding
cash deposits. The outcome might well prompt a recovery in equity prices that could dwarf the returns
delivered throughout the recession.  Now that’s an exciting prospect for this splendid New Year!

Geoff Stait
9 January 2013
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