
Appendix A

Economic Background – Non UK

Eurozone (EZ).  The Eurozone is facing an increasing threat from weak or negative growth and 
from deflation.  In January 2015, the inflation rate fell further, to reach a low of -0.6%.  However, 
this is an average for all EZ countries and includes some countries with even higher negative 
rates of inflation.  Initially, the ECB took some rather limited action in June and September 2014 
to loosen monetary policy in order to promote growth. As this failed to have much of a discernible 
effect, the ECB launched a massive €1.1 trillion programme of quantitative easing in January 
2015 to buy up high credit quality government debt of selected EZ countries. This programme will 
run to September 2016.

Concern in financial markets for the Eurozone had subsided considerably after the prolonged 
crisis during 2011-2013.  However, sovereign debt difficulties have not gone away and major 
issues could return in respect of any countries that do not dynamically address issues of low 
growth, international uncompetitiveness and the need for overdue reforms of the economy, (as 
Ireland has done).  It is, therefore, possible over the next few years that levels of government debt 
to GDP ratios could continue to rise for some countries. This could mean that sovereign debt 
concerns have not disappeared but, rather, have only been postponed. The ECB’s pledge in 
2012 to buy unlimited amounts of bonds of countries which ask for a bailout has provided heavily 
indebted countries with a strong defence against market forces.  This has bought them time to 
make progress with their economies to return to growth or to reduce the degree of recession.  
However, debt to GDP ratios (2013 figures) of Greece 180%, Italy 133%, Portugal 129%, Ireland 
124% and Cyprus 112%, remain a cause for concern, especially as some of these countries are 
experiencing continuing rates of increase in debt in excess of their rate of economic growth i.e. 
these debt ratios are likely to continue to deteriorate.  Any sharp downturn in economic growth 
would make these countries particularly vulnerable to a new bout of sovereign debt crisis.  It 
should also be noted that Italy has the third biggest debt mountain in the world behind Japan and 
the US.  

Greece:  the general election on 25 January 2015 has brought to power a coalition which is anti 
EU imposed austerity.  Although it is not certain that Greece will leave the Euro, the recent 
intractability of the troika (the EU, ECB and IMF), to finding a negotiated compromise with the 
new Greek government leaves this as a real possibility. However, if Greece was to leave the EZ, 
it is unlikely that this will directly destabilise the Eurozone as the EU has put in place adequate 
firewalls to contain the immediate fallout to just Greece.  Nevertheless, the indirect effects of the 
likely strengthening of anti EU and anti austerity political parties throughout the EU is much more 
difficult to gauge.  There are particular concerns as to whether democratically elected 
governments will lose the support of electorates suffering under EZ imposed austerity 
programmes, especially in countries which have high unemployment rates.  Of particular concern 
is the fact that Spain and Portugal have general elections coming up in late 2015.  This will give 
ample opportunity for anti austerity parties to make a big impact.

There are also major concerns as to whether the governments of France and Italy will effectively 
implement austerity programmes and undertake overdue reforms to improve national 
competitiveness. These countries already have political parties with major electoral support for 
anti EU and anti austerity policies.  Any loss of market confidence in either of the two largest 
Eurozone economies, after Germany, would present a huge challenge to the resources of the 
ECB to defend their debt. 

USA.  The U.S. Federal Reserve ended its monthly asset purchases in October 2014. GDP 
growth rates (annualised) for Q2 of 4.6%, Q3 of 5.0% and Q4 of 2.6%, (overall 2.4% during 2014 



as a whole), provides great promise for strong growth going forward.  It is confidently forecast that 
the first increase in the Fed. rate will occur by the end of 2015.   

China.  Government action in 2014 to stimulate the economy almost succeeded in achieving the 
target of 7.5% growth but recent government statements have emphasised that growth going 
forward will slow marginally as this becomes the new normal for China.   There are concerns that 
the Chinese leadership has only just started to address an unbalanced economy, which is heavily 
over dependent on new investment expenditure, and for a potential bubble in the property sector 
to burst, as it did in Japan in the 1990s, with its consequent impact on the financial health of the 
banking sector. There are also concerns around the potential size, and dubious creditworthiness, 
of some bank lending to local government organisations and major corporates. This primarily 
occurred during the government promoted expansion of credit, which was aimed at protecting the 
overall rate of growth in the economy after the Lehmans crisis.

Japan.   Japan is causing considerable concern as the increase in sales tax in April 2014 has 
suppressed consumer expenditure and growth to the extent that it has slipped back into 
recession.  The Japanese government already has the highest debt to GDP ratio in the world.


