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FUNDAMENTALS: 

The UK economy continues to struggle, with Q1 GDP confirming the economy is 

back in recession. In fact the most recent release of Q1 GDP showed the recession 

is a little deeper than thought. 

 

But despite this weakness the FTSE has enjoyed a solid rally which began at the 

start of June and shows little sign of fatigue. What makes the rally al the more 

remarkable is the emerging weakness of the US economy and the continued 

weakness of the Euro zone economy. And although last weekend’s Euro zone 

Summit offered markets some support as a result of the decision to allow the various 

Euro zone rescue funds greater flexibility by lending directly to the stricken Euro 

zone Banks, it still falls short of resolving the Euro zone Sovereign debt crisis. 

 

In the UK the Bank of England is concerned the UK economy remains highly 

vulnerable to further negative developments in the Euro zone. Today the Bank 

agreed to expand further its asset purchase program in an effort to kick start a 

recovery. 

 

But after a previous injection of £325B will they have any success? 

 

So why is the FTSE so bullish, and given the current LIBOR scandal engulfing some 

of the UK’s leading Banks, especially Barclays, which has just lost it’s CEO and had 

its credit rating put on watch, one could be forgiven for thinking the market should be 

under downward, rather than upward pressure. 

 

We judge the market is currently supported by a wave of positive sentiment.   
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FUNDAMENTALS: CONTINUED 

What fuels this current optimism is the belief that the Euro zone authorities might just be 

starting to move beyond their blanket policy of austerity, to include growth. 

 

The German Chancellor surprised markets at last weekend’s Euro zone summit when 

she agreed to allow direct lending from the Euro zone rescue funds to the Blocs stricken 

Banks. 

 

The ECB has today reduced interest rates to an all time low of 0.75% as they now judge 

the politicians are finally taking some small positive steps towards a solution to the debt 

crisis and are prepared to offer their own support. Previously the ECB seemed unwilling 

to act as they judged the solution to the debt crisis was political rather than the 

responsibility of monetary policy alone. 

 

Add to this a growing belief that there might yet be a wider stimulus organised to help 

support the Global economy, especially the US and equity traders are feeling bullish. 

 

However all is not as plain sailing as it seems. The Chinese have just delivered a surprise 

interest rate cut in an attempt to bolster their own flagging economy and at a recent 

FOMC meeting the Fed extended its policy of twist in an attempt to supress longer dated 

bond yields. 

 

So given the complexity of the current economic environment and the major hurdles still 

standing in the way of a sustainable economic recovery is the current rally in the FTSE a 

false dawn or can it continue. 

 

We judge it can but only if equity traders continue to believe the politicians in the Euro 

zone are finally coming together to find a solution to their debt crisis that relies not just on 

austerity but promotes growth too. But be careful; sentiment can change quickly.  
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The material and information set out in this research is not intended to be a quote of an offer 
to buy or sell any financial products.  Any expression of opinion is based on sources believed 
to be reasonably reliable but is not guaranteed as to accuracy or completeness.  
  
The material and information herein is general and for informational purposes only.  Although 
Seven Days Ahead endeavours to provide useful information they make no guarantee as to 
the accuracy or reliability of the research.  
The derivative market comprises volatility and considerable risks. To the maximum extent 
permitted by law no responsibility or liability can be accepted by Seven Days Ahead, any 
company or employee within its group for any action taken as a result of the information 
contained in this presentation. You are requested not to rely on any representation in this 
research and to seek specific advice from your accountant, legal adviser or financial services 
adviser when dealing with specific circumstances. 
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