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The excitement over green shoots intensified yesterday following the release of the OECD
report suggesting that some European countries and China are enjoying a significant recovery.
The OECD report was not exactly consistent with the recent production data in Europe, nor
with the latest trade report from China. Nevertheless, the one genuinely bright area has been
the UK RICS survey, which does at least confirm some easing in the rate of decline. But even
here, it is important to keep the recent improvement in perspective. The prices balance has
merely returned to the levels seen at the worst point of the early 1990s’ bear market. The Bank
of England was certainly concerned enough to increase gilt purchases last week, but that in
itself should not be taken as a negative. On the contrary pushing the policy to its limits when
there are tentative signs of a recovery is the best way to ensure it does not stall. There is a
marked contrast with the Federal Reserve, which needs to do so much more but sat on its
hands at the last meeting. Even the ECB
recognises that it cannot afford to be compla-
cent. Unfortunately for both, their proactive
stance may be undermined in the end by the
FOMC’s inaction.     

Taking Stock

Stock markets took a breather yesterday as
they digested the prospect of sizeable capital
raisings by US banks. But the OECD leading
indicator report suggests that the recovery in
the global economy gathered momentum in
March. The m/m drop of 0.2% m/m was the smallest since February 2008. The world economy
is being pulled along by China and a handfull of European economies, including France and
Italy, where the leading indicator rose 0.6% m/m and 1.1% m/m respectively. Yesterday’s man-
ufacturing production reports in both countries were poor, with declines of 1.1% m/m and 4.7%
m/m respectively in March. The 6-month rate improved from -15.9% to -15.4% in France, but
accelerated to -19.3% in Italy. But the new orders data for February posted a rise of 4.8% m/m
in France and 2.7% m/m in Italy. And the UK output report showed no change in March fol-
lowing a small drop of 0.3% m/m in February. The rate of decline is easing here, although non-
oil exports still fell 9.1% q/q in Q1.   

In this respect, the OECD leading indicators may not be as misleading, as some have claimed.
There is no question that country specific surveys (INSEE and ISAE) have been less optimistic,
and the EU Commission Survey for April was not particularly bright. Most indicators in this
survey showed only a modest improvement, and retail sector confidence fell again. Given that
retail sales posted a record annual decline of 4.2% in March, that is perhaps unsurprising. The
declines in output may well reflect the lag between orders and production. Across Euroland,
new orders fell 34.5% y/y in February, while industrial output shrank 18.4% y/y. Nevertheless,
the OECD lead indicators have a good track record. It is hard to ignore the underlying mes-
sage, namely that the worst of the declines have passed for now.   

Quite what will be the engine of a global recovery remains a source of debate. China has been
touted as the next great driver of world demand, and the 2.1% m/m rise in the OECD indica-
tor suggests that view remains on track. It is not one that we would disagree with: the surge
in Chinese money supply this year has been remarkable. M2 growth hit a new high of 25.9%
y/y in April, and total lending to all financial institutions accelerated to 27.1% y/y in March and
April. However, how much China can offset slumping exports by using the banks to fund gov-
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ernment-backed infrastructure projects is unclear. The m/m seasonally adjusted change in
total loans was impressive in January, February and March, with gains of 4.2%, 3.4% and 5.1%
respectively. But it then dropped to 1.3% m/m in April. The surge in the Chinese leading indi-
cator may reflect the impact of higher lending. But it is not going to be sustained if the modest
increase in April reflects the new norm, because exports are not recovering. The April trade
report showed exports fell 3.5% m/m in seasonally adjusted terms. The 3-month change rose to
-4.4%, compared with a 6-month change of -25.6%. The rate of decline has softened, but the
pick-up in the leading indicator is thus far reflecting strong domestic stimulus.

Ultimately, that will hang on the power of central banks to secure a stabilisation of property
markets, particularly in countries that have suffered from the biggest rise in debt burdens. The
UK is doing better than most judging from the April RICS survey. The prices balance rose to -
59.2 and the prices expectations balance climbed to -42.9, up from a low of  -87.6 in January.
There were significant gains in sales expectations (to 34.2), new buyer enquiries (41.3) and
agreed sales (25.5), along with a small rise in the sales/stocks ratio from 14.6 to 15.3. But
turnover remains low. Sales per surveyor have risen 9.7 to 10.6, but this compares with 23.6
in January last year. And the prices balance has merely risen to levels seen during 1990 and
1992 in the last bear market. It is still consistent with significant price declines. The point was
underlined by the March DCLG report released this morning. In seasonally adjusted terms,
prices fell 2.0% m/m. There has only been one worse month in the current downturn - last
August - when prices fell 2.3% m/m (s.a.). The
y/y rate accelerated to a new low of 13.6%,
while the six month rate annualised rate hit
a new low too of -16.8%.  

Against that backdrop, the BoE decided to
increase its gilt purchases last week. The
decision came despite the rather unsatisfac-
tory budget delivered by Mr Darling last
month. Mr King has put aside his concerns
over the rising budget deficit. The debate
over whether QE is working remains contro-
versial, since there is no widespread agree-
ment on the benchmark to judge the policy. The rise in 20-year gilt yields to around 4.4% sug-
gests the policy has not been a success. But yields might have risen further without QE. And
gilts have outperformed Treasuries since QE was announced, with the BoE proving more
proactive than the Fed. Then again, longer dated gilts still yield more than Treasuries. And the
relative success of QE in the UK may be more a function of the abysmal performance of the
FOMC in holding Treasury yields down.  

The M4 data will provide some evidence of whether QE will work. There has been a decelera-
tion in the decline of household lending. The 3-month annualised rate was -16.4% in December,
and it rose to 0.4% in March. There has been a rise in lending to non-financial corporations,
with the 3-month annualised rate climbing to 4.5%. But these numbers predate QE. And the
small increase in mortgage approvals is a warning that any recovery in M4 growth may be
slow. While corporate bond yields are falling, the evidence here is mixed too. The high yield
index (heavily weighted with financials) has fallen from a high of 34.61% to 27.41%, but it
remains double the levels prevailing prior to Lehman Brothers’ default The Iboxx indices have
mostly gone sideways. The BoE takes credit for pushing QE relatively hard. But ultimately, its
success will rest upon events beyond its control, namely the fate of US banks.  
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