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Another year over, a new one just begun 
 

There are many things that are unavoidable at this time of 

year ranging from the mad rush of the January sales to the 

inevitable tightening waist bands from Christmas excesses. 

This time of year is also known for New Year’s resolutions 

which are usually based on a little reflection on what has 

already happened, mixed with looking forward to the future. 

The financial markets are no different as economists and 

analysts look back at recent events then try to predict the 

behaviour of the market over the coming year.  

2014 in review  

Falling inflation and lower inflation expectations have been 

the most notable worries of 2014. In the developed world, 

nations such as the UK and eurozone have seen very 

subdued inflation, with some fighting outright deflation 

(falling prices). The same theme has been seen in many 

parts of the Emerging Markets, for example, India has seen 

inflation fall from 6.4% to zero. 

In addition, 2014 was the year of the central bank as 

markets closely followed announcements for hints on rate 

rises in the UK and the US, whereas other central banks 

were being followed in the expectation for announcements of 

further monetary easing, as in the eurozone and Japan.  

The second half of 2014 saw a sharp fall in oil prices. After 

selling at over $100 per barrel in September the price 

tumbled to below $60 after OPEC announced they would not 

be cutting supply. This price fall hampered many central 

banks’ efforts to lift inflation from perilously low levels.  

Geopolitics also played their part in 2014. The ongoing 

tensions between Russia and Ukraine escalated during the 

year creating wide spread condemnation of Russia’s actions 

prompting economic sanctions. These hit the Russia 

economy hard and together with the sharp decline in oil 

prices saw the Central Bank of Russia raised its key interest 

rate from 5.5% at the beginning of the year to 17.0% 

(including a hike of 650bp in Dec). This created massive 

volatility in the Rouble which weakened from USD/RUB 

32.85 in January to a low of 79.91 in December.    

A review of the foreign exchange (FX) markets shows how 

sentiment and expectation saw significant moves in Sterling, 

euro and US dollar as data releases and rhetoric from 

central banks flexed sentiment. For many currencies, 2014 

was a year of two halves.  

GBP/USD started the year at $1.65 level gradually rising to a 

high of $1.72 in July boosted by expectations of an early rise 

in UK interest rates on the back of a steadily improving 

economy and hawkish comments from the Bank of England 

Governor, Mark Carney. However, the uncertainty of the 

outcome of the Scottish Independence Referendum set for 

September saw Sterling lose its shine. Meanwhile US data 

flows started to show a much improved outlook, in particular 

strong progress in the labour market. This mix saw 

GBP/USD end 2014 at a 15-month low as it tumbled below 

the $1.55 in December 2014, only to slip below the $1.52 

level in early January 2015. 

In terms of Sterling’s value against the euro, GBP/EUR 

dipped to a low of €1.19 in March, however, a mix of dovish 

comments from ECB policymakers, softer data pointing to 

tepid growth and ECB stimulus measures (TLTRO and ABS 

purchase programme) prompted euro weakness. By 

December GBP/EUR had peaked at a 26-month high of 

€1.2886, before pushing above the €1.29 level in January 

2015. 

EUR/USD proved resilient at the start of 2014 as it tested 

the $1.40 level after US GDP contracted in Q1 following a 

harsh winter. However, the trend was reversed as US 

growth recovered with strong gains in the labour market. By 

October, the Federal Reserve saw sufficient strength in the 

economy to end the expansion of its Quantative Easing 

scheme.  These upbeat developments in the US were 

coupled with a worsening outlook for the Eurozone, the 

combination of which saw EUR/USD slip to a 28-month low 

of $1.2095 by December. Expectations of further ECB 

stimulus saw EUR/USD start 2015 below the $1.20 level for 

the first time in over four years.  

Elsewhere, the Japanese Yen plummeted in the second half 

of the year as Japan’s policymakers surprised the markets 

by extending its stimulus measures to boost the economy. 

Moody’s Investor Services downgraded Japan’s sovereign 

debt in December citing the country’s ability to meet its debt 

reduction goals, resulting in USD/JPY hitting a 7-year high of 

Yen 121.84. Meanwhile, softer China data at the end of 

2014 pointed to slowing growth increasing pressure on 

policymakers to inject more stimulus. This created RMB 

weakness with USD/CNY rising to a 7-month high of 6.2341 

in December. 

What could 2015 have in store? 

One thing is for certain, predicting the future does not get 

any easier as there are bound to be unexpected events, 

both positive and negative, along the way which will make 

forecasting as difficult as ever. So what are some of the key 

themes that analysts will be looking out for this year?   

After years in the economic wilderness, it is natural to think 

that a full blown global recovery must be just around the 

corner. Data releases in 2014 pointed to recoveries in the 

UK and US, however, there are signs the UK is starting to 

lose steam as it struggles to increase exports to markets still 

recovering. 
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Recent data from China points to vulnerabilities to its 

growth which could create recessionary headwinds for the 

rest of the world. Closer to home, the eurozone is 

struggling to build any momentum as the traditional 

powerhouse of its economy, Germany, has lost momentum 

and is flirting with recession.  

While policymakers in China and the eurozone have the 

ability to change policy in an attempt to boost growth, the 

story in the UK and US is different. Having already 

deployed massive stimulus, UK and US policymakers 

would be faced with either non-existent or exceptionally 

risky options to boost their economies if global 

circumstances take a pronounced downturn.  

While the US recovery could be hampered by external 

factors, it is also possible a slow-down is self-inflicted with 

a premature tightening of policy. There is a growing 

consensus that the Federal Reserve will raise interest 

rates during this year. With the economy making progress 

on several fronts, this view makes sense, however, higher 

interest rates could result in a considerably stronger US 

dollar, potentially causing problems in emerging markets 

and as a consequence create a drag on the US economy.  

The US dollar’s appreciation during the second half of 

2014 was impressive and it is easy to assume it cannot go 

much further. But what would it mean if the dollar’s gains 

accelerated further?  A stronger dollar would hit economies 

already facing a nasty mix of high inflation, recession and a 

terrible balance of payments position, as seen in Latin 

America. Elsewhere, a symptom of a stronger US dollar 

could mean lower commodity prices creating additional 

deflationary pressures in economies desperately trying to 

tackle tumbling price rises. 

The recent sharp fall in crude oil prices is predominantly due 

to OPEC willing to undergo a period of significant price 

pressure in an effort to allow market forces to correct global 

demand and supply imbalances. While it is expected it may 

take some time for the market to tighten, unplanned events 

could prompt a spike higher. Any rapid appreciation in the oil 

price would be closely watched by developed world central 

bankers because of its potential to upset their inflation 

forecasts and force unexpected changes in monetary policy.  

Where do we go from here? 

As we experienced in 2014, there are bound to be surprises 

during 2015 which will impact on growth, policy and 

expectations. In view of this uncertainty it is hardly surprising 

that the Reuters Top 50 economists have a wide spread of 

opinion for FX rates over the next 12-months. The December 

forecasts show GBP/USD ranging between $1.40 and $1.69 in 

twelve months’ time, while GBP/EUR has a spread of €1.10 

and €1.39. The range of opinion is no more certain in the 

world’s most traded currency pair where EUR/USD ranges 

from $1.10 and $1.33. 

With such a range of opinion and a myriad of factors 

potentially impacting on the future path of FX rates, it is 

sensible for UK importers and exporters to plan ahead with an 

appropriate FX strategy. HSBC has a local team of FX 

specialists to help you make the most from your international 

trade. For further details on how HSBC can help, please 

contact your local relationship manager.  


