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Weekly market watch  
 
As at Friday July 20, 2018 

Equities 

Region / Country  
 
Index 

 
Close 

 
Net Change 

Performance 
Year-to-date 52-week 

Asia-Pacific  
Hong Kong  HSI  28,224.48 (300.96) -5.66% 5.69% 
India  BSE 30 36,496.37 (45.26) 7.16% 14.39% 
Japan  Nikkei  22,697.88 509.92 -0.29% 12.93% 
Singapore  STI  3,297.83 37.48 -3.09% -0.49% 
South Korea  KOSPI  2,289.19 (21.71) -7.23% -6.57% 
Taiwan  WSE 10,932.11 67.57 2.72% 4.75% 
Shanghai     COMPOSITE 2,829.27 (1.91) -14.45% -12.62% 
Europe 
France  CAC  5,398.32 (30.88) 1.61% 3.83% 
Germany  DAX  12,561.42 20.69 -2.76% 0.92% 
Italy  FTSE MIB  21,794.60 (97.75) -0.27% 1.66% 
Russia  RTSI  1,114.59 (74.76) -3.45% 7.32% 
UK FTSE 100  7,678.79 16.92 -0.12% 2.55% 
Americas 
Brazil  IBOV  78,571.29 1,976.94 2.84% 20.99% 
Mexico  IPC  48,908.24 502.23 -0.90% -4.37% 
Nasdaq  CCMP  7,820.20 (5.78) 13.28% 22.38% 
US  S&P 500  2,801.83 0.52 4.80% 13.28% 
US   DOW  25,058.12 38.71 1.37% 15.95% 

 

Bonds 
  

Close 
Yield 

Week ago Month ago Year ago 
10 Year Gilt  1.2320 1.2730 1.2970 1.2050 
10 Year OAT 0.6800 0.6180 0.7110 0.7760 
10 Year Bund  0.3700 0.3400 0.3770 0.5300 
10 Year Japan 0.0350 0.0400 0.0390 0.0780 
10 Year Treasuries  2.8931 2.8271 2.9389 2.2589 

 Base lending rates 
Prime Rates Latest  6 months ago  12 months ago  
US  5.00 4.50 4.25 
Canada  3.45 3.20 2.70 
Japan  1.48 1.48 1.48 
Britain  0.50 0.50 0.25 
ECB  0.00 0.00 0.00 
Switzerland  0.50 0.50 0.50 
Australia 1.50 1.50 1.50 
Hong Kong  5.25 5.25 5.25 

% change is for indication only; local currency except where stated. 
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Equity Markets 
US 

– U.S. stocks were mixed last week, as investors stood pat ahead of earnings season, which kicks off in earnest next 
week. U.S. President Donald Trump helped inject some excitement by taking aim at the Federal Reserve’s monetary 
policy, suggesting it has the potential to undermine his fiscal stimulus plan. President Trump also said he was prepared 
to enact tariffs on all Chinese goods imported to the U.S., or more than half a trillion dollars worth of trade. However, 
market fundamentals remain robust and while investors are unlikely to enjoy the geopolitical joyride, stocks appear 
resistant to rhetoric for the time being. The Dow Jones was up 0.15% for the week to finish at 25,058.12, the S&P 500 
was 0.02% higher at 2,801.83, while the Nasdaq closed down 0.07% at 7,820.20.  

– Comcast gave up the chase for 21st Century Fox Thursday, abandoning its US$65 billion bid and paving the way for 
Disney to take over the media company pending a shareholder vote on its US$71 billion offer. Sky remains in play for 
both Comcast and Disney, with Disney now also edging that contest as a result of the 39% stake in Sky it will acquire 
through its purchase of the Fox assets. Comcast has bid $34 billion for the UK broadcaster. 

– IBM bounced back from the stagnant growth and falling operating profit margin experienced in the first quarter to report 
Thursday that second-quarter underlying revenues were up 2% in constant currency terms, beating estimates and 
notching $20 billion. That’s its best quarterly performance in seven years. IBM’s net profit margin widened by 1.1% to 
13.9%. The best performing business remained its legacy mainframes business, which saw revenue rise 23% on the 
year to $2.18 billion, beating expectations for $1.86 billion. 

– Microsoft shares hit a record high Thursday, exceeding a $800 billion valuation for the first time. The number of customer 
contracts worth more than US$10 million for its Azure cloud platform near doubled in the final quarter of the previous 
year, propping up overall quarterly sales growth of 17% on the year to $30 billion, beating estimates by $800 million. 
CEO Satya Nadella said the results showed Microsoft had anticipated global computing trends in demand for centralized 
cloud services – commercial cloud revenues rose 53% on year to $6.9 billion – and edge computing, both of which 
helped drive spending on property and equipment up 74% on the year to US$4 billion. Notably, Microsoft said shipments 
of traditional PCs rose for the first time in six years as sales at the division climbed 17% to $10.6 billion. The company 
forecast revenues of as much as $28.1 billion for the current quarter. 

– Morgan Stanley closed the bank earning season by reporting Wednesday that second-quarter net income rose 39% on 
the year, buoyed by lively dealmaking within its institutional securities arm, where revenues rose 20% to $5.7 billion for a 
pretax profit of $1.8 billion, up 26%. Sales and trading revenues rose 18% for $3.8 billion, outstripping average growth at 
competitor banks of 9%. Fixed income revenues were up 12% at US$1.4 billion, trailing the $2.5 billion brought in by its 
equity sales and trading division, while profit margins at its wealth management unit extended to 26.8% from 25% in the 
year earlier period. 

– Goldman Sachs appointed David M. Solomon, 56, as its next chief executive on Tuesday, bringing to a close the 12-year 
tenor of Lloyd C. Blankfein, 63, from October 1 onwards. Solomon currently serves as the bank’s president and will take 
over chairman duties from Blankfein at the beginning of 2019. Solomon is tasked with increasing the bank’s profitability 
by $5 billion over a three-year period, and the stage looks set fair given Goldman reported on the same day that second-
quarter net revenues rose 19% on the year to $9.4 billion, buoyed by strong investment banking earnings.     

– Uber’s reputation took another battering Monday, after the Equal Employment Opportunity Commission revealed it is 
investigating allegations that the company discriminated against women in hiring and pay. The Wall Street Journal 
reported that federal officials launched the probe last August and have been interviewing employees and reviewing 
company documents. The news comes as a blow to Uber CEO Dara Khosrowshahi, who has pledged to reform the 
company after it faced a series of sexual discrimination and harassment accusations and scandal relating to corporate 
espionage that eventually led to the ousting of co-founder and former leader Travis Kalanick. 

– Netflix’s stock price rally flickered into darkness Monday after the company missed expectations for subscriber growth by 
one million viewers in the second quarter, enticing a mere 5.2 million net new subscribers to its streaming service. Netflix 
now counts 130.1 million members worldwide, having brought onboard a further 0.7 million in the US and 4.5 million 
overseas in the previous quarter. The stock dropped as much as 14% in after-hours trading, equivalent to $20 billion, as 
the rally that had seen the stock more than double in value this year came crashing to a halt on fears that the company’s 
stellar growth may be hitting headwinds. 

UK 

– London stocks took a lead from comments by U.S. Federal Reserve chief Jerome Powell indicating that a robust 
domestic economic outlook will ensure the central bank will maintain its policy of gradual interest rate rises. Investors 
bought up multinationals on the back of a fall in the value of the pound to below $1.30. The pound’s fall was due to 
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doubts over whether the BOE will raise rates in August after June inflation data came in weaker than expected. The 
FTSE 100 inched up 0.22% over the week to close at 7,678.79. 

– GlaxoSmithKline’s chairman Philip Hampton is considering spinning off the group’s consumer division amid pressure 
from several of its major investors. The potential timeline for such a move is two to three years, and would mark a major 
shift in strategy aimed at clearly separating its consumer and pharma businesses and financials. Despite its share price 
having risen 18% since the start of the year, it remains down on its level a year ago, and there are rumblings among 
investors that chief executive Emma Walmsley, who took up the post in April, may take the opportunity to put to bed a 
long-running question over the company’s area of focus.  

– The Bank of England (BOE)’s Prudential Regulation Authority (PRA) is probing the viability of KPMG’s business, 
Financial Times reported Friday, citing people involved in discussions with the bank and insurance regulator. The PRA is 
concerned that damaging scandals including its involvement in government corruption in South Africa and the failure of 
British outsourcer Carillion is prompting clients to desert the big four accounting firm. The review is particularly poignant 
as KPMG has been the BOE’s auditor since 2008, and also oversees a number of UK financial groups that fall under the 
PRA’s supervisory remit. There is as yet no sign that KPMG is losing clients, indeed it was recently appointed as the new 
auditor of BT.  

– Sports Direct’s annual pre-tax profit tumbled 73% to GBP28 million, the company said Thursday, as it suffered blowback 
from its accumulation of a near 30% stake in Debenhams. Sports Direct lost GBP85 million as a result of the collapse in 
the department store’s share price, which in turn has led to renewed questioning of Sports Direct boss Mile Ashley’s 
policy of building positions in rival retailers, including a stake of about 27% in the French Connection fashion group. 
However, Sports Direct’s underlying earnings rose 58% to GBP105 million on the back of solid sales of its discounted 
sportswear. 

– Britain will join the commercial space race led by Lockheed Martin, which emerged as the winner of government grants 
worth GBP23.5 million over the weekend, earmarked to propel a project to launch small satellites from the Scottish 
Highlands. The site, in a remote area of northern Scotland will host the UK’s first space port, where satellites will be 
launched into polar orbit sometime in the early 2020s. Lockheed will lead consortiums that include the UK-based firm 
Orbex to develop and deploy the launch technology in the UK, and has pledged to help British startups leverage the data 
collected by the satellites, all of which is thought to strengthen Lockheed’s hand when it comes to securing a piece of the 
UK’s forthcoming Skynet military communications system. 

– Revolut, the UK’s fastest growing fintech company, reported significant suspected money laundering activity on its digital 
payments platform to the financial watchdog and the National Crime Agency on Tuesday. The filing indicates a potential 
issue for Revolut, which has its fingers in pre-paid cars, cryptocurrency and small business services, namely whether it 
can keep a handle on compliance issues as it seeks to build on its base of two million customers. Analysts suggested 
that the company’s reliance on automated compliance checks may leave the company vulnerable to criminals seeking to 
exploit loopholes in its systems. 

Europe (ex. UK) 

– European stocks nudged higher last week, lifted by the signing of a trade pact with Japan that will apply to almost a third 
of global trade. The Eurofirst 300 climbed 0.17% over the week to finish at 1,510.65. 

– Switzerland’s ABB reported Thursday that second-quarter net income rose 30 percent on the year to $681 million, 
underpinned by an 8% rise in orders to $9.48 billion. Chief executive Ulrich Spiesshofer said the results demonstrate his 
efforts to streamline the company and cut costs are effective, adding that ABB’s portfolio “is not cast in stone” and that 
the company will seek to acquire further businesses going forward. Last year, ABB purchased General Electric’s 
Industrial Solutions arm for $2.6 billion, and the company is under pressure from European activist fund Cevian Capital to 
continue the restructuring that has seen it focus on four key areas: power grids, electrification, industrial automation and 
robotics.    

– The European Union imposed an antitrust fine of EUR4.43 billion on Google Wednesday for abusing its mobile phone 
market dominance, double last year’s penalty for its ruling that the company prompted its own services in its search 
results. The aggressive regulation suggest Europe is prepared to play hardball with US tech firms even as regulators at 
home adopt a largely hands-off approach. The regulation includes provisions that Google must desist from bundling its 
own apps and software in its Android phones, which account for some 80% of the world mobile phone market. Google 
has 90 days to comply, but said it would appeal the decision, which could drag the case out for several years, though it 
must take remedial action within the 90-day timeframe or could face fines of 5% of the average daily revenue of 
Alphabet, its parent company. 

– Dankse Bank said Wednesday that it will forego elements of the $234 million gross income it had earned through its non-
resident business in Estonia, after it became clear that clients from ex-Soviet states were using its services for money-
laundering. Shares in the Danish lender fell 9% on the news, which is the latest in a scandal that has been brewing since 
2007, when the bank first started handling some $8.3 billion in suspicious transactions. The bank is undertaking an 
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internal investigation and has been criticized by Danish regulators, and has also appointed a new chief compliance 
officer – Deutsche Bank’s former global head of anti-financial crime and money laundering, Philippe Vollot.  

– Deutsche Bank stunned analysts Monday by reporting second-quarter profit of about EUR700 million, sending shares up 
10% as investors revelled in what appeared to be a reprieve for embattled incoming CEO Christian Sewing. Analysts 
were more circumspect, however, pointing out that absent exceptional items, underlying earnings might have missed 
expectations. Still, the results confounded expectations for EUR321million in pre-tax profits, and will lift the spirits of 
Sewing, who took over from John Cryan three months ago. The bank said group revenues for the second quarter should 
touch EUR6.6 billion, again above consensus, but observers flagged that revenue from its sales and trading business is 
expected to come in down 15% on the year. 

Japan 

– Tokyo stocks ticked higher in four days of trading last week, lifted by optimism over forthcoming earnings and a softening 
of the yen against the U.S. dollar. However, a fall in the value of the yuan on Friday that reignited fears over the 
vulnerability of China’s economy to the ongoing trade war with the U.S. sent prices falling as the week came to a close. 
Japan's Nikkei 225 Index was up 0.44% for the week at 22,697.88. 

– Panasonic cut ties with an unidentified Canadian supplier Friday due to concerns that the company was using cobalt in 
batteries that it had supplied to Tesla. The cobalt in question is potentially the subject of U.S. trade sanctions on imports 
originating from Cuba, as the Canadian company operates a cobalt mining joint venture at the Moa mine with Cuba’s 
General Nickel Company. The batteries were for Tesla’s Model S and Model X vehicles. Cobalt is set to attract increased 
attention from global carmakers given it is a critical metal for the production of use in lithium-ion batteries for electric cars, 
and over half of its global supply is located in the war-torn Democratic Republic of Congo.   

– China’s Didi Chuxing announced Thursday a partnership with investor SoftBank to launch a taxi-hailing platform in Japan 
with an eye to capturing Chinese tourists coming into the country for the 2020 Olympics. The tie-up targets a $15 billion 
market that has so far escaped the likes of Uber, in part due to a ban on ride-hailing that restricts companies to 
partnering with professionally licensed taxi firms, rather than allowing anyone with a car to sign on. Didi’s platform will be 
made available for free to all Japanese taxi companies, facilitate WeChat Pay and Alipay payments, and offer a Chinese-
Japanese translation service. 

– U.S. hedge fund Elliott Management unveiled Wednesday that it has built a stake of over 5 percent in Alpine Electronics 
as the activist investor plans to submit a proposal to the company’s management. The proposed intervention comes as 
Alpine plans to merge with its parent, the Apple supplier Alps Electric, a potential sale that has attracted attention from 
another activist fund, Oasis Management as being earmarked for an artificially low price. Oasis, which holds almost 10 
percent of Alpine, has suggested the deal pricing Alpine at Y2,100 per share flags how Japanese management fails to 
defend the interests of minority shareholders. 

– The Farnborough International Airshow hosted the debut flight of the Mitsubishi Regional jet on Monday, kitted out in All 
Nippon Airways livery, offering some solace to airlines that have been waiting for the airplane for nigh on a decade. 
Mitsubishi Aircraft, which saw its negative net worth double to Y110 billion at the end of fiscal 2017, has not received any 
new orders for the plane in more than a year, as delays have allowed the industry’s twin heavyweights of Boeing and 
Airbus to field their own aircraft aimed at seating 100 to 150 passengers. The first MRJ is expected off the line in two 
years, potentially allowing time for further customers to drop orders after Eastern Airlines cancelled an order for 40 
aircraft in January. 

Asia-Pacific (ex. Japan) 

– Mainland Chinese stocks declined last week, weighed down by the yuan falling to a one-year low against the dollar on 
news that Beijing will enact monetary easing measures, focused on expanding the liquidity available to banks for lending 
to the private sector. Traders were further spooked by news that the government will roll out new property taxes in some 
cities faster than expected to counter runaway house price growth. The Shanghai Composite Index was off 0.07% for the 
week at 2,829.27. 

– Hong Kong stocks tracked Shanghai lower last week, with developers taking a hit on the property tax news and the 
yuan’s fall sapped confidence in the resilience of the Chinse economy. Energy firms also weighed on weak crude oil 
prices. The Hang Seng Index fell 1.06% over the week to close at 28,224.48. 

– Taiwan stocks rose last week, lifted by buying of heavyweight TSMC after the company lifted its outlook for smartphone 
sales in the third quarter. Financials also rose, taking their lead from Wall Street. Taiwan's Taiex Index put on 0.62% over 
the week to reach 10,932.11.  

– Seoul stocks lost ground last week after South Korea's finance ministry cut its economic growth forecast for the year to 
2.9%, down from 3% in December, citing global trade tensions and a weak labor market. The Kospi lost 0.94% over the 
week to finish at 2,289.19.  
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– Singapore stocks rose last week, lifted by rosy results on Wall Street and the upbeat Fed comments. The Straits Times 
Index added 1.15% over the week to end at 3,297.83. 

Emerging Markets 

– Brazil stocks rose last week, overcoming trepidation ahead of elections scheduled for October as the campaign season 
kicked off in earnest. Traders took their lead from the positive Fed comments, which saw the benchmark index put on 2% 
on Tuesday. The Bovespa rose 2.58% over the week to close at 78,571.29.  

– Mexico stocks also gained, again on the back of the Fed comments downplaying the impact that global trade tensions 
might have on the U.S. economy. The IPC added 1.04% over the week to end at 48,908.24.  

– Bombay stocks retreated slightly last week, despite touching a record high in intraday trade Wednesday, after opposition 
parties tabled a no-confidence motion against Prime Minister Narendra Modi, whose government has no clear majority in 
parliament. The motion highlights slow job growth and perceptions of weakening law and order. The BSE 30 was off 0.12% 
for the week at 36,496.37.   

– Russian stocks fell sharply last week, depressed by continued falling oil prices and jitters over the impact that global 
trade tensions might have on demand for its crucial energy exports, as well as perhaps President Trump’s message in 
Helsinki that he is keen to wean Europe off Russian gas supplies in favor of buying U.S. exports of liquified natural gas. 
The RSTI shed 6.29% over the week to settle at 1,114.59.  

Alternative Assets 

– Oil prices declined for a third straight week despite finishing the week on an upward track after Saudi Arabia said it would 
reduce exports in August. However, the U.S.-China trade war and the comments from U.S. President Trump suggesting 
he is ready to apply tariffs to all goods imports from China sapped the market. Benchmark U.S. crude fell 0.8% over the 
week to settle at to $70.46 a barrel in New York. Brent crude, used to price international oils, lost 3% over the week to 
close at $73.07 a barrel in London.  

– Gold prices declined last week on the back of a rally in the dollar before comments from President Trump pressuring the 
Fed to rein back its stance on interest rate rises and tweets that accused China and the EU of manipulating their interest 
rates and currencies sent the greenback into reverse. Prices touched their lowest finish since July 2017 Thursday, 
indicating that bullion has entered correctional territory having fallen more than 10% from its Jan.15 peak of $1,362.90. 
Gold for August delivery fell 0.8% over the week to end at $1,231.10 per troy ounce.  

Fixed Income 
US 

– The yield on benchmark 10-year Treasuries rose to 2.8931% last week, up from 2.8271% at the prior week’s finish, 
taking a lead from Fed Chair Jerome Powell’s comments that the growth of the U.S. economy in the second quarter was 
stronger than the first and that the economy is strong enough to handle tighter monetary policy. Rumors that the Bank of 
Japan (BOJ) might adjust its massive quantitative easing program also helped push Treasury yields higher.  

– Initial claims U.S. state unemployment benefits fell by 8,000 to 207,000 in the July 14 employment survey week, below 
the 220,000 level expected by analysts in an MNI survey following a upward revision to claims in the previous week, data 
released by the Labor Department Thursday showed. Initial claims were at their lowest level since the December 6, 1969 
week, when they were 202,000. Claims were at a level of 218,000 in the June 16 employment survey week, so the data 
suggest a strong positive for July payrolls. A better measure for the underlying trend of the data is the four-week moving 
average for initial claims. The average fell by 2,750 to 220,500 in the July 14 week, and was down 500 from the 221,000 
level in the June 16 employment survey week. 

– The pace of housing starts fell by 12.3% to a 1.173 million seasonally adjusted annual rate in June, below expectations 
for a 1.320 million rate due to declines across the board, data reported by the Commerce Department Wednesday 
morning showed. There were downward revisions to the starts pace in April and May. Housing starts fell by 6.8% in the 
Northeast region, while starts fell 35.8% in the Midwest, fell 9.1% in South, and fell 3.0% in the West. Housing starts of 
single-family homes fell by 9.1% in June after a 5.1% rise in the previous month, while multi-family starts fell 19.8% in 
June, based on an MNI calculation. This followed a 4.0% rise in the previous month. 

– Federal Reserve Governor Jerome Powell's testimony to the Senate Banking Committee Tuesday was generally upbeat, 
noting inflation has now reached the 2% target and is expected to stay near there for the next several years with 
appropriate policy. He also noted that GDP growth is seen accelerating in the second quarter, that the unemployment 
rate dipped to 4% and is expected to move lower, and that risks are still "roughly balanced". As a result, Powell said "the 
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FOMC believes--for now--the best way forward is to keep gradually raising the federal funds rate.” Powell noted that now 
inflation has reached the 2% objective, the challenge is to keep it there, saying it will be above 2% at some times and 
below 2% at other times. Powell said the 2% target is symmetric "because the FOMC would be concerned if inflation was 
running persistently above or below our objective.” 

– The value of retail sales rose by 0.5% in June overall and 0.4% excluding motor vehicle sales, with the headline number 
slightly below expectations, but following a sharp upward revision to sales in May, data released by the Commerce 
Department Monday showed. Analysts have recently had a strong tendency to overestimate sales, so today's data 
maintain that trend. Leading the gain in headline retail sales was a rise in motor vehicles, which posted a 0.9% increase 
after a 0.8% gain in the previous month. Analysts had correctly expected vehicle sales to add to the headline number. 
Gasoline station sales rose by 1.0% in June after a 3.0% May gain, as foreshadowed by recent increases in the AAA 
data. Food services and drinking places' sales were higher in June, registering a 1.5% increase after rising by 2.6% in 
May. Building materials sales rose by 0.8% following a 2.5% increase in May. 

– The value of business inventories in May was up 0.4%, as expected by analysts and the MNI calculated prediction, data 
released by the Commerce Department Monday morning showed. Retail inventories increased 0.4%, unrevised from the 
advance estimate of a 0.4% gain. Data from the wholesale inventory report showed a 0.6% rise in the month, which was 
up from the 0.5% rise in the advance report, while factory inventories were up 0.2%. According to an MNI calculation, if a 
0.9% increase in motor vehicle inventories had been excluded, total business inventories would have been up 0.3% in 
May. The increase in motor vehicles was revised down to 0.9% from the 1.0% gain in the advance estimate. After 
excluding the increase in motor vehicle inventories, the remaining retail categories were up 0.1%, unrevised from the 
advance estimate for a 0.1% gain. There were increases in every published category except furniture and apparel. 

– The International Monetary Fund issued the July update to their World Economic Outlook (WEO) Monday. The WEO 
update left their US growth pace forecast at 2.9% for 2018 and 2.7% for 2019, and noted that the US dollar continues to 
appreciate. The IMF noted that strong fiscal stimulus and private final demand should drive the US economy forward and 
keep the unemployment rate low but will also raise inflationary pressures. 

UK 

– The yield on 10-year Gilts fell to 1.232% last week, down from 1.273% at the previous week’s finish, as soft economic 
data, particularly on inflation, and continued skepticism over the government’s Brexit policy weighed on the economic 
outlook.  

– The recent activity surveys supported the Bank of England Monetary Policy Committee's view that the deceleration in 
growth in the first quarter appeared to be ephemeral and weather related, MPC member Silvana Tenreyro said in a 
media interview. In a London Evening Standard profile published Friday, Tenreyro said her decision to vote for no 
change to policy in May and June was because she wanted to wait and see if "the soft patch was due to the weather, 
and not a sign of something more fundamental going on with demand.” She said the purchasing managers indices "on 
output were positive and confirm in some sense the assessment that we had in our central forecast that the soft patch 
was snow-related.” Tenreyro refused to be drawn on whether she would vote for a hike in August. She stuck to the 
mantra that she would watch the data very closely. 

– UK public borrowing continued to decline in June, despite recent warnings from the government's fiscal watchdog over 
budget-busting government pledges to increase spending to the National Health Service, Friday data showed.  June 
borrowing, excluding the Bank of England, slipped to GBP5.394 billion, slightly above the MNI median forecast of 
GBP5.0 billion, down from GBP6.239 billion a year earlier. Net debt fell to 76.1% of gross domestic product in June, from 
79.6% in the same month of 2017. Government outlays declined by 3.1% to GBP57.6 billion, with Westminster 
benefitting from a retrospective adjustment in payments to the European Union, which flattered the government's fiscal 
position by a net GBP500 million over the same month of last year. 

– UK retail sales volumes slumped in the month of June, Thursday data showed, but the sector remained on track to 
contribute positively to second quarter gross domestic product. Sales volumes fell by 0.5% between May and June, close 
to the MNI median forecast of a 0.6% decline. On an annual basis, retail sales increased by 2.9%, compared to the MNI 
median gain of 2.4%. May sales were revised to show a 1.4% monthly increase and a 4.1% annual gain, better than the 
originally-reported 1.3% monthly rise and 3.9% yearly improvement. That pushed retail volumes 2.1% higher between 
the first and second quarters, the largest rise in a calendar quarter since March of 2001. Retail sales, which comprise 
5.4% of economic activity, will add 0.11 percentage point to second quarter GDP, according to a National Statistics 
official. A 1.4% drop in non-store retailing, the biggest decline since last December, accounted for much of the decline. 
Internet sales volumes slipped by 0.4% in June, after a 4.9% surge between April and May, contributing to much of the 
weakness in the sector. On-line activity accounts for approximately half of non-store retailing, according to the official. 

– Consumer price inflation steadied in June, Wednesday data showed, confounding forecasts of a petrol-fueled increase, 
as core inflation fell to its lowest level in 15 months. The consumer price index increased by an annual rate of 2.4% last 
month, well below the MNI median forecast of 2.6%, after a 2.4% rise in May. The cost of fuel and lubricants jumped by 
an annual rate of 11.6%, extending the 8.0% gain recorded in May, adding 0.11 percentage points to the change in 
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annual CPI. Petrol prices hit 128.0 pence per liter last month, while diesel rose to 132.1p a liter, the highest since 
September of 2014 for both fuels. But heavy early-summer sales countered much of the upward pressure of fuel prices. 
Clothing and footwear prices slipped by 2.1% between May and June, the largest June fall since 2012. That kept annual 
clothing price inflation at a modest rate of 0.1%, subtracting 0.07 percentage points from the change in CPI. 

– UK earnings growth slowed modestly in the three months to May, even as employment growth soared, as the jobs 
market enticed adults back to the work force. Employment rose by 137,000 to 32.40 million, Monday data showed, after 
an increase of 146,000 between February and April, above the MNI median forecast of a 97,000 gain. That's the third 
straight three-month period of gains in excess of 100,000, according to a National Statistics official. That took the 
employment rate to a record-high 75.7%. Unemployment declined by 12,000 in the three months to May, to 1.41 million, 
as inactivity decreased by 86,000 to 8.64 million, taking the inactivity rate to a joint-record-low of 21.0%. More than half 
of those returning to the work force had been economically inactive while looking after homes and families. Joblessness, 
as measured by the Labour Force Survey, steadied at 4.2% in the three months to May, in line with the MNI median 
forecast, matching the lowest rate since the three months to April of 1975. 

– The WEO growth forecast for the United Kingdom was revised down 0.2 percentage points to 1.4 % for 2018 and was 
unchanged at 1.5 % for 2019. 

Europe (ex. UK) 

– The yield on benchmark 10-year Bunds rose to 0.37% last week, up from 0.34% at the previous week’s finish. 
– Greater clarity over the near certain year-end termination of asset purchases, while reiterating a commitment to keep 

interest rates low and a loose monetary stance for a prolonged period, dependent upon the eurozone's outlook, will be 
the likely outcome of the European Central Bank (ECB)’s July 26 Governing Council meeting, sources familiar with the 
agenda told MNI Friday. It will also be an opportunity to reassure financial markets by stressing that the ECB will be 
flexible in changing strategy should the inflation target derail or economic conditions significantly worsen, MNI 
understands. The coming months will be relatively low-profile for ECB policymakers, as no debate has officially started 
within the council over when exactly a first rate hike could occur, with one Eurosystem source telling MNI that "the 
decision is still one to be made, and it will be taken only once we come to that bridge, but in any case not before next 
summer”. 

– The euro area current account surplus fell sharply in May to a seasonally adjusted EUR22.44 billion, down from 
EUR29.55 billion in April, the ECB reported Friday. That was the lowest print since May 2015, as the surplus on goods 
and services fell to EUR21 billion and EUR8 billion, respectively. 

– The European Central Bank still faces the conundrum of whether the current eurozone-wide economic slowdown is 
temporary and, if it is, how this could affect monetary policy goals, a Eurosystem source told MNI Wednesday. "Even if 
the downturn is only temporary, it sill raises risks for the whole bloc and by extension to monetary policy transmission," 
the source said. The nature of, as well as the duration of, the downturn is a matter of concern, whether attributing it to a 
rise in global trade tensions or if there are other "endogenous" factors at play, yet to be fully framed. The official was 
keen to stress that even if the ECB had not been "premature" in announcing the likely end of its asset purchase program 
(APP) in December, economic growth, though progressing, remained subdued across the union and this was not an 
encouraging sign. 

– Euro area inflation data released by Eurostat Wednesday showed that headline annual inflation rose a touch to 2.0% on 
the year in June from 1.9% in May. The recent rise in oil prices made its mark on the Euro Area June inflation report, with 
the largest contribution to the annual inflation rate coming from energy, stemming from an 8% on year rise in energy 
prices. Core inflation, meanwhile, dropped in June from 1.4% on year in May to 1.3%, despite the rise in headline 
inflation. Essentially, this shows the strong impact of energy price rises on June's inflation rate, as the core data strips out 
energy prices. 

– The euro area’s trade surplus narrowed for a third straight month in May to EUR16. 9 billion, down from EUR18 billion in 
April, as import growth outstripped exports, indicating that the export-led growth the area enjoyed in the second half of 
last year has yet to re-materialize. Eurostat said Monday that the European Union’s trade surplus with the U.S. widened 
to EUR54.8 billion in the first five months from EUR48.1 billion in the same period a year earlier. 

– The WEO’s growth forecast for the Euro area was revised down by 0.2 percentage points to 2.2% for 2018 and by 0.1 of 
a point to 1.9% in 2019, with Germany, France, and Italy all seeing 0.3 percentage point downward adjustments for 
2018. Softer first quarter conditions were noted in Germany and France, while Italy's growth pace was revised down 
because "wider sovereign spreads and tighter financial conditions in the wake of recent political uncertainty are expected 
to weigh on domestic demand. 
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Japan 

– The yield on 10-year Japanese government bonds fell to 0.035% last week, down from 0.04% at the previous week’s 
finish, as fears that global trade friction could undermine the economy sent investors seeking cover.  

– The year-on-year rise in Japanese consumer prices accelerated only slightly in June as higher energy and 
accommodations costs were offset by deeper discounts on already lower mobile data communications fees and 
depressed durable goods prices, data from the Ministry of Internal Affairs and Communication released Friday showed. 
The national average core consumer price index (excluding fresh food) rose 0.8% on the year in June for the 18th 
straight year-on-year rise after rising 0.7% in May. The CPI was weighed down by lower mobile communications charges 
due to the base-year effect that will continue through July. Last August, some carriers changed the fee structures, giving 
discounts to low data volume users. In addition to this, a leading carrier began offering further discounts. The underlying 
inflation rate measured by the core-core CPI (excluding fresh food and energy) rose 0.2% on year in May, slowing from 
0.3% in May and 0.4% in April. It was the 12th consecutive year-on-year rise. 

– Japan's government on Thursday warned about the drag from U.S. trade disputes and domestic rain storm damage to 
factories and supply chain networks, while leaving its overall view unchanged in July, saying for the seventh straight 
month that the economy is "recovering moderately.” The government downgraded its view on business sentiment for the 
first time in two years, saying it is "largely flat," instead of its previous assessment that it was “improving." It maintained 
its views on key components of the economy: private consumption and exports are "picking up" while business 
investment and factory output are "increasing moderately.” 

– The Bank of Japan's real export index rose 0.5% on quarter in April-June after rising at the same pace in Q1, supporting 
the BOJ view that exports have been on an uptrend. Thursday's data indicates that external demand is expected to have 
a positive contribution to the gross domestic product for the April-June quarter due out on Aug. 10. Japanese exports 
continued to rise in June, up 6.7% on the year, on solid global demand for chips and car parts, indicating US trade 
disputes have not yet had a direct impact, Ministry of Finance data released Thursday showed. 

– Japan and the European Union signed a trade pact covering one-third of the global economy Tuesday, paving the way 
for parliaments on both sides to ratify the deal before the UK exits the EU in March 2019. The deal is expected to make it 
easier for EU nations to expand exports to the world’s fourth-largest economy, as Japan will scrap or lower duties on 
products including wine, cheese, pork and leather. The EU said it hopes to triple agricultural exports to Japan, which in 
turn hopes to lift auto exports to Europe after the bloc embarks on an eight-year path to lower tariffs on such goods to 
zero from the current 10%. 

– The WEO growth estimates for Japan were revised down 0.2 percentage points to 1.0% for 2018 and kept at 0.9% for 
2019. 
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