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Weekly market watch  
 
As at Friday December 15, 2017 

Equities 

Region / Country  
 
Index 

 
Close 

 
Net Change 

Performance 
Year-to-date 52-week 

Asia-Pacific  
Hong Kong  HSI  28848.11 208.26 31.15% 30.77% 
India  BSE 30 33462.97 212.67 25.73% 26.18% 
Japan  Nikkei  22553.22 (257.86) 17.99% 17.01% 
Singapore  STI  3416.94 (7.70) 17.89% 16.59% 
South Korea  KOSPI  2482.07 18.07 22.48% 21.87% 
Taiwan  WSE 10491.44 92.82 13.38% 12.08% 
Shanghai     COMPOSITE 3266.14 (23.85) 0.54% 4.76% 
Europe 
France  CAC  5349.30 (49.79) 9.99% 11.00% 
Germany  DAX  13103.56 (50.14) 14.13% 15.28% 
Italy  FTSE MIB  22094.04 (679.76) 14.87% 16.32% 
Russia  RTSI  1148.27 28.73 (0.12%) 0.64% 
UK FTSE 100  7490.57 96.61 4.87% 7.02% 
Americas 
Brazil  IBOV  72607.70 (124.14) 20.56% 24.34% 
Mexico  IPC  48081.55 508.69 5.34% 4.82% 
Nasdaq  CCMP  6936.58 96.50 28.86% 27.12% 
US  S&P 500  2675.81 24.31 19.52% 18.29% 
US   DOW  24651.74 322.58 24.74% 24.18% 

 

Bonds 
  

Close 
Yield 

Week ago Month ago Year ago 
10 Year Gilt  1.1530 1.2790 1.2860 1.4880 
10 Year OAT 0.6300 0.6330 0.7320 0.7770 
10 Year Bund  0.3010 0.3070 0.3760   0.3650 
10 Year Japan  0.0460 0.0530 0.0460 0.0900 
10 Year Treasuries  2.3540 2.3760 2.3222 2.5967 

 Base lending rates 
Prime Rates Latest  6 months ago  12 months ago  
US  4.50 4.25 3.75 
Canada  3.20 2.70 2.70 
Japan  1.48 1.48 1.48 
Britain  0.50 0.25 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 advanced last week with all three benchmarks closing at record highs amid expectations that the Republican 
tax cut package pass Congress, providing debt-financed corporate tax cuts for business, the wealthy and the middle 
class. Tech stocks powered higher on expectations of extra disposable income lifting sales. Solid retail sales and 
industrial production data for November supported the market as the Federal Reserve hike its rates 25-basis points, as 
expected. The Dow Jones rose 1.33% over the week to close at 24,651.74, the S&P 500 added 0.92% to end at 
2,675.81, while the Nasdaq put on 1.41% to settle at 6,936.58. 

– Walt Disney acquired 21st Century Fox’s entertainment properties, as well as its 39% stake in Sky, the 30% stake it 
holds in Hulu, and its movie studio operation, for $66 billion Thursday, consolidating its position as the world’s largest 
media company. Disney Chief Financial Officer Christine McCarthy said the company would like to achieve cost 
efficiencies worth $2 billion by 2021, which suggests layoffs in the pipeline, despite U.S. President Donald Trump’s 
suggesting the merger could be “a good thing for jobs” via his press secretary. Under the agreement, which includes 
Disney assuming Fox’s $13.7 billion debt, Disney boss Bob Iger agreed to extend his contract to 2021. Former Fox 
owner Rupert Murdoch will retain ownership and operational control of Fox News, which will be spun off to shareholders 
along with its Los Angeles production studio. The deal represents an acknowledgement that the global media landscape 
has changed irrevocably amid the entrance of digital competitors such as Netflix and Apple. 

– AT&T struck a deal with the Communications Workers of America union Wednesday that will see 20,000 of its staff 
receive higher pay, and included a commitment to reshore call center roles from overseas. The union, which represents 
hundreds of thousands of working-class voters, in return offered to support AT&T in its bid to secure regulatory approval 
for its $85-billion acquisition of Time Warner, which the Trump administration has opposed. AT&T also said it was not 
planning to shift roles away from its own retail stores to authorized resellers, which do not employ unionized staff. 

– T-Mobile announced Wednesday that it plans to launch a new wireless TV service in 2018 that will challenge existing 
cable TV price structures in the same way as the company’s entrance into the mobile phone market did. The third-largest 
U.S. wireless telecoms carrier said it had bought Layer3 TV, a Denver-based startup TV company backed by private 
equity and hedge fund financing, for an undisclosed sum. T-Mobile boss Mike Sievert said it was time for a “disruptor” to 
force changes among the old guard, as the news sent shares of traditional players spiraling lower. 

– Apple said Monday that it would buy music-recognition app Shazam for about $400 million, its largest deal since its $3 
billion purchase of Beats Electronics in 2014. Shazam’s tech, which allows you to point your phone at a music source 
and discover meta data about what is playing, will likely be integrated into the iPhone. The sale offers London-based 
Shazam certainty about its future after a 2013 plan to IPO tailed off amid an inability to monetize its service. Shazam’s 
2016 revenues rose 14% on year to GBP40.3 million, with the company booking a pretax loss of GBP4 million. 

– Qualcomm came under pressure to increase its bid for NXP Semiconductors Monday to $135 per share from $110 
apiece, as activist hedge fund Elliott Advisors warned that its existing offer was insufficient. Elliott holds about 6% of 
NXP. Such a move would also throw up a barrier to Singapore-based Broadcom’s attempts to take over Qualcomm, 
given its takeover offer of $70 per share includes absorbing NXP under the existing $110 per share arrangement. 
Qualcomm, which is resisting Broadcom’s hostile bid, said it would proceed at $110 per share, shrugging off Elliott’s 
suggestion that the deal is keeping NXP’s valuation suppressed. 

UK 

– London stocks tracked Wall Street higher, lifted by a slip in the value of sterling and the agreement by European Union 
negotiators to shift Brexit talks into the next phase. Surging November retail sales and a rosy unemployment outlook 
boosted sentiment as the Bank of England stood pat on interest rates. The FTSE 100 gained 1.31% over the week to 
finish at 7,490.57. 

– Shares in H&M fell to their lowest level in eight years after the retailer reported sales in the three months to end-
November fell 4% on year to SKR50.4 billion, against forecasts for SKR53.7 billion. The high street chain is struggling to 
fend off competition from online retailers, but said that it will step up efforts to improve its online to offline infrastructure 
while winding down the number of physical stores, adding that it will also launch its own brand products on China’s 
Tmall. The results are part of a wave of similarly downbeat earnings from global retailers, from Sears to IKEA, all of 
which are feeling the pinch of online competition. 

– BT and Sky came to an agreement to share each other’s content Friday, allowing Sky to carry BT Sport and BT to show 
Sky Sports, Sky Cinema and Sky Atlantic. The deal comes ahead of the next round of bidding for Premier League 
football rights and will be welcomed by customers as it ends a situation where they had to source games and other 
content from both channels. BT has competed aggressively for exclusive rights to broadcast Premier League games as a 
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means to challenge Sky’s dominance in the pay-TV market, and boss Gavin Patterson confirmed that it would continue 
to compete for such rights at the auction in February. BT’s content agreements had failed to keep pace with Sky’s GBP7 
billion investment in programming in 2017, a gap that the reciprocal content deal should plug.  

– Diageo said Wednesday that establishment of border controls between Northern Ireland and the Republic of Ireland 
would cost the company GBP1.3 million a year, factoring in a 15-minute wait for the 18,000 trucks that criss-cross the 
border every 12 months. Diageo brews and exports Guinness in Ireland but packages the drink in Northern Ireland. The 
revelation occurred as part of evidence given to the Business, Energy and Industrial Strategy Committee, which is 
investigating the potential impact of Brexit on food and drinks producers. 

– HSBC said Monday that U.S. authorities would dismiss criminal charges leveled against it in relation to lapses in money-
laundering controls that the Justice Department had said facilitated some $881 million in proceeds from illegal drug sales 
to pass through the U.S. financial system, as well as transfers totaling several hundred million dollars that reached 
countries targeted by U.S. sanctions, including Cuba and Iran. The news will come as a relief to HSBC, which has for five 
years been the subject of a deferred prosecution agreement secured by paying $1.9 million as part of a settlement with 
U.S. authorities. The bank said it is now “much more effective” at combating financial crime than it was five years ago. 

– BAE Systems confirmed Monday a GBP5-billion deal to sell 24 Typhoon, or Eurofighter, jets to Qatar, booking the largest 
export order for the aircraft in a decade and ensuring the continuation of its production well into the next decade. 
Analysts suggested the deal may also pave the way for Qatar to buy Hawk trainer aircraft made by BAE and used by the 
RAF’s Red Arrows flying display unit. The move brightens BAE’s future as a producer of cutting edge fighter aircraft, 
particularly as the company was sidelined over future plans for France and Germany to develop a new fighter, and 
Lockheed Martin’s ownership of the intellectual property for the F-35 fighter. 

Europe (ex. UK) 

– European stocks retreated last week as investors took profits on a one-month high amid a spate of global central bank 
policy meetings. The prospect that national elections in Italy set for March will result in no clear majority sapped Italian 
stocks and bonds, and investors held back as the U.S. tax bill negotiations continued late Friday ahead of a final vote 
next week. The Eurofirst 300 dropped 0.2% over the week to end at 1,528.26. 

– KKR swooped to buy Unilever’s spreads business in an EUR6.8-billion package that includes brands such as Flora, 
Becel, Blue Band and I Can’t Believe It’s Not Butter. The deal helps Unilever fulfill a commitment made to lift shareholder 
returns in the wake of the $143-billion bid from Kraft Heinz that rocked the Anglo-Dutch consumer group earlier this year. 
KKR won the bid at auction, beating off rivals including CVC Capital Partners and Apollo Global Management. The 
spreads business booked sales of EUR3 billion last year at a multiple of 10 times earnings, deemed to be 
underperforming and dispensable as Unilever looks to fast-growing categories such as online shaving company Dollar 
Shave Club for takeover opportunities.  

– Airbus began a management shakeup Thursday by showing the door to Fabrice Brégier, its chief operating officer, as the 
board failed to support his bid for the top job. Tom Enders, the current chief executive, told the board that he would not 
seek a third term after his current stint expires in April 2019. A successor is yet to be appointed but will likely have to 
command support from both the French and German governments, both of which hold significant stakes in Airbus. 
Chairman Denis Ranque told the Financial Times that the company must reform its senior management team in order to 
appease French and UK watchdogs investigating its use of middlemen to win contracts.  

– Unibail-Rodamco sealed a deal to buy Westfield, the Australian developer of global shopping centers, for $24.7 billion 
Wednesday. The deal allows Unibail-Rodamco to expand its presence in the U.S. and UK at a time when retail outlets 
are facing increasing pressure from ecommerce, leading to the creation of a group that will preside over 56 malls in 13 
countries and 27 capital cities. The deal, which represented an 18% premium on the Dec. 11 closing price, will create a 
EUR61.1-billion global market leader in retail property. Unibail-Rodamco said it expected to benefit from EUR100 million 
per year in synergies from the move, which along with other prospective deals in the sector suggests that investors feel a 
global slide in retail property valuations may have reached its nadir. 

– Gemalto said Wednesday that it had rejected as “opportunistic” a EUR4.3 billion takeover approach from French IT 
services group Atos, which had lodged an all-cash offer representing a 42% premium on the digital security company’s 
Dec. 8 closing price. The potential deal had the blessing of the French government, and the backing of state investment 
fund BPI, which holds 8.3% of Gemalto. Atos had suggested that the deal was “friendly and collaborative”, but Gemalto 
denied this, saying the offer significantly undervalued the company. The Amsterdam-based maker of chips and software 
for mobile phones, bank cards and passports, has suffered from a sliding share price related to a global slowdown in 
smartphone sales. 

 
 



 

 Weekly market watch 4 

 

Japan 

– Tokyo stocks fell last week, dragged lower by heavy selling of telecoms issues after online retail giant Rakuten 
announced its aims to become the country’s fourth-largest wireless carrier. The Nikkei 225 Index lost 1.13% over the 
week to settle at 22,553.22. 

– Toyota and Panasonic said Wednesday that they would collaborate on a study into electric vehicle battery technology 
with an eye to speeding up commercialization. Toyota aims to sell 4.5 million electric vehicles (EVs), including hybrids, 
by 2030, accounting for half of the company’s overall sales. The partnership could give the automaker confidence over 
its battery supply, particularly given the company’s relative lack of expertise when compared with rivals such as Nissan, 
Telsa and Volkswagen. 

– Western Digital and Toshiba announced Tuesday that the U.S. technology group would withdraw from all disputes and 
legal processes over Toshiba’s sale of its memory unit to a private equity consortium in return for equal participation in 
future investment rounds in the unit and the continuation of the two companies’ joint venture. The deal allows Toshiba to 
concentrate on boosting output at Toshiba Memory Corp. and completing the $18 billion sale of the unit to the Bain 
Capital-led consortium. 

– Rakuten said Monday that it will partner with Booking.com to make vacation rentals listed on its subsidiary Rakuten Lifull 
Stay available on the hotel booking website. The deal will help Rakuten lure more overseas visitors to the business it 
runs in conjunction with real estate website Lifull, capitalizing on the legalization of the Airbnb-style practice of renting out 
space in a home, which is set for June in Japan. The joint venture will operate a marketplace and property management 
services for owners. Rakuten also confirmed Thursday that it was aiming to become Japan’s fourth-largest mobile 
carrier, vying to challenge dominant players NTT DoCoMo and SoftBank. Nikkei reported that the online retailer was 
considering investing as much as Y600 billion in mobile infrastructure. 

Asia-Pacific (ex. Japan) 

– Mainland China stocks pulled back last week, weighed down by a central bank decision to lift money market rates in line 
with the Fed’s decision to raise benchmark interest rates. Data suggesting a modest economic slowdown, comprising 
cooling fixed asset investment and industrial production and steady retail sales, also dented sentiment. The Shanghai 
Composite Index dropped 0.72% over the week to close at 3,266.14 

– Hong Kong stocks ended last week higher, lifted by heavy buying of tech heavyweight Tencent, before investors opted 
for caution ahead of the weekend break and news of progress on the U.S. tax-cut bill. The Hang Seng Index was up 
0.73% for the week at 28,848.11. 

– Taiwan stocks rose last week, as investors took a cue from rosy economic data in the U.S. suggesting that consumer 
appetite for the electronics its major companies produce would remain robust heading into Christmas. The Taiex Index 
added 0.89% over the week to end at 10,491.44.  

– Seoul stocks also booked gains last week as investors looked to the advance of U.S. tech heavyweights and priced in 
the likely upturn in orders for their South Korean suppliers and own-brand electronics players. The Kospi put on 0.73% 
over the week to settle at 2,482.07. 

– Singapore stocks fell last week, weighed down by weakness in financials following the hike in money market rates in 
China and as investors opted for caution ahead of the U.S. tax cut finale. The Straits Times was off 0.22% for the week 
at 3,416.94.  

Emerging Markets 

– Brazil stocks edged down last week amid uncertainty over the passage of critical pension reforms deemed necessary to 
sustain the country’s fiscal health. The Bovespa dropped 0.17% over the week to finish at 72,607.70.   

– Mexico stocks rose last week, encouraged by the upbeat outlook for the economy in the U.S and as the central bank 
matching the Fed’s rate rise and indicating it would raise rates further in a bid to counter rising consumer prices. The IPC 
rose 1.07% for the week at 48,081.55. 

– Indian stocks were in the black last week, buoyed by an exit poll that indicated a likely victory for the ruling BJP party in 
local elections in Gujarat, indicating little impact on the stability of the government and its economic program. The BSE 
30 was up 0.64% for the week at 33,462.97.   

– Russia stocks rose last week, lifted by the central bank’s surprise 50 basis point cut in interest rates possibly aimed at 
encouraging optimism among consumers ahead of March presidential elections. The central bank said that global deals 
to curb crude output had helped stymie inflation risks. The RSTI climbed 2.57% over the week to settle at 1,148.27.  

 

http://booking.com/
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Alternative Assets 

– Crude oil prices fell last week, booking a third straight weekly loss on jitters related to a three-times-higher-than-average 
increase in U.S. output. The Energy Information Administration said Wednesday that U.S. production rose 73,000 barrels 
a day to 9.78 million barrels in the week ended Dec. 8, a weekly record. Benchmark U.S. crude dropped 0.1% over the 
week to settle at $57.30 a barrel on the New York Mercantile Exchange. Brent crude, used to price international oils, was 
off 0.3% for the week at $63.23 per barrel in London.  

– Gold prices booked their first weekly gain in December on the back of the Fed’s decision to hike interest rates. Demand 
for the yellow metal is on the rise, backed by the Fed’s indication that it will hike rates three times in 2018 rather than the 
four feared, lifting appetite to hold non-yielding bullion. February gold added 0.7% over the week to end at $1,257.50 per 
troy ounce.  

Fixed Income 
US 

– The yield on benchmark 10-year Treasuries fell to 2.354%, down from 2.376% at the previous week’s finish, amid 
expectations that cooling inflation may stay the Fed’s hand in initiating more interest rate rises than expected and a 
statement from outgoing chair Janet Yellen that consumer prices may hold below its 2% target.  

– The Federal Reserve on Wednesday lifted interest rates by a quarter percentage point, as expected, but held fast to its 
earlier forecasts for rate hikes in the near term as Congress raced to pass tax reform legislation before year-end and the 
economy continued to grow at a healthy pace. The move raises the fed funds target range to 1.25% to 1.50%. The 
Federal Open Market Committee (FOMC) again signalled that three more hikes remain likely next year. That officials did 
little to revise their policy outlook signalled they stayed cautious in judging the macroeconomic implications of the $1.5 
trillion tax package, the details of which have yet to be finalized. An update to the FOMC's Summary of Economic 
Projections, known as the dot plot, called for a federal funds rate in the 2.00% to 2.25% range by the end of 2018, 
unchanged from September.  

– November industrial production was up 0.2% against expectations for a 0.3% rise but well below the revised 1.2% gain in 
October, the Federal Reserve announced. The Fed noted that excluding the post-hurricane rebound in oil and gas 
extraction, total IP would have been unchanged in November. Mining was up 2.0% due largely to a 3.0% gain in oil and 
gas extraction. Utilities fell 1.9%, which came as no surprise given the milder than normal November weather. 
Manufacturing output came in at a soft gain of 0.2%, despite analyst expectations for a healthy boost given the 
November payrolls report, which showed factory payrolls rising by 31,000. 

– November retail sales data released Thursday were well above expectations, in line with the tendency of analysts to 
underestimate sales in November. Combined with upward revisions in the previous two months, the data suggest that 
consumption was stronger in the fourth quarter. November retail sales were up 0.8% against expectations for a 0.3% 
gain and were up 1.0% ex motor vehicle versus 0.7% expected, as motor vehicle sales fell 0.2%.  

– It would have only taken three of 16 Federal Reserve officials to conclude that faster growth and lower unemployment 
implied higher interest rates to lift the Fed's rates outlook for 2018, yet officials Wednesday surprised some investors by 
leaving the median dots where they were next year and in 2019, even as their outlook for growth and employment 
improved. With nearly all members of the FOMC factoring into their projections the prospect of a fiscal stimulus along the 
lines of what Congress is contemplating, expected GDP growth rose to 2.5% next year, four-tenths better than the 
FOMC's September forecast and seven-tenths above the economy's longer run growth rate. The jobless rate, already 
below the FOMC's estimate of full employment, is now expected to sink further to 3.9% in 2018 and 2019. But inflation 
forecasts remained unchanged, rising to the Fed's 2% target by 2019, same as in the September set of forecasts. With 
no output gap or employment gap, the median policymaker continued to see three quarter-point interest rate increases 
next year followed by two in 2019, the same as in September. 

– The Consumer Price Index rose by 0.4% in November, as expected, while core CPI posted a softer-than-expected 0.1% 
increase compared with the 0.2% gain expected, data released Wednesday by the Bureau of Labor Statistics showed. 
Unrounded, the month-on-month rise for core CPI was 0.117%, on the high side of 0.1%. Overall, the data points to 
contained core consumer inflation, with the year/year rate remaining well below the 2% threshold, allowing the FOMC to 
maintain a very slow pace of policy tightening. The year-on-year rate for overall CPI now stands at 2.2%, up from the 2.0% 
rate in October. For core CPI, the year/year rate slipped to 1.7% from 1.8% in October, which was the highest point since 
April. 

– The final demand Producer Prices Index rose 0.4% in November, above the 0.3% gain expected. It was up 0.3% 
excluding food and energy prices, above the 0.2% expected, adding fuel to the FOMC discussion, data released by the 
Bureau of Labor Statistics Tuesday showed. Energy prices were up 4.6% in the month after a flat October reading, with a 
15.8% jump in gasoline prices adding to gains in other energy categories. 
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– U.S. hiring intentions are the highest in 10 years, as employers across the country anticipate adding to staff in Q1 2018, 
according to the findings of the latest ManpowerGroup Employment Outlook Survey, released Tuesday. U.S. firms were 
asked "How do you anticipate total employment at your location to change in the three months to the end of March 2018 
compared to the current quarter.” Twenty-one percent of those polled said they planned to increase staff levels, 5% 
planned to decrease staff levels, 71% planned to maintain staff levels and 3% said they don't know, which resulted in a 
seasonally adjusted Net Employment Outlook of 19% for the first quarter 2018. This compared to a Net Employment 
Outlook of 17% in fourth quarter 2017 and 16% in the first quarter. "Nationwide, employers in all 13 industry sectors 
expect to add staff in Q1 2018," the survey said. 

UK 

– The yield on 10-year Gilts declined to 1.153% last week, down from 1.279% at the prior week’s finish, as data showed 
investors looked to bonds amid uncertainty over whether U.S. stocks will sustain their rally ahead of next week’s crucial 
tax cut vote.    

– UK retail activity surged in November, courtesy of a rush of Black Friday sales, leaving retail poised to exert a positive 
influence on gross domestic product in the fourth quarter, Friday data showed. Sales volumes leapt by 1.1% between 
October and November, far exceeding the median MNI median forecast of a 0.4% gain. On an annual basis, retail sales 
increased by 1.6%, beating the MNI median of a 0.3% improvement. Transactions at household goods stores jumped by 
2.9% in November, with electrical goods boosting sales, according to a National Statistics official. However, the official 
admitted to the challenge in seasonally adjusting November sales data in light of the changing characteristics of Black 
Friday, a relatively new American import. October sales were substantially stronger than originally reported, rising by a 
revised 0.5% from September and recording no change over the same month a year earlier, wiping out the initially-
reported year-on-year loss in October, which would have represented the first annual decline since March of 2013. 

– UK employment fell by the biggest margin in over two years, even as nominal wage growth accelerated, although 
inflation-adjusted earnings remained in negative territory, Thursday data showed. Employment fell by 56,000 to 32.08 
million, after a decrease of 14,000 in the three months to September, the largest decline since the three months to May 
of 2015. That took the employment rate to 75.1%, down 0.2 percentage point from the three months ending in July. 
Joblessness, as measured by the Labour Force Survey, steadied at 4.3% between August and October, above the 
median forecast of 4.2%, unchanged from 4.3% in the three months to September, matching the lowest level of 
unemployment since the three months to June of 1975. The outturn also matched the 4.3% jobless rate forecast of Bank 
of England staff for the three months to October, as published in the November Quarterly Inflation report. 

– All nine members of the Bank of England's Monetary Policy Committee (MPC) voted to keep the stance of monetary 
policy unchanged from November in a meeting Thursday, in line with market expectations. Minutes showed that the MPC 
view of the economic outlook has changed little, if at all, since the November meeting when it hiked Bank Rate by 25 
basis points. They offered no guidance on the likelihood of a near-term hike, nor did they offer any commentary on 
overall market rate expectations. 

– Consumer price inflation rose to a more than five-year-high in November, boosted by air fares, while a jump in crude oil 
prices fueled an acceleration in intermediate inflation, Wednesday data showed. The consumer price index increased by 
an annual rate of 3.1% last month, the fastest pace since a 3.5% gain in March of 2012, exceeding the MNI median 
forecast of 3.0% and the 3.0% rise in October. Consumer transport prices jumped by 4.5% over November of 2016, 
adding 0.07 percentage points to the change in annual CPI. Air fares tend to fall in November, but declined by an annual 
rate of just 10.4% last month, after a 13.4% retreat in October, exerting an upward influence on consumer prices in 
November, according to a National Statistics official. The result topped the Bank of England staff forecast of a 3.0% 
annual rise in November as reported in the November Quarterly Inflation Report. That takes inflation above the Bank's 
2.0% target for the 10th straight month. 

– The second phase of Brexit negotiations will leave the UK with a "high price to pay", but if European institutions reform 
and become more appealing, chances of an exit reversal are likely, a senior Italian parliamentary official told MNI in an 
exclusive interview Tuesday. Giorgio Tonini, Democrat president of the Senate's Budget Committee, said adequate 
progress had been made in the first phase of negotiations but warned that London will have to pay a "costly ticket" 
moving onto phase two and the defining of future trade relations. "The UK has asked for a transition period of two years 
to remain inside the single market, but it's quite clear it cannot benefit from this at a zero cost. London will have to pay an 
entrance fee, which adds to the compensation 'payback' owed Brussels," argued Tonini. Last week, following a 
breakthrough in negotiations, London and Brussels made an important step forward, with Brussels signaling that 
'sufficient progress' had been made in phase one talks. European council head Donald Tusk however warned London 
that to rapidly move on to phase two it would have to accept the union's conditions. According to Tonini, these conditions 
would not be 'soft' for London. "London cannot pretend it will be granted for free the same privileged trade treatment now 
that it no longer has a chair on Europe's executive board. It has no voice inside the EU institutions that decide on the 
future of the bloc," the senator said. 
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Europe (ex. UK) 

– The yield on benchmark 10-year Bunds fell to a three-month low of 0.301% last week, down from 0.307%, as investors 
digested the ECB’s commitment to continue its dovish monetary policy, and investors fretted at a widening gulf between 
yields on German debt and that of Greece, Italy and Portugal, as well as the passage of U.S. tax cuts.  

– Total bad loans sitting on Italian lenders' balance sheets rose to EUR66 billion in October, up from EUR65.7 billion a 
month earlier, Italy's Banking Association said Friday. However, the total is still among the lowest levels seen in the past 
two years, as banks continue to boost their financial solidity. October net bad loans have dropped significantly from the 
EUR86.8-billion peak in December 2016, and by roughly EUR23 billion since November 2015 when they hit a record 
EUR89 billion, the ABI said in its December outlook report. The ratio of net bad loans as a proportion of total lending 
stood at 3.79% in October. At the end of 2016 the ratio was 4.89%, the highest since 2015. Before the outbreak of the 
crisis in 2007, the ratio stood at 0.86%. 

– Italy's outstanding public debt climbed to EUR2.2897 trillion in October, higher by EUR5.8 billion on the month, although 
state revenues in the first ten months of the year were 1.3% higher than in same period of 2016, the Bank of Italy said 
Friday. In their monthly statistical report, the central bank acknowledged the erratic pace at which public debt was rising 
as growth consolidates and the public finances' adjustment path continues. Despite a few monthly ups and downs, for 
the first time in years Italy's debt seems to be on an overall downward trend. Rome's government is trying to further 
tighten public finances, as Europe's third-largest economy continues to be stifled by the EU's second-largest debt by 
volume. Following a rosier growth outlook, with GDP now seen at 1.5% this year, the government recently revised its 
fiscal targets for 2017-2020. 

– While the European Central Bank staff economists raised its projections on both GDP growth and inflation, ECB 
President Mario Draghi maintained his soft and dovish wording on the future monetary policy path. "Compared with the 
September 2017 ECB staff macroeconomic projections, the outlook for real GDP growth has been revised up 
substantially," Draghi said at Thursday's post-policy meeting press conference. "At the same time, domestic price 
pressures remain muted overall and have yet to show convincing signs of a sustained upward trend," Draghi added. ECB 
staff now expect inflation to rise to 1.4% next year, 0.2 percentage points higher than forecast in September, but 
remaining far below the price stability mandate of "below but close to 2%". However, the figure for core inflation was 
revised lower to 1.1%. Economic growth is seen at 2.3% in 2018, a marked upward revision of 0.5 percentage points. 
Despite the revision, Draghi noted risks surrounding the euro area growth outlook remain "broadly balanced". 

– Eurozone output growth picked up in December, with expansion running at the highest level in almost seven years, a 
survey released Thursday showed, with the expansion again led by the manufacturing sector. The December Markit 
Composite Purchasing Managers' Index stood at 58.0, up from the 57.5 reading seen in November. According to the 
survey, growth was again seen across all of the 'big four' nations, with French growth outpacing Germany for the third 
consecutive month. Output and input cost inflation remained elevated, just dipping below November's multi year highs. 
"Higher prices also reflected the need to pass higher costs on to customers. Average input costs rose sharply again in 
both sectors, though especially in manufacturing," the survey said. 

Japan 

– The yield on 10-year JGBs dropped to 0.046% last week, down from 0.053% at the previous finish, amid rumors that the 
central bank will next week announce plans to cut bond sales by about Y7 trillion in fiscal 2018, leading to a tighter 
market and lower rates.  

– BOJ officials took particular note of the Tankan December business survey results showing labor shortages in all 
industries have worsened from three months ago and that costs are rising at a faster pace than firms have been passing 
on in higher sales prices, MNI reported Thursday. The officials acknowledged that it remains to be seen whether labor 
shortages and higher costs will prompt more firms to raise wages and retail prices, but remained hopeful on the outlook. 
The BOJ officials also noted that the Tankan data confirmed that the virtuous cycle from rising profits to solid business 
investment remains intact and will support a continuation of the modest economic recovery that the BOJ board expected 
in October. 

– The Japanese government's tax reform, endorsed in parliament Wednesday, plans to give tax credits to firms that 
increase capital investment or raise wages. Prime Minister Shinzo Abe is hoping to take credit for wage hikes through 
government-brokered annual labor-management talks but many firms are cautious about raising fixed labor costs, 
resulting in a slow wage increase and thus lackluster consumer spending. "The government hasn't made sufficient efforts 
to set a standard, such as guiding companies to spend a certain percentage of their profits on wage hikes," said Kenji 
Yumoto, chief senior economist at the Japan Research Institute. In their quest to achieve a stable 2% inflation rate, 
government and central bank policymakers are urging businesses and households be more optimistic about growth 
prospects and increase their spending and investments. “But the Bank of Japan has been wrong in forecasting inflation 
and keeps pushing back the timeframe for hitting its target," Yumoto said. "The private sector cannot trust them when 
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they are asked to be more forward-looking.” The government also plans to raise net income tax revenues by about Y90 
billion by increasing levies on salaried workers and lowering the tax burden for the increasing number of freelance and 
contract workers as part of efforts to improve work-life balance. 

– The outlook for Japanese consumer inflation remains weak, as many companies continue to absorb higher materials and 
labor costs and the support from higher energy prices is set to fade. The core consumer price index (excluding fresh 
food) rose only 0.8% on year in October, Monday data showed. The core-core CPI (excluding fresh food and energy) 
gained just 0.2%. The gap between the key consumer price indexes shows the recent rise in the CPI is due largely to 
higher energy prices. How long companies can continue to avoid raising wages to attract needed labor or avoid rising 
prices to offset increasingly squeezed margins is the key question for the price outlook. The BOJ’s corporate goods price 
index rose 3.5% on year in November after 3.4% in October, led by higher costs for fuels, non-ferrous metals and farm 
produce. Excluding the impact of tax hike-related price pressures in 2014, the recent sharp gain in the key indicator of 
producer prices was the highest since 4.5% in October 2008 in the aftermath of record high gasoline prices. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Market News International 

The information is based on management forecasts and reflects prevailing conditions and our views as of this date, all of which are accordingly subject to 
change. In preparing this document, we have relied upon and assumed, without independent verification, the accuracy and completeness of all information 
available from public sources or which was provided to us by or on behalf of the potential investor or which was otherwise reviewed by us. No responsibility can 
be accepted for errors of fact or opinion.  
Past performance and any forecasts are not necessarily a guide to future or likely performance. You should remember that the value of investments can go 
down as well as up and is not guaranteed. Exchange rate changes may cause the value of the overseas investments to rise or fall. 
The information contained in this document is provided for information purpose only and does not constitute any solicitation and offering of investment products.  
Potential investors should be aware that such investments involve market risk and should be regarded as long-term investments. 
Derivatives carry a high degree of risk and should only be considered by sophisticated investors. 
The investments mentioned in this document may not be suitable to all investors. The information contained in this document is provided for reference only and 
does not constitute any investment advice. Investors are advised to seek independent advice before making any investment decision. Past performance is not 
indicative of future performance. Investment involves risk and investors may not get back the amount originally invested. Please read the relevant offering 
document carefully, in particular fund features and the risks involved in investing in the fund. 
Schroder Investment Management (Hong Kong) Limited is regulated by the SFC. Non-Hong Kong residents are responsible for observing all applicable laws and 
regulations of their relevant jurisdictions before proceeding to access the information contained herein. The document has not been reviewed by the SFC and 
may contain information of non-SFC authorized funds. Issued by Schroder Investment Management (Hong Kong) Limited. 


