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Weekly market watch  
 
As at Friday January 19, 2018 

Equities 

Region / Country  
 
Index 

 
Close 

 
Net Change 

Performance 
Year-to-date 52-week 

Asia-Pacific  
Hong Kong  HSI  32254.89 842.35 7.81% 39.93% 
India  BSE 30 35511.58 919.19 4.27% 30.04% 
Japan  Nikkei  23808.06 154.24 4.58% 24.83% 
Singapore  STI  3550.36 29.80 4.33% 18.02% 
South Korea  KOSPI  2520.26 23.84 2.14% 21.59% 
Taiwan  WSE 11150.85 266.89 4.77% 19.67% 
Shanghai     COMPOSITE 3487.86 58.92 5.46% 12.46% 
Europe 
France  CAC  5526.51 9.45 4.03% 14.16% 
Germany  DAX  13434.45 189.42 4.00% 15.85% 
Italy  FTSE MIB  23749.22 319.39 8.68% 21.85% 
Russia  RTSI  1270.92 9.85 10.09% 11.83% 
UK FTSE 100  7730.79 (47.85) 0.56% 7.25% 
Americas 
Brazil  IBOV  81219.50 1870.38 6.31% 27.00% 
Mexico  IPC  49695.56 559.65 0.69% 7.41% 
Nasdaq  CCMP  7336.38 75.32 6.27% 32.42% 
US  S&P 500  2810.30 24.06 5.11% 24.15% 
US   DOW  26071.72 268.53 5.47% 32.13% 

 

Bonds 
  

Close 
Yield 

Week ago Month ago Year ago 
10 Year Gilt  1.3370 1.3390 1.2050 1.4080 
10 Year OAT 0.8420 0.8520 0.7060 0.8600 
10 Year Bund  0.5680 0.5810 0.3090 0.3790 
10 Year Japan  0.0790 0.0730 0.0370 0.0720 
10 Year Treasuries  2.6380 2.5380 2.4650 2.4750 

 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. markets advanced last week, notching another round of record highs and a third straight week of gains, even as the 
government headed into a shutdown over the weekend. Investors shrugged off the uncertainty and focused on 
expectations of healthy corporate earnings, robust fourth-quarter GDP growth in China and further signs of strength in 
the domestic economy. The Dow Jones rose 1.04% over the week to close at 26,071.72, the S&P 500 added 0.86% to 
end at 2,810.30, while the Nasdaq put on 1.04% to settle at 7,336.38. 

– Archer Daniels Midland has followed Glencore in approaching fellow agribusiness giant Bunge about a takeover, The 
Wall Street Journal reported Friday. The move opens the door to a bidding war ahead of the end of an agreement to 
pause talks between ADM and Glencore that is slated to finish in February. A deal would consolidate two of the world’s 
four largest grain traders amid a squeeze on margins created by global oversupply. Bunge CEO Soren Schroder has 
said he is open to offers the generate shareholder value, but a tie-up would likely require both houses to divest assets in 
North America in order to pass muster with antitrust regulators. This could present an opportunity for Glencore to mop up 
the assets rather than pursue a takeover of Bunge as a whole, though it is unclear what route the Swiss commodities 
trader will take next month come the end of its standstill agreement.  

– Apple said Wednesday that it plans to pay $38 billion in taxes under new Trump tax cut provisions that allow earnings 
held overseas to be repatriated and taxed at reduced rates. The tech giant also said it plans to inject $350 billion into the 
US economy over the next five years, spread across $30 billion in capital expenditures, the hiring of 20,000 new jobs to 
bring its total US workforce above 100,000, and stock-based bonuses worth $2,500 to employees.  

– Goldman Sachs lost money in the fourth quarter, the first time the firm has slipped into the red since 2011. While 
Wednesday’s $1.9 billion quarterly loss was largely the result of a $4.4 billion charge resulting from the new US tax laws, 
the results also showed revenue at the bank’s bonds, commodities and currencies business fell to $1 billion, half that of 
the same period the previous year. Shares fell on the signal of lackluster trade within one of Goldman’s traditional profit 
engines. The bank described the harmonized global monetary policy environment and challenges from fintech startups 
as “challenging” and acknowledged a lull in market activity. The Goldman results mirrored those at Bank of America, 
which said the same day that revenue at its trading arm declined 13% on year in the fourth quarter. 

– General Electric re-ignited talk of a break-up Tuesday after announcing more than $11 billion in fourth-quarter charges 
related to its long-term care insurance portfolio and new US tax laws. GE boss John Flannery identified the power, 
aviation and healthcare units as ripe for a spin-off. The CEO, who took the helm Aug. 1, is in the midst of an aggressive 
turnaround strategy that has already entailed thousands of job losses as GE seeks to cut $3.5 billion in costs. Analysts 
suggested Flannery’s openness suggested a done deal, or at least a coherent plan, while warning that any such move 
would result in unforeseen costs across a range of departments. 

– Citigroup posted a fourth-quarter loss of $18 billion Tuesday, largely related to one-time hits taken on earnings made 
abroad and the handling of deferred tax assets as a result of the Trump-inspired tax cuts. Citigroup books more than half 
of its profits in low-tax countries overseas, and so is expected to reap relatively less benefit than its big bank peers as a 
result of a more favorable tax environment at home, but Citi still indicated it expects its tax rate to fall to 25% this year 
from 20% in 2017. Revenue from its trading arm fell 8% on year. Bank officials also said that the tax savings will boost 
corporate investment and drive higher returns on common equity. 

UK 

– London stocks declined last week as traders took profits and a rally in the pound spurred concern of earnings at 
multinational corporations, while the prospect of another round of Brexit negotiations also triggered unease, particularly 
following comments from French President Emmanuel Macron that the City of London will get no special access to the 
single market. The FTSE 100 dropped 0.62% over the week to close at 7,730.79. 

– GKN came out all guns blazing against a hostile takeover from turnaround specialist Melrose on Thursday, labeling the 
terms of the approach as inaccurate, misleading and offering a “fake premium”. The engineering group focused on 
Melrose’s lack of a track record in galvanizing companies as large as GKN and its inexperience working with “managing 
Tier 1 aerospace and automotive suppliers.” GKN also said that the proposed 32% premium on its Jan. 5 closing price 
was a chimera, as Melrose "is proposing to fund 80% of the offer consideration in shares and Melrose brings no 
industrial synergies,” making the delivered premium less than 11%. GKN also pointed to its lower debt leverage, and 
defended plans announced the previous Friday to break up the company. Finally, GKN appealed to support from pension 
trustees, who will hold sway in the takeover battle, citing as inaccurate Melrose’s claims that it had overseen an increase 
in its pension liabilities. 

– Events and business information group Informa agreed to buy exhibitions operator UBM for GBP4.3 billion including debt 
Thursday, making good on a combination that floundered a decade ago amid speculation that technology would sap 
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demand for face to face contact. Investors took a dim view of the terms for Informa – its shares slipped more than 8% on 
news of the tie-up, which will create the world’s largest operator of business events and exhibitions and is expected to 
generate cost savings of GBP50 million per year. UBM’s share rose 12%, with shareholders receiving 1.083 Informa 
shares for each of their own and cash representing a premium of about 30% on the companies’ closing price last 
Monday. Informa will take about 65.5% of the combined entity. UBM shareholders have the option to vary the mix of stick 
and cash under the terms of the proposal, which has the support of UBM’s board. 

– BP’s Deepwater Horizon nightmare continued Tuesday when the energy giant announced it expects to book an addition 
charge of $1.7 billion for claims relating to the 2010 disaster, bringing the total for 2017 to an estimated $3 billion. Chief 
financial officer Brian Gilvary reassured investors that the charge would be absorbed within existing frameworks and that 
there is light at the end of the tunnel as regarding the remaining liability. The fourth-quarter Deepwater Horizon charge 
came after a class-action suit over claims for business losses and other externalities related to the spill. BP also said it 
would take a separate non-cash charge of $1.5 billion relating to the U.S. tax cuts. 

– Carillion filed for liquidation Monday after the government rejected its appeal for short-term funding in order to carry out a 
restructuring plan, leaving the construction services firm at the mercy of its lenders, which voted against its request to 
borrow GBP20 million on its credit facility. While Carillion put out three profit warnings last year, revelations that it only 
had GBP23 million in cash when it collapsed stunned observers and regulators. The construction services firm’s deficit 
comprised more than GBP2 billion in debt to banks parsed across various lending facilities by the time of its failure. UK 
Business Secretary Greg Clarke has asked the Insolvency Service to fast-track an investigation into Carrilion’s directors, 
past and present, and has requested parallel probes into the company’s accounting and auditors. The quagmire has left 
hundreds of sub-contractors scrambling for receivables as the process of picking over Carillion’s assets gets underway, 
while investors resign themselves to taking a loss and creditors brace themselves to receive as little as one pence for 
every pound owed. 

– Gem Diamonds struck the motherlode at Germ’s Letseng mine in South Africa Monday, unearthing what it claimed is the 
fifth-largest gem-quality diamond ever discovered. Analysts suggested a sale value of $40 million for the 910 carat 
colorless stone. The find bodes well for Gem’s balance sheet, which had eroded in recent years to place the company in 
a net debt position amid doubts over its ability to find large diamonds, as shares rose 15%. 

Europe (ex. UK) 

– European stocks rose to a 10-year high last week, buoyed by resources issues cheered by the apparent health of 
China’s economy, which officials said grew 6.8% in the fourth quarter and 6.9% for the full year. Data showing exports 
across the region rose in November to bolster a healthy trade surplus also encouraged investors. The Eurofirst 300 rose 
0.51% over the week to 1575.68. 

– ThyssenKrupp shares rose Friday as management bowed to shareholder pressure to conduct a strategic review of the 
entire business once it has completed spinning off its steelmaking unit in order to merge it with Tata Steel later this year. 
Cevian Capital is orchestrating shareholder disquiet with the aim of forcing a breakup of the conglomerate amidst a 
period of poor returns that the activist fund suggests is a result of an overly complex structure and a lack of synergy 
between businesses as disparate as servicing elevators and industrial products for mining. While ThyssenKrupp 
management are seemingly reluctant to push through with a root and branch overhaul, CEO Heinrich Hiesinger who has 
overseen a negative shareholder return of 12% since taking over in 2011, acknowledged that the company had failed to 
meet its margin targets.  

– Volkswagen turned in 2017 results Wednesday that suggested the damage from the 2015 diesel emissions scandal is 
well in hand, with sales across its suite of 12 brands rising 4.3% on year to a record 10.74 million units. Sales were up 
8.5% on year at almost 1 million units in December, suggesting the company is on track to transcend the damage done 
to its image even amid a wider market showing signs of strain – Ford and General Motors both warned on costs and 
profits earlier in the week. Volkswagen registered an uptick in deliveries across all its markets except for Germany, even 
in the US, where the overall market for car sales declined for the first time since 2008. 

– Ferroro came home from Wednesday's auction of Nestlé’s US confectionary business with $2.8 billion worth of candy, 
having handed over cash for brands including Nerds, Crunch and LaffyTaffy. The Italian maker of TicTac mints is 
seeking to deepen its presence in the US chocolate market, having picked up Ferrara Candy in October. The sale sees 
Nestlé abandon its fourth place in the US confectionary market behind Hershey, Mars and Switzerland’s Lindt to focus on 
ice cream, frozen meals and pizzas as well as fast-growth lines such as coffee. Ferroro beat Hershey and private equity 
group Rhône Capital to the punch. 

– Ericsson said Tuesday that it will absorb $1.8 billion in charges following a round of impairment tests, and $125 million in 
non-cash charges relating to the US tax reforms. The news caps a bleak year after the Swedish telecoms equipment 
maker took charges of a similar value in March that were related to issues with its contracts and writedowns on its media 
and cloud computing arms. The latest writedowns were evenly split between its media and cloud businesses, and digital 
services. Ericsson’s core networks unit and managed services businesses took smaller charges totalling SKr500 million. 
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Japan 

– Tokyo stocks rose last week, with traders picking off bargains amid hopes for a strong round of earnings from Japanese 
companies next week Japan's Nikkei 225 Index increased 0.65% over the week to reach 23,808.06. 

– Toshiba bid good riddance to its Westinghouse U.S. nuclear assets Thursday, saying in a statement that a sale to an 
entity controlled by Baupost Group by March will help bolster its capital by Y410 billion. Toshiba said the injection 
coupled with Y600 billion raised in December though the issue of news shares should re-balance its capital position by 
the end of the fiscal year, ensuring the company avoids being delisted in Tokyo. Toshiba said the deal will generate 
aftertax profit of Y170 billion, a paltry return on an investment that cost $5.4 billion in 2006 before the U.S. entity ran 
billions of dollars over-budget and sought bankruptcy protection in March. 

– Toyota Group’s trading business swooped to shore up supplies of lithium for its electric vehicle batteries Tuesday, 
agreeing to take a 15% stake in Orocobre of Australia for $224 million. The investment will enable the miner to more than 
double production at its Olaroz mine in Argentina to 42,500 tonnes per year, securing Toyota Tsusho with a stable supply 
of lithium. The two companies are also in the process of signing off a deal to develop a lithium hydroxide plant in 
Fukushima capable of producing 10,000 tonnes per year. 

– SoftBank plans to list its mobile unit in Tokyo and abroad in 2018 with an eye to attracting Y2 trillion for what would be 
one of Japan’s largest ever initial public offerings, Nikkei Asian Review reported Monday. SoftBank will seek to sell about 
30% of its outstanding shares and retain the remainder as part of an IPO that could rival the Y2.2-trillion record notched 
by Nippon Telegraph and Telephone in 1987. SoftBank Group’s mobile business, SoftBank Corp., earned more than 
Y400 billion operating profit in the April-September period. The listing aims to give the unit greater freedom to operate as 
its parent continues to pursue an aggressive acquisition strategy alongside operating the $93-billion SoftBank Vision 
Fund. London is the most likely target for SoftBank Corp.'s overseas listing, following a debut in Tokyo that could come 
as early as spring. 

Asia-Pacific (ex. Japan) 

– Mainland Chinese stocks reached two year highs last week, tallying five straight weeks of gains on the back of statistics 
showing China’s economic growth accelerated for the first time in seven years in 2017. Banks and infrastructure 
companies powered the gains. The Shanghai Composite added 1.72% over the week to settle at 3,487.86. 

– Hong Kong stocks recorded a fourth-straight record high Friday, led by mainland developers and financial companies on 
the back of abundant liquidity and the China economic data. The Hang Seng Index was up 2.68% for the week at 
32,254.89. 

– Taiwan stocks moved higher last week, lifted by tech stocks and Taiwan Semiconductor Manufacturing Corp. in 
particular following a robust earnings report – notable for the fact that cryptocurrency mining sales surged. The Taiex 
Index gained 2.45% over the week to end at 11,150.85.  

– Seoul stocks advanced last week, taking their lead from global peers despite concerns over a draft plan that would see 
some foreign investors levied with capital gains tax if they hold as little as 5% of a South Korean company, down from an 
existing 25% threshold. The Bank of Korea held interest rates, as expected. The Kospi added 0.95% for the week to 
close at 2,520.26.  

– Singapore stocks turned higher, overcoming a report showing that the city-state’s exports rose more slowly than 
expected, as energy and real estate issues took the lead. The Straits Times Index was up 0.85% for the week at 
3,550.36. 

Emerging Markets 

– Brazil stocks rose last week, bolstered by foreign inflows to approach all-time highs on the back of optimism over the 
country’s economy and expectations that policy makers will get a handle on public debt. Embraer SA attracted buyers 
pinning hopes on a tie-up with Boeing. The Bovespa put on 2.36% over the week to settle at 81,219.50. 

– Mexico stocks tracked global markets higher, with investors given a lift by softening rhetoric from U.S. President Donald 
Trump that suggests he is slowly getting the message on the importance of NAFTA and hence may pull back on his 
threat to take the U.S. out of the agreement. The IPC was up 1.14% at 49,696.56. 

– India stocks also touched an all-time high last week, bursting through the 35,000-level and sparking concern that the 
market is overheating amid an ongoing run of rosy corporate earnings. Concerns centered on the prospect of a budget 
proposal due in two weeks that will highlight a sticky fiscal situation for the government. The BSE 30 advanced 2.66% 
over the week to 35,511.58.  

– Russia rounded out the list of major benchmarks to clear all-time records, backed by the ruble running at multiyear highs 
versus the dollar amid expectations for a strengthening economic recovery this year. The RSTI increased 0.78% for the 
week to 1,270.92.   
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Alternative Assets 

– Crude oil prices fell last week after the International Energy Agency predicted that US output will rise above 10 million 
barrels per day this year – the highest since 1970. Expectations of plentiful supply offset strong demand expectations 
and the continuing positive sentiment attached to the OPEC agreement to curb production. Benchmark U.S. crude lost 
1.5% over the week to settle at $63.37 a barrel on the New York Mercantile Exchange. Brent crude, used to price 
international oils, fell 1.8%to close at $68.61 a barrel.  

– Gold prices declined slightly last week, putting an end to a run of five straight weeks of gains, largely as a result of rising 
inflation expectations and a warning from Macquarie that the risk of a bullion price reversal is increasing. February gold 
fell 0.1% over the week to close at $1,333.10 per troy ounce.  

Fixed Income 
US 

– The yield on benchmark 10-year Treasuries rose to 2.638% last week, up from 2.538% at the prior week’s close, with 
investors turned off by the prospect of a government shutdown amid opposition from Senate Democrats.  

– The December Chicago Business Barometer was revised up to 67.8 from 67.6 previously, following the annual seasonal 
adjustment recalculation, Thursday data showed. Growth was revised higher in the first, third and fourth quarters but a 
downward revision to second quarter growth was enough to deliver an aggregate 0.3-point drop in the Barometer over 
2017. June saw the largest revision, with the Barometer revised down 2.1 points to 63.6 from its initial estimate of 65.7. 
Activity in the second half of the year was revised higher by 1.3 points, led by a 1.7 point upward revision made to the 
Barometer in November. Overall, the revisions suggest economic activity ran at a slightly softer pace over first six 
months of the year but that growth over H2 2017 was higher than previously estimated. 

– US jobless claims clocked their lowest monthly print in 45 years Thursday, coming in at 220,000 for the week ending Jan. 
13 against expectations for 250,000. Analysts suggested the decline was exaggerated because several states put in 
estimated numbers. Still, the U.S. labor market is near full employment, with the jobless rate at a 17-year low of 4.1%. 

– The pace of housing starts posted an 8.2% decline to a 1.192 million seasonally adjusted annual rate in December, a 
surprise to analysts surveyed by MNI expecting a 1.275 million pace, data reported by the Commerce Department 
Thursday morning showed. Housing starts fell 14.2% in the South region, reflecting a slowdown post-hurricanes. In 
addition to the decline in the South, all other regions saw declines. The Northeast saw a 4.3% decline, the Midwest a 2.2% 
drop, and the West a mild 0.9% fall. Building permits fell 0.1% in the month to 1.302 million, above the 1.293 million 
expected. Homes permitted but not started rose 1.3%. Single-family permits authorized increased 1.8% to 881k, the 
highest level seen since August 2007. This suggests starts could pickup in December. However, multi-family permits saw 
a 3.9% decline, which did offset the gain of single-family. 

– The Federal Reserve's report on Current Economic Conditions, known as The Beige Book, released Wednesday showed 
five districts experiencing "modest" growth and six districts "moderate" growth, while Dallas saw a "robust increase." The 
2018 outlook continues to be optimistic amongst contacts throughout the country. Most districts saw modest to moderate 
price growth. Chicago noted prices increased slightly. Conversely, San Francisco saw price inflation being down slightly. 
Pricing pressures were mixed in the districts, with increases reported in manufacturing, construction, or transportation 
input costs. Some districts found it easier to increase selling prices. Employment saw modest growth, despite most 
districts continuing to see a tight labor market. The ability to find skilled labor was said to be actually constraining growth 
in some instances. Wages were reportedly increasing at a modest pace, with some districts expecting further increases 
in the months ahead. Dallas saw economic activity pickup after moderately expanding through 2017, mainly due to 
continued growth in the manufacturing sector. Prices were elevated in manufacturing and retail, with many firms planning 
to pass through high-labor and input costs into prices in 2018. 

– Industrial Production and Capacity Utilization data for December released by the Federal Reserve Wednesday came in 
stronger than the 0.5% expected at 0.9%, but November IP was revised down to a fall of 0.1% from growth of 0.2%. This 
puts December year-on-year IP at 3.6%, the highest calendar year gain since 2010. Utilities bolstered the strong IP 
reading, with a 5.6% surge. Manufacturing posted its fourth consecutive gain, with a more modest 0.1% gain, confirming 
that despite factory work hours slipping in December, manufacturing has remained a positive for growth. 

– Consumers' expectations for one-year and three-year inflation picked up modestly, to 2.8% and 2.9% respectively, 
reported the New York Fed's Survey of Consumer Expectations on Tuesday morning. This rise in expected inflation 
mirrors a continually tightening labor market. The median year ahead earnings growth expectations continued its rise 
since October, ticking up to 2.7%, as the perceived probability that unemployment will be higher in a year dipped down to 
33.5%. Both indicators reached levels not seen since late 2014. In line with the labor market tightening, the probability of 
both one leaving their job voluntarily and involuntarily increased slightly to 21.7% and 13.8%, respectively. These levels 
are still below October's surge, but in line and slightly above the trailing 12-months. 
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UK 

– The yield on 10-year Gilts fell to 1.337% last week, down from 1.339% at the previous week’s close, amid weaker than 
expected retail sales data in December.   

– Retail activity plunged in December, with Black Friday sales pulling holiday buying into the month of November, leaving 
fourth quarter sales only slightly above their level of the previous three months. Sales volumes fell by 1.5% between 
November and December, falling short of the median MNI median forecast of a 1.0% decline. On an annual basis, retail 
sales increased by 1.4%, well below the MNI median of a 2.8% improvement. November sales were revised to show a 
1.0% gain, boosted by strong Black Friday sales toward the latter part of the month, down from the originally reported 
1.1% gain. That takes fourth quarter sales volumes 0.4% above their level of the third quarter, leaving the retail sector, 
which accounts for 5.4% of output, poised to add a modest 0.02 percentage points to gross domestic product in the final 
three months of the year. The data should come as no surprise as MNI’s ‘5 Things To Look For’ noted that the last two 
December retail sales readings have surprised significantly to the downside. Since 2010, the official December 
retail sales numbers (both m/m and y/y) have tended to disappoint, coming in below the market consensus on four 
of the last seven Decembers.   

– UK house prices rose on balance in December after turning flat in November, a survey by the Royal Institution of 
Chartered Surveyors found. The headline October through December house price balance rose to 8 in December from 
zero in November. The price balance for house prices in the three months ahead fell to -6% from -4%. The RICS survey 
gives balances of those property surveyors reporting and expecting price increases, and is a measure of the dispersion 
of house price moves rather than their magnitude. RICS said its data were compatible "with a marginal increase in prices 
nationally ... over the coming months.” 

– The labor market is likely to tighten further, with pay growth rising faster than consensus, and another rate hike would not 
be restrictive, Bank of England Monetary Policy Committee member Michael Saunders said Wednesday. Saunders, in a 
speech to the Financial Intermediary and Broker Association, noted that firms have reported more intense recruitment 
difficulties, adding that he expected pay growth to pick up a bit from current levels, lifting it higher than expected by the 
bulk of external economists. He left the door wide open to further hikes in Bank Rate, while avoiding any comment on the 
likely timing of the next move. "Pay growth in 2018 is likely to stay well below the pre-crisis norm of 4% or so. But, I 
suspect it is more likely to overshoot than undershoot the external consensus, which is for AWE (average weekly 
earnings) growth of 2.6% in 2018 and 2.8% in 2019," Saunders said. 

– Consumer price inflation dipped in December due to air fares while input price inflation fell sharply, Wednesday data 
showed. The consumer price index increased by an annual rate of 3.0% last month, down from 3.1% in November and in 
line with the MNI median forecast. Air fares contributed negative 0.12 percentage points to the change in the annual CPI 
rate. A National Statistics official said that the reason air fares fell was due to the new system of weightings introduced in 
2017, with these fares having less weight in the overall CPI basket. The downward impact from air fares could be 
transitory, as they will be re-weighted again for the 2018 data series. 

– Bank of England Monetary Policy Committee member Silvana Tenreyro said Monday she anticipated a couple more 
Bank Rate hikes in the next couple of years if the economy were to evolve in line with the MPC's central forecast. But 
she warned that if productivity growth differed from the MPC's expectations this would alter the rate path. In her inaugural 
speech as an MPC member, Tenreyro told an audience at Queen Mary College in London that the risks to the MPC's 
productivity forecast were skewed to the upside. If productivity growth does turn out stronger than the committee 
anticipated, at first glance that would suggest an even lower path for Bank Rate, but Tenreyro said that the evolution of 
demand in response to productivity changes would be key. 

Europe (ex. UK) 

– The yield on benchmark 10-year Bunds declined to 0.568% last week, down from 0.581% at the prior week’s, amid flight-
to-quality buying following shutdown of the US government and stall in German Grand Coalition talks. 

– The front-end of the German yield curve outperformed, in turn steepening the yield curve following MNI’s European 
Central Bank sources story that said the Governing Council will likely focus on its March meeting to decide whether to 
alter the wording of its current forward guidance and wait until June before announcing an end-date for its asset 
purchase programme (APP).  Speculation that QE could be 'tapered' to Dec 2018 and there be 2-quarters before 
rates start to rise supported bid in Euribor. 

– The Bank of Italy on Friday upped its economic growth forecasts for Italy to 1.4% this year and to 1.2% in 2019 and 
2020. In its quarterly Economic Bulletin the central bank warned however that growth consolidation was tied to the 
government pursuing fiscal targets and market-friendly measures. "This forecasting scenario assumes that financial 
conditions continue to be accommodative,", the BOI said, through "policies capable of fostering long-term economic 
growth by supporting investment and consumption choices, while also lending credibility to public debt reduction 
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objectives”. In its July bulletin, this year's GDP was seen at 1.3%, while 2017 growth was forecasted at 1.4%. It has now 
been revised to 1.5%. 

– Eurozone current account numbers showed a wider account surplus in November compared to the previous month 
Friday. Higher exports helped the adjusted surplus reached EUR32.5 billion, up from EUR30.3 billion in October. 

– European Central Bank Governing Council member Jens Weidmann on Thursday demanded more public money is 
spent on investments in research, education and digital infrastructure. "A positive output gap does not signal a need for 
an expansive fiscal policy stance," Weidmann said in a speech in Frankfurt. It would be rather advisable "to maintain a 
safety margin to the existing fiscal rules in the face of the looming demographic challenges.” Targeted investments in 
research, education and, digital infrastructure "are required to raise growth potential," he added. Pension reforms should 
tie retirement age to life expectancy helping to maintain a high pension level while mitigating losses in labor supply. 
"Most of these measures require a shift in public expenditure from consumption to investment, rather than additional 
spending," Weidmann underlined. 

– Italy's government has launched a strategic new industrial plan to prepare the ground for the end of the European 
Central Bank's asset-purchase program, government officials told Market News Wednesday. "We need to pursue a path 
of anti-cyclical economic policies that boost investments and create new jobs. It is paramount that we have a backup 
plan for when the ECB's quantitative easing comes to its natural conclusion," said Mauro del Barba, a Democrat member 
of the Senate's Budget Committee. The only way to do so is by continuing with accommodative policies at national level 
that may further consolidate growth, argued Del Barba, and the timing is crucial. "We must do this now before the ECB 
starts unwinding its policy, thus depriving Europe and by extension all members of a significant growth stimulus," he said. 

Japan 

– The yield on 10-year JGBs rose to 0.079% last week, up from 0.073% at the previous week’s finish, amid whispers that 
the Bank of Japan may be mulling an end to its huge stimulus program, though most analysts still expect the central 
bank to continue its zero percent target for the 10-year yield.  

– The Japanese government on Friday revised up its overall economic assessment for January, the first upward revision in 
seven months, saying the domestic economy is "recovering moderately," backed by both the corporate and household 
sectors. It was an upgrade from the previous statement that the economy was "in a modest recovery phase.” In addition 
to last month's upward revisions to its assessments of imports, capital investment and industrial production, the 
government also revised up its view on private consumption this month for the first time in seven months, saying it is 
"picking up," instead of "picking up moderately.” The Cabinet Office's Private Consumption Integrated Estimates index, 
which is based on both supply- and demand-side data, posted the second straight month-on-month rise in November, up 
a sharp 1.1%, after rising 0.2% in October and falling 0.5% in September. 

– The BOJ on Friday left the scale of its purchases of Japanese government bonds unchanged because the upward 
pressure on JGB yields was limited despite an unexpected jump in U.S. Treasury yields overnight. The amount of 
Friday's JGB purchases with a remaining life of 5 to 10 years was Y410 billion, unchanged from the previous similar 
operation conducted on Monday. The BOJ also maintained the scale of its purchases of longer-term JGBs at Y190 billion 
for those with a remaining life of 10 to 25 years and at Y80 billion for those with a remaining life of over 25 years. 

– Japanese machinery orders unexpectedly posted a second straight month-on-month rise in November, indicating 
continued solid demand for business investment in early 2018, but officials said Wednesday that the recent flat to slight 
uptrend in orders is not strong enough for the government upgrade its view. The November gain was led by a large one-
off order from wholesalers for cranes and conveyers and a rebound in orders from construction firms, suggesting 
companies are trying to make their operations more efficient amid serious labor shortages in some sectors. Demand for 
industrial robots remain strong, official said. Core private-sector machinery orders, which exclude volatile orders for 
power generation equipment and ships, rose 5.7% on month in November after rising 5.0% in October and falling 8.1% in 
September. 
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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. 


