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Weekly market watch  
 
As at Friday August 23, 2019 

Equities 

Region / Country  
 
Index 

 
Close 

 
Net Change 

Performance 
Year-to-date 52-week 

Asia-Pacific  
Hong Kong  HSI  26,179.33 445.11 1.29% -5.39% 
India  BSE 30 36,701.16 (649.17) 1.75% -4.27% 
Japan  Nikkei  20,710.91 292.10 3.48% -8.37% 
Singapore  STI  3,110.35 (4.68) 1.36% -3.19% 
South Korea  KOSPI  1,948.30 21.13 -4.54% -15.04% 
Taiwan  WSE 10,538.11 117.22 8.33% -2.51% 
Shanghai     COMPOSITE 2,897.43 73.60 16.18% 6.15% 
Europe 
France  CAC  5,326.87 26.08 12.60% -1.71% 
Germany  DAX  11,611.51 48.77 9.97% -6.10% 
Italy  FTSE MIB  20,473.86 151.27 11.73% -0.65% 
Russia  RTSI  1,268.45 28.64 18.69% 21.50% 
UK FTSE 100  7,094.98 (22.17) 5.45% -6.19% 
Americas 
Brazil  IBOV  97,667.49 (2,138.29) 11.13% 29.13% 
Mexico  IPC  39,846.60 507.05 -4.31% -19.91% 
Nasdaq  CCMP  7,751.77 (144.23) 16.83% -1.61% 
US  S&P 500  2,847.11 (41.57) 13.57% -0.35% 
US   DOW  25,628.90 (257.11) 9.87% -0.11% 

 

Bonds 
  

Close 
Yield 

Week ago Month ago Year ago 
10 Year Gilt  0.4810 0.4660 0.6910 1.2700 
10 Year OAT -0.3730 -0.4130 -0.0880 0.6780 
10 Year Bund  -0.6750 -0.6850 -0.3550 0.3390 
10 Year Japan -0.2310 -0.2280 -0.1420 0.1000 
10 Year Treasuries  1.5334 1.5538 2.0812 2.8261 

 Base lending rates 
Prime Rates Latest  6 months ago  12 months ago  

US  5.25 5.50 5.00 
Canada  3.95 3.95 3.70 
Japan  1.48 1.48 1.48 
Britain  0.75 0.75 0.75 
ECB  0.00 0.00 0.00 
Switzerland  0.50 0.50 0.50 
Australia 1.00 1.50 1.50 
Hong Kong  5.38 5.38 5.25 

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

– All three main U.S. stock indexes fell sharply on Friday on President Donald Trump’s combative comments on China, 
erasing gains made earlier in the week. Trump’s comments stoked investors’ fears that trade tensions between the U.S. 
and China could push the global economy into recession. The Dow Jones Industrial Average fell 2.37% on Friday 
pushing the index down 0.99% for the week to close at 25,628.90. The S&P 500 index fell 2.59% on Friday and 1.44% 
on the week to 2,847.11. The Nasdaq Composite fell 3.00% on Friday and 1.83% for the week to close at 7,751.77.  All 
three indexes have declined for four consecutive weeks.  

– US President Donald Trump escalated the trade conflict on Friday, calling Chinese President Xi Jinping “the enemy” and 
raising tariffs on Chinese imports in retaliation for Beijing doing the same earlier in the day. Trump urged American 
companies to “find an alternative to China.” The U.S. will raise tariffs on $250 billion of Chinese goods to 30% from the 
current 25% effective October 1, and pushed the 10% tariff on another batch of Chinese imports to 15% starting from 
September 1 from the 10% rate previously announced. Trump’s strong words against Xi sent in a tweet Friday morning 
sent the stock market down sharply, while the tariff increases were announced after the market closed. China said Friday 
it would levy tariffs of 5% to 10% on $75 billion of U.S. exports to China, to be implemented in two batches – the first on 
September 1 and the second on December 15, matching the then planned U.S. tariffs of 10 percent on about $290 billion 
of Chinese imports.  The Chinese duties would apply to a range of goods including soybeans, beef, pork and crude oil.  
In addition, a 25% tariff would be applied to imports of U.S. vehicles and car parts as of December 15, up from the 5% 
tariff currently in place. Earlier in the week, Trump and Secretary of State Mike Pompano both linked a peaceful 
resolution of the anti-government protests in Hong Kong with a resolution of the bilateral trade conflict. At a dinner with 
business executives and free trade economists on August 18, Pompeo said he believes the trade tension with China 
could come to an end by the 2020 presidential election, CNBC reported, citing people who attended the gathering.  
China rejected linking the Hong Kong protests with the trade talks. China said if the U.S. goes ahead and place a new 
10% tariff on $130 billion of Chinese goods as of September 1 and on another $155 billion of goods on December 15, as 
Trump said last week. Trump indicated he had no choice but to impose the trade penalties have been a drag on the 
global economy. “Somebody had to do it. I am the chosen one,” Trump told reporters while looking skyward. “Somebody 
had to do it. So, I’m taking on China. I’m taking on China on trade.” China again argued that bilateral trade had been 
“mutually beneficial” and urged to Washington to “get along with us.” A foreign ministry spokesman said Beijing hopes 
Washington can “meet China halfway” in settling the trade conflict. The Chinese Ministry of Finance said Thursday that it 
had no information on the next round of trade negotiations, expected to be held in Washington.  A spokesman noted that 
the top trade negotiators – Vice Premier Liu He on the Chinese side and U.S. Trade Representative Robert Lighthizer as 
well as Treasury Secretary Steven Mnuchin – held a phone call on August 13 and said they would hold another in two 
weeks. 

– Trump continued his pressure on the Federal Reserve to cut interest rates significantly at its next meeting in September. 
In a closely watch speech at the Fed’s annual Jackson Hole retreat, Fed Chair Jay Powell warned that trade uncertainty 
was a “new challenge” for central bank policy but that the Fed had little ability to influence trade negotiations.  Powell 
gave no new signal that the Fed would cut in September, repeating the remark he has made since June that “we will act 
as appropriate to sustain the expansion.” Trump responded on Twitter. “As usual, the Fed did NOTHING! It is incredible 
that they can ‘speak’ without knowing or asking what I am doing, which will be announced shortly,” Trump said, referring 
to the tariff hikes announced later in the day. “We have a very strong dollar and a very weak Fed. I will work ‘brilliantly’ 
with both, and the U.S. will do great.  My only question is, who is our bigger enemy, Jay Powell or Chairman Xi?” 
Trump’s comments on Friday came after he backtracked on Thursday on comments made the day before that he was 
considering proposing tax cuts to help the economy. “I’m not looking at a tax cut now,” he told reporters at the White 
House on Thursday. “We don’t need it. We have a strong economy.” In his Thursday comments, Trump again called on 
the Fed to cut interest rates by a full percentage point. “I think that we actually are set for a tremendous surge of growth, 
if the Fed would do its job,” Trump said. “That’s a big if.” Whether the Fed will cut rates at all in September remains a 
question, with minutes of the July meeting, at which the Fed cut rates for the first time since 2008, showed strong 
divisions among the members of the Federal Open Market Committee.  In addition, four Fed district bank presidents 
indicated this week that they were not ready yet to cut interest rates further.  

– The Trump administration released a new regulation loosening the “Volcker rule” that prohibited banks for making short-
term economic bets using their own money, so called proprietary trading.  Under the rule, part of the Dodd-Frank law 
enacted by the global financial crisis, banks were allowed invest in assets held for more than 60 days but had to seek an 
exemption for holding such assets. Now bank can determine themselves which assets need exemptions and any assets 
held more than 60 days are deemed to be in compliance. Critics charged that the changes to the Volcker rule – named 
after former Federal Reserve Chairman Paul Volcker – would result in an increase in risky behavior, though proponents 
say it won’t make much difference.  
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– U.S. retailers posted strong sales and profit increased in the second quarter, showing the U.S. consumer continues to 
spend. General merchandise store Target said its sales at established stores rose 3.4% from a year earlier, above 
forecasts for 3%.  Target is profiting from its investment in on-line sales, which rose 34% in the second quarter. The 
company increased its full-year profit forecast to between $5.90 and $6.20 per share, up from $5.75 to $6.05. DIY and 
home furnishing chain Lowe’s saw sales rise 2.3% in the second quarter, beating estimates for 1.7%.  Lowe’s did not 
change its profit guidance, which it cut in May due to higher costs. Luxury retailer Nordstrom’s profit also beat 
expectations, though sales fell more than expected. Sales fell to $3.78 billion in second quarter that ended August 3, 
down from $3.98 billion a year earlier and below expectations of $3.93 billion.  But profit rose to $141 million, or 90 cents 
per share, well above expectations for 75 cents, as it cuts costs and kept inventory levels under control. Nordstrom’s 
adjusted down its full-year profit guidance to between $3.25 and $3.50 per share, down from $3.25 to $3.65.  

– Facebook’s plan to issue its own digital currency, Libra, will be formally investigated by the European Union antitrust 
regulators, the Financial Times reported. Facebook has faced heavy criticism from regulators, central bankers and 
politicians since it announced in June its plan to launch Libra in 2020.  Of the 27 companies have backed the plan – 
including Visa, MasterCard, Uber and Spotify – some have grown nervous about their involvement given the extent of the 
criticism.  

– Retail giant Walmart has sued Tesla, accusing the electric car and solar energy company of supplying solar panels that 
were responsible for fires at seven of its stores.  The solar panels, installed at 240 Walmart stores, were produced by 
SolarCity starting in 2010.  Tesla acquired the company in 2016 for $2.6 billion.  

– Apple has spent $6 billion on content for its new TV+ video streaming service to be launched this autumn, the Financial 
Times reported, in an effort to compete with Netflix, Disney and AT&T-owned HBO.  The payout is still well below the $15 
billion that Netflix has spent on content this year. Apple’s new service is expected to go live within the next two months, 
in an attempt to get ahead of the launch of Disney Plus, which is due to debet on November 12. Apple has not yet 
revealed details of its pricing for TV+.  

– Stock in Pacific Gas & Electric (PG&E) fell 25% on Monday after the judge overseeing the company’s bankruptcy ruled 
that a jury to decide whether the company was liable damages due to the Tubbs Fire, which killed 22 people and burned 
thousands of acres of California land. CalFire, a California state agency, cleared PG&E in 2017 of responsibility for the 
Tubbs Fire.  The judge’s ruling potentially opens the company up to more litigation, given that CalFire said PG&E 
equipment caused the Camp Fire in 2018, the state’s deadliest and most destructive fire.  

UK

– The FTSE 100 fell 0.47% on Friday in line with the U.S. market, pushing the index down 0.31% 0n the week to close at 
7,094.98, on worries about the global economy and Brexit.  

– The European Union rejected Tuesday the demand by Prime Minister Boris Johnson to renegotiate the Brexit transition 
deal, making a no deal Brexit on October 31 more likely.  Johnson had demanded the scrapping of the “backstop” 
provision to prevent the erection of a hard border between Northern Ireland, which is part of the UK, and the Republic of 
Ireland, a member of the EU, which would see the UK remain in a customs union with the EU for an indefinite period.  
The European Council President Donald Tusk said Johnson did not offer any “realistic alternatives.” French President 
Emmanuel Macron on Thursday said the Irish backstop was “indispensable” to the transition deal and that any 
renegotiated deal would not be far from the original. German Chancellor Angela Merkel said she hoped that a 
breakthrough could be reached in the next 30 days but offered no concessions. Johnson argued that the EU won’t be 
motivated to negotiate until he can head off an attempt in early September by members of parliament to prevent a no 
deal Brexit. It is unclear whether the attempt by the opposition Labour Party to get all opposition parties to back a vote of 
no confidence against Prime Minister Boris Johnson’s Conservative government in early September well succeed, 
resulting in the call  a national election. Johnson has made it clear that he will proceed with Brexit on Oct. 31 with or 
without a transition deal and has made preparations for a no-deal Brexit his government’s top priority. However, a leaked 
official report by the Cabinet Office said that the most likely outcome of a hard Brexit would be shortages of fuel, food 
and medicine, given that 85% of the trucks that would transport goods across the English Channel from the EU are not 
ready to comply with EU standards, creating a transportation crisis that could last up to three months.  

– CK Asset Holdings agreed to pay 4.6 billion pounds to buy Green King, the UK’s largest listed pubs and brewery group.  
CK Asset Holdings, founded by Hong Kong billionaire Li Ka-shing and run by his son Victor, took advantage of the weak 
pound exchange rate in making the purchase and were undeterred by the possible economic impact of Brexit.  

– Entertainment One, the owner of the children’s cartoon franchise Peppa Pig, accepted a 3.3 billion pound buyout offer 
from U.S. toymaker Hasbro.  Entertainment One’s stock price rose sharply on Friday as investors bet that a bidding war 
would break out given the increased interest in popular content for video streaming services. Peppa Pig generated 90 
million pounds in revenue in the year to March 31, up 20% from a year earlier, due to international expansion. The sale 
of the UK property by a foreign buyer was again supported by the weakening of the pound due to concerns about Brexit.  

– Plumbing supply house Ferguson is considering switching its listing from the UK to the U.S. under pressure from U.S. 
activist fund Trian Partners. One major shareholder told the Financial Times he supported the move, noting that 90% of 
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Ferguson’s business was with the U.S. However, the move could alienate many UK-based fund managers, whose 
mandates may prevent them from investing in overseas assets.  The company would need approval from 75% of 
shareholders to make the move.  

– Rolls-Royce is in talks to sell its French nuclear power business to Framatome, in which French government-based EDF 
owns 75%, the Financial Times reported. The French enterprise, separate from the company’s UK civil nuclear business, 
makes instruments and controls to monitor radiation and temperature in nuclear reactors.  It employs 600 workers in 
France and is thought to be worth about 200 million pounds. The French civil nuclear business generated 15 billion 
pounds in revenue last year.  

– Anglo-Australian miner BHP reported on Tuesday that its profits for the year to June rose 2% and declared a record 
dividend of 78 cents per share. Profits rose to $9.12 billion from $8.93 billion due to a jump in iron ore prices after the 
supply disruption in Brazil, but were slightly below analysts’ expectations. But BHP, the world’s largest miner, warned 
that if the U.S.-China trade conflict continued it would dampen world growth and demand for its products.  
 

Europe (ex. UK) 

– On the continent, the Eurofirst 300 fell 0.83% on Friday on the escalation in the U.S.-China trade tension, but still 
managed a 0.23% gain the week to 1,459.44.  

– Deutsche Bank will transfer up to 800 staff to BNP Paribas as part of the deal for the French lender to take control of the 
German bank’s prime brokerage unit that serves hedge funds, the Financial Times reported. Tens of billions of assets 
will change hands as Deutsche exits investment banking as part of its massive restructuring program that will see the 
bank cut 18,000 jobs.  

– German carmaker Volkswagen is interested in buying a stake in U.S. electric carmaker Tesla, the German Manager 
Magazin publication reported on Thursday, citing company sources.  Volkswagen would gain from Tesla’s expertise in 
batteries and software, the magazine said.  Volkswagen had no comment on the rumors. But a banker close to the 
German company said Volkeswagen couldn’t justify paying what it would take to acquire a stake, the Financial Times 
reported. Tesla’s stock price rose only modestly on the rumor.  

– Global Fashion Group, which focuses on online fashion sales to emerging markets, posted a sharp rise in new orders 
and new customers in the latest quarter, the first results after its initial public offering last month.  Net merchandise value 
rose 23% to 449 million euros in the three months to June, with the number of active customers increasing 15% to 12 
million and the number of orders increasing 25% to 8.9 million. However, GFG continued to lose money, posting a loss of 
3.2 million euros in the latest period, little changed from the previous quarter.   

Japan.   

– The Nikkei 225 index rose 0.40% on Friday, as investors took a wait-and-see stance ahead of U.S. Federal Reserve 
Chairman Jay Powell’s speech after the market close. The index rose 1.43% on the week to close at 20,710.91, as the 
yen fell against the dollar.   

– Trade ministers from Japan and the United States have ironed out their differences in the latest trade negotiations, 
Economic Revitalization Minister Toshimitsu Motegi said Friday, suggesting that they had reach agreement on a new 
bilateral trade deal, Kyodo news service reported. The U.S. wanted Japan to open up its agriculture market to U.S. farm 
products, in return for which Japan wants the U.S. to lower tariffs on industrial imports and an exemption for any tariffs 
the U.S. places on imported cars. Asked about differences over Japanese tariffs on U.S. beef and U.S. on automobiles, 
Motegi said the differences had been bridged. Japanese Prime Minister Shinzo Abe and U.S. President Trump are 
expected to endorse the deal during their meeting on the sidelines of the Group of Seven meeting in France last 
weekend, after which a formal announcement would be made, Motegi said.  

– The trade dispute between Japan and South Korea intensified further last week, with Seoul ending an intelligence 
sharing agreement with Tokyo. Japan created a “grave change” in the environment for bilateral security cooperation by 
removing South Korea of its “white list” of country’s receiving preferential trade treatment, said Kim You-geun, a deputy 
director of the National Security Council. No progress was made to settle the bilateral dispute at a meeting of Chinese, 
Japanese and South Korean trade ministers in Beijing on Tuesday and Wednesday. Japan did approve on Tuesday for 
the second time in as many weeks the exports of materials needed in production of semi-conductors and other high-tech 
products. A boycott in South Korea of Japanese products gathered steam. On July 4, Japan tightened controls on 
exports to South Korea of materials critical to the manufacture of semiconductors. Samsung, SK Hynix and other South 
Korean chipmakers rely on Japan for most of their supplies of the chip-making materials.  Japan’s move came following 
Seoul’s decision to let South Korean courts seize assets of Japanese companies to compensate individuals who claimed 
to have been forced to work for Japanese companies during World War II, after the country’s Supreme Court ruled that a 
1965 treaty in which Japan paid compensation to South Korea did not cover claims by individuals.  
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– Japanese technology company Uhuru, backed by SoftBank, is planning to list in London in October, despite uncertainty 
created by Brexit. Uhuru develops technology that connects smart devices to the cloud, the so-called internet of things. 
UK chip designer Arm Holdings, also owned by SoftBank, is one of Uhuru’s business partners. Uhuru’s customers are 
mainly Japanese, including Honda, Dentsu, Mitsubishi Heavy Industries and Yamaha.  

– A bidding war may have broken out for hotel and property group Unizo Holdings after Ichigo Asset Management became 
the company’s second largest shareholder, buying a 5.6% stake.  U.S. activist fund Elliot Management holds a 9.9% 
share. The battle began in July, when Tokyo-based travel agency HIS offered 3,100 yen per share for Unizon, to be 
topped by a 4,000 yen per share offer from SoftBank-owned Fortress.  Given negative yields for debt, Japan’s real estate 
trust sector is trading at an all-time high, making Unizo’s assets look especially attractive,  

Asia-Pacific (ex. Japan)  

– Mainland China's Shanghai Composite Index rose 0.49% on Friday and 2.61% on the week to 2,897.43, the best weekly 
performance in nine weeks, cheered by the easing of interest rates by the People’s Bank of China on Tuesday and the 
plans announced the previous Sunday to make Shenzhen a globally competitive city.   

– Hong Kong's Hang Seng index rose 0.50% on Friday and 1.73% on the week to 26,179.33, also the best performance in 
nine weeks, as anti-government protests remained peaceful and insurance companies reported better than expected 
earnings due in large part to growth in the mainland market.   

– Taiwan's Taiex rose 0.08% on Friday and 1.12% on the week to 10,538.11, supported by gains in the Chinese and Hong 
Kong stock markets.      

– South Korea's Kospi fell 0.14% on Friday but rose 1.10% for the week to close to 1,948.30 after Japan allowed some 
exports of compounds critical to semi-conductor manufacturing.  

– The Singapore Straits Times Index fell 0.56% on Friday, pushing the index down 0.15% for the week to close at 3,110.35, 
on concerns of the impact of rising U.S.-China trade tensions on Singapore’s export dependent economy.  

Emerging Markets  

– Brazil's Bovespa fell 2.34% on Friday after European Union leaders threatened to pull out of the recently concluded 
Mercosur free trade deal in retaliation for the Brazilian government’s lack of action to fight the record number of fires 
destroying the Amazon rain forest. Friday’s decline pushed the index down 2.14% on the week to 97,667.49. 

– Mexico's IPC fell 0.70% on Friday in line with Wall Street but still rose 1.33% on the week to 39,862.07, as new data 
showed that second quarter growth was unchanged from the previous quarter, an improvement from the 0.3% 
contraction in the first quarter.   

– India's BSE 30 rose 0.63% on Friday but fell 1.74% on the week to 36,701.16.  However, the market could get a boost 
next week after Indian Finance Minister Nirmala Sitharaman announced after trading hours on Friday that the 
government would roll back a surcharge on foreign portfolio investors which had caused a large outflow of foreign money 
from the market. Sitharaman also announced measures to boost market liquidity.  

– Russia's RSTI fell 1.11% on Friday due the decline in oil prices due to worries about the impact of rising U.S.-China trade 
tensions, but still rose 2.31% for the week to close at 1,268.45. 

Alternative Assets 

– Oil futures prices fell sharply on Friday after China announced that it would impose retaliatory tariffs on $75 billion worth 
of U.S. imports, including a 5% levy on U.S. crude oil.  The Chinese move increased concerns about a slowdown in 
global growth and oil demand. October West Texas Intermediate (WTI) crude fell 2.1% on Friday to $54.17 per barrel, 
pushing the price down 1.2% on the week. The October Brent crude contract on London’s ICE Futures Exchange closed 
the trading period at $59.34 a barrel, down 1.0% on the day but still up 1.2% on the week.  

– Gold futures prices rose on Friday after China raised tariffs on U.S. imports, posting the fourth straight weekly gain on 
worries about the outlook for the global economy. December gold futures rose 1.9% on Friday to $1,537.60, the highest 
since April 2013. Friday’s gain reversed losses earlier in the week, pushing the yellow metal up 0.9% on the week.  Gold 
prices are up 7% so far in August.  
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Fixed Income 
US 

– The yield on benchmark 10-year Treasuries fell to 1.5334% on Friday, from 1.5538% at the close of the previous week, 
the fifth consecutive weekly decline, as worries about the escalation of the U.S.-China trade conflict prompted investors 
to seek risk-averse assets.  The Treasury yield curved inverted on Friday for the third time this month, with the yield on 
two-year securities higher than the yield on 10-year bonds. The yield curve has inverted ahead of the last seven 
recessions, adding to investor worries.  

– The global economy has shown further signs of slowing, new U.S. tariffs have been imposed on China and long-term 
bond rates have moved to post-crisis lows since July's FOMC meeting, but the U.S. economy has continued to perform 
well overall, Fed Chair Powell said in a closely watch speech at the Jackson Hole symposium Friday, adding that the Fed 
"will act as appropriate to sustain the expansion." Powell said FOMC members are "carefully watching developments" 
and "will act as appropriate to sustain the expansion, with a strong labor market and inflation near its symmetric 2% 
objective." Trade remains an uncertain risk with no recent precedents to serve as a guide. While "monetary policy is a 
powerful tool that works to support consumer spending, business investment, and public confidence, it cannot provide a 
settled rulebook for international trade." Powell questioned the transitory nature of current policy uncertainty. The Fed 
can "try to look through what may be passing events, focus on how trade developments are affecting the outlook, and 
adjust policy to promote our objectives,” Powell said. The speech noted that inflation ran close to the symmetric 2% 
objective for most of last year but has been running somewhat below 2% this year. The FOMC will be "asking whether 
we should expand our toolkit. In addition, we are looking at how we might improve the communication of our policy 
framework." Powell noted that the "key question raised by this era, then, is how we can best support maximum 
employment and price stability in a world with a low neutral interest rate." Powell painted a nuanced picture, noting "the 
uncertainty about the effects of recent developments and the uncertainty we face regarding structural aspects of the 
economy." 

– A majority of Federal Reserve officials in July viewed global growth concerns and trade policy uncertainty as persistent 
headwinds for the U.S. economy, leading them to adjust rates a quarter-point lower to help recalibrate monetary policy, 
according to the minutes of the meeting released Wednesday. However, a number of officials preferred no cut in interest 
rates, while others back a larger, half-point cut. Officials made no mention of further rate cuts, only pledging to be 
"flexible and focused" on incoming data. FOMC officials also kicked off a series of discussions on potential changes to 
the policy framework but did not reach any conclusions. The issue of the standing repo facility did not come up. Most 
FOMC officials viewed July's 25 bps rate cut as part of a "recalibration" of the stance of policy, "or mid-cycle adjustment" 
in response to a slowdown in business fixed investment and manufacturing and sluggish inflation. The cut was also 
prudent from a risk management perspective, they said. They did not make any specific reference to further rate cuts. 
Officials stressed the need to be "flexible" and "focused" on incoming data. Despite the U.S. and China's having reached 
an agreement to resume trade negotiations ahead of the July FOMC meeting, Fed officials were "mindful that trade 
tensions were far from settled and that trade uncertainties could intensify again." The trade tension escalated shortly 
after the Fed's rate cut after Beijing allowed its currency to weaken and the Trump administration's announcement of 
additional tariffs on Chinese imports. In additional to trade uncertainties, officials judged that continued weakness in 
global economic growth remained a "significant downside risk" and noted the increased likelihood of a no-deal Brexit. -
Several officials sided with dissenters Eric Rosengren and Esther George of the Boston and Kansas City Fed banks, 
respectively, and wanted no change to rates at the July meeting, citing strong data on the real economy. A few were 
concerned that further accommodation would present a risk to financial stability or be misinterpreted as a negative signal 
about the state of the economy. On the other hand, a couple officials preferred a 50 bps cut in July to better address low 
inflation. No new discussions over the launch of a standing repo facility or other balance sheet issues. July's decision to 
end run-offs two months earlier than planned was seen as "helpful" in simplifying communications and deemed to have 
"very small effects" on the balance sheet with "negligible" implications for the economic outlook. The FOMC kicked off 
internal discussions over revisions to its inflation targeting framework by noting that the success of any inflation "make-
up" strategy would depend on the private sector's understanding of those strategies and the Fed's credibility to act as 
promised. Other ways of delivering average 2% inflation involve aiming for above-2% inflation or expressing its inflation 
target as a range. After reviewing its use of balance sheet policy and forward guidance over the past decade, a number 
of officials commented that the Fed may have been able to use balance sheet tools "even more aggressively" over the 
past decade, given the apparent lack of costs of such actions. The committee is set to discussion a number of other 
topics in its review, including conducting policy when rates are near zero and how to revise the Summary of Economic 
Projections and dot plot. 

– The pace of existing home sales rose by 2.5% to a 5.42 million annual rate in July, the National Association of Realtors 
said Wednesday, landing above the 5.40 million expected. NAR chief economist Lawrence Yun attributed the uptick to 
exceptionally low mortgage rates and a healthy labor market, but warned that recession fears may scare off potential 
buyers. "Generally, low rates stimulate buying activity, the jobs market remains strong, but there's increasing economic 
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uncertainty. Given that home buying is a major expenditure, people may be hesitant to buy homes if they believe we're 
facing an economic recession," he told reporters. Year-over-year sales are up 0.6% after 17 months of decline. Available 
homes for sale in July recorded 1.89 million, down 1.6% from July 2018. A lack of inventory remains a constraint on the 
housing market. "The No. 1 concern our realtor members have expressed is the lack of inventory, particularly on 
moderately priced homes," Yun said. Sales by region show the West rising 8.3%, Midwest rising 1.6%, South rising 
1.8%, and Northeast falling 2.9%. Yun stated the sharp rebound seen in the West home market could indicate that a 
more expensive home market is more sensitive to mortgage rate changes. The median sales price for July was 
$280,800, up 4.3% from a year ago and outpacing wage growth and consumer price inflation, Yun said. He anticipates 
low mortgage rates will help affordability issues. 

UK 

– The yield on 10-year Gilts rose to 0.4810% at the end of last week from 0.4660% the week as worries about the global 
economic outlook eased modestly easier in the week before the escalation of U.S.-China trade tensions on Friday.      

– UK government finances received a modest boost in July, with a surplus of stg1.132 billion, although that was lower than 
the near stg3.6 billion surplus seen in July 2018. Year-to-date borrowing stood at stg16.0 billion in July, up 60% on the 
stg10.0 billion YTD in July 2018. It was the biggest July YTD percentage gain since July 2009/10. July 2018 was the 
highest July surplus seen since 2002. Self-assessment tax revenues in July stood at stg9.4 billion, up from the stg9.1 
billion seen in the same month last year. The latest full financial year, FY 18/19, was stg23.6 billion, stg18.2 billion less 
than in 17/18, but still stg0.8 billion above the Office for Budget Responsibility's forecast. Debt as a percentage of GDP 
excluding the Bank of England stood at 74.1% of GDP, down from 74.6% in July 2018 and from 74.8% seen in June this 
year. The fall from June was largely down to a Gilt redemption. CGNCR was stg12.5 billion in the year-to-date, stg12.2 
billion higher than in the same period last year. Excluding UK Asset Resolution Ltd and Network Rail, CGNCR was 12.3 
billion vs. stg0.7 billion last year. 

Europe (ex. UK) 

– The yield on benchmark 10-year Bunds rose slightly to -0.6750% last Friday from -0.6850% the previous week, after the 
account of the European Central Bank’s meeting in July reinforced expectations that it would ease policy at its 
September 12 meeting. The German government’s 2 billion euro 30-year bond auction at a negative yield of 0.11% was 
a failure, with the Bundesbank forced to buy more than half the issue because of weak investor demand.  

– Doubts over the Eurozone recovery in 2019, slowing global activity and persistent uncertainties dominated discussion 
during the ECB's Governing Council rate-setting meeting in July, according to the official account of the meeting released 
by the central bank on Thursday. Despite easing financial conditions since June, Chief Economist Philip Lane said 
softening global growth and weak international trade dynamics were weighing on the euro area outlook. The Governing 
Council should underline the need for a highly accommodative monetary policy "for a prolonged period of time," as both 
real and projected inflation rates have "been persistently below levels that were in line with its aim." Lane proposed that 
forward guidance be adjusted by "reintroducing an easing bias," and that committees should examine "ways to 
strengthen the forward guidance on policy rates, mitigating measures, such as the design of a tiered system for reserve 
remuneration, and the modalities of potential new asset purchases."  Members "broadly supported" Lane's analysis and 
policy proposals, referring also to "ongoing uncertainties related to trade tensions, the United Kingdom's withdrawal from 
the EU and the rotation in the Chinese growth model from manufacturing investment towards consumption." "Some 
nuances were expressed about the design and individual elements of a possible policy package, which was presented as 
a list of options [...] However, the view was expressed that the various options should be seen as a package, i.e., a 
combination of instruments with significant complementarities and synergies, since experience had shown that a policy 
package - such as a combination of rate cuts and asset purchases - was more effective than a sequence of selective 
options." Members also "saw value" in examining ways to further strengthen forward guidance, announcing preparatory 
work on the design of a tiered system "or other options" to mitigate the effects of negative rates on banks, alongside 
studies the nature of potential new asset purchases. But "some concerns were raised regarding possible unintended 
consequences of tiered system and its ability to fully mitigate the potential effects of negative policy rates on bank 
intermediation." Incoming data was "broadly consistent" with June's staff projections, and there was an increased 
likelihood that the "soft-patch" that had emerged last year would be more protracted than previously anticipated, raising 
"more general doubts regarding the expected recovery in the second half of [this] year." This was "worrying," yet 
reference was also made to unchanged positive fundamentals such as favorable financing conditions, income growth, 
employment gains and rising wages. "There was broad agreement that it was sensible to collect more information and 
await the September ECB staff projections for a thorough review of the outlook." Yet members "widely stressed" the 
dichotomy between weak manufacturing activity and generally resilient activity in the services and construction sectors, 
in conjunction with a dichotomy between weaker export growth and more resilient consumption and residential 
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investment growth. "Concern was expressed that such dichotomies could not last forever and that sooner or later there 
might be spillovers or contagion from the weakening of manufacturing." Members noted the support for economic activity 
coming from the mildly expansionary euro area fiscal stance. However, "the contingency of a significant further 
deterioration in euro area activity would call for fiscal policy to assume a more prominent role in sustaining demand." 
embers "widely shared the view" that the recent declines in longer-term inflation expectations were a "matter of concern, 
which warranted close monitoring," given that they were no longer confined to market-based indicators but were now 
visible in survey-based indicators. 

– The HIS Markit manufacturing purchasing managers’ index (PMI) for the Eurozone rose unexpectedly to 47.0 in August 
from 46.5 in July, against expectations of a decline to 46.2.  Despite the rise, the index pointed to the seventh 
consecutive monthly contraction in manufacturing sector activity. Output continued to decline while factories cut jobs for 
the fourth straight month. The service sector PMI rose to 53.4 in August from 53.2 in July, in contrast to expectations for 
a decline to 53.0. Both services orders and output increased during the month. Based on the increases in both the 
manufacturing and services PMIs, the composite PMI rose to 51.8 in August from 51.5 in July, pointing to faster private 
sector activity.  

Japan 

– The yield on 10-year Japanese Government Bonds fell to -0.2310% from -0.2280% a week earlier, as investors 
continued to invest in risk-adverse assets due to concerns about the impact of rising U.S.-China trade tensions on 
Japanese exports.  The BOJ allows the 10-year bond yield to move in a range of -0.20% to +0.20%, although the BOJ is 
targeting a level around zero percent. 

– July core consumer price index (excluding fresh food) rose 0.6% y/y, unchanged from June and lower than the 0.8% 
growth in May. July CPI was in line with expectations. Overall CPI rose 0.5% y/y in July, slower than June's 0.7% y/y 
growth. The underlying inflation rate, measured by the core-core CPI (excluding fresh food and energy) grew 0.6% y/y, 
faster than the 0.5% y/y posted in June. Energy costs decelerated to 0.6% y/y from 1.2% y/y in the previous month, with 
its contribution to overall CPI down to 0.04 percentage point from 0.09 percentage point, leading the slowdown of the 
index. Prices for household durable goods slid to 3.8% y/y in July from previous 5.1% y/y. Prices for food ex-perishable 
rose 1.2% y/y, unchanged from the June increase, and prices for portable communication equipment quickened to 0.2% 
from the 9.1% drop last month. 

– Japan's exports and imports both saw declines decelerate in July, data released Monday by the Ministry of Finance 
showed. Japan's exports fell 1.6% y/y in July, much improved from a previous 6.7% y/y fall, although still marking the 
eighth straight monthly decline. The export drop was in line with expectations. Imports fell 1.2% y/y in July, edging up 
from the 5.2% y/y drop recorded in June. The decline in imports was twice the 0.6% y/y drop expected. With imports 
outpacing exports in value terms, July's trade balance showed a deficit of Y249.6 billion, compared with the Y589.5 
surplus reported in June. Exports to the European Union and the US increased 2.2% and 8.4%, respectively, compared 
with last month's -6.7% and 4.8%. Exports to China fell 9.3% y/y, following the 10.1% plunge in June. Imports from both 
China and the US bounced back by 2.8% and 3.5% respectively, compared with the decreases of 5.3% and 2.5% last 
month. Imports from the EU dipped further -- down by 4.3% from June's 3.7% fall. 
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