
GLOBAL MARKETS 

Copyright: Bank of Beirut 2018 - Research Department - Global Markets Division 

Thursday, October 18, 2018Thursday, October 18, 2018Thursday, October 18, 2018   

Markets in brief 

 U.S. dollar posted its biggest gain in three weeks as Fed members debated hiking 
rates past the neutral level. 

 Chinese yuan dropped to its lowest since January 2017, as the U.S. showed its 
concerns over lack of currency transparency. However, it stopped short of 
announcing China a currency manipulator. 

 Australian dollar showed resilience despite a surging U.S. dollar and yuan’s 
depreciation. The Aussie gained support from an upbeat jobs report. 

 The euro traded under pressure on reports that the EU will reject Italy’s budget plan. 

 British pound dropped on growing pessimism over reaching a Brexit deal soon. Weak 
inflation data added more pressure on the currency. 

 Oil prices steadied after its big slump yesterday on surprise rise crude inventories. 

 Asian stocks were down today as a rising dollar along with higher treasury yields 
weigh on market risk sentiment. 

 U.S. stocks fell yesterday as Fed’s hawkish stance drove up investors concerns. 

 Most Gulf stock markets ended higher yesterday. Qatari index hit 17-month highs. 

China not a currency manipulator ... but concerns remain 

The US stopped short of declaring China a currency manipulator, as expected, but 
warned that further weakening of the yuan, if sustained, would exacerbate trade 
imbalances. While the Treasury said direct intervention by China's central bank has 
recently been "limited," the US is "deeply disappointed" that the nation doesn't disclose 
forex intervention data. The yuan slid to the weakest since January 2017.  

More trade tensions with China 

In other trade news, President Trump plans to withdraw the US from a treaty that gives 
Chinese companies discounted developing-nation mail rates for small packages sent to 
American consumers. NAM President Jay Timmons welcomed the move, calling the 
treaty a subsidy for China that helps unscrupulous businesses flood the US with 
counterfeit goods and dangerous drugs. 

Fed debating restrictive rates territory 

The central bank debated hiking interest rates to restrictive territory, minutes from the 
September policy meeting showed. A majority of officials favored an eventual and 
temporary move above the level they deem neutral for the economy in the long run. 
They were otherwise in agreement over continuing on the current, gradual path of rate 
increases.  

May preparing for Brexit transition period 

UK PM Theresa May is weighing a plan to stay tied to EU rules during a longer transition 
period after Britain leaves the bloc. May signaled she might give ground on an EU 
proposal to extend the period to 33 months, a person familiar said. Brexit Secretary 
Dominic Raab published a letter saying lawmakers can accept May's deal or vote no-
deal. Tory MPs including Sarah Wollaston claim May is undermining Parliamentary 
authority. 
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 TIME (LT) EVENT FCAST PRIOR 

USD During day US Treasury Currency Report   

JPY 2:50 Japan trade Balance -0.34t -0.19t 

AUD 3:30 AU Employment Change 15.2k 44.0k 

AUD 3:30 AU Unemployment Rate 5.30% 5.30% 

GBP 11:30 UK Retail Sales MoM -0.40% 0.30% 

USD 15:30 US Philly Fed Manufacturing Indx 19.7 22.9 

USD 15:30 US Initial Jobless Claims 211k 214k 
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Friday: China GDP QoQ, YoY, Fixed Asset Investment, Industrial 
Production, NBS Press Conference, BoJ Kuroda speaks, Eurozone 
Current Account, UK Public Sector Borrowing, Canada Inflation, Retail 
Sales, US Existing Home Sales, BoE Gov Carney speaks 

 

 

 

 

The US dollar traded stronger versus its major peers on 
Thursday after minutes from the US Fed's September meeting 
affirmed expectations that the central bank is likely to continue 
raising interest rates this year, despite Trump’s view that the 
tightenings have already gone too far. Interest rate futures are 
now pricing in an 83% likelihood that the Fed raises rates in 
December, according to the CME Group's FedWatch Tool, the 
fourth hike this year. Two more increases are likely next year. The 
dollar index (DXY), which measures its value against six major 
peers, traded at 95.669, up 0.1% on Thursday. US benchmark 10-yr 
treasury yields climbed to 3.2% on Thursday. The last time they 
traded below the psychologically important 3% level was Sept. 18. 
The greenback also advanced as geopolitical tensions continued to 
simmer. Trade tensions resurfaced after a report that the US 
government is planning to withdraw from a global postal treaty, to 
target shipments of small packages from China; Trump said that 
tariffs haven’t hurt the US economy. The Japanese yen broke a four
-day winning streak versus the dollar on Wednesday, as the 
greenback gained 0.65% versus the Japanese currency. The yen 
changed hands at 112.50 to the dollar on Thursday. The dollar has 
gained 0.8% versus the yen since Monday, when the yen hit a 1-
month high of 111.61. 

The euro, as well Italian bonds, weakened as a report 
circulated that the EU will reject Italy’s budget plan. The Italian 
government is headed for a showdown with Brussels over Italy’s 
insistence on pushing through a budget deficit target of 2.4% of 
GDP, wider than its previous target of 1.9%. The blowout has 
sparked investor concerns about more political tensions in the euro 
zone between Brussels and the common currency’s member states. 
The euro has lost 2.73% versus the dollar over the last three weeks. 

The British pound weakened after EU's chief Brexit negotiator 
Michel Barnier's comments on Wednesday that more time was 
needed to secure an exit deal for Britain. UK PM May was said to 
consider extending the Brexit transition period, with the possibility 
raised at dinner with European leaders. The pound was weighed 
down also by dovish comments from BoE Deputy Gov Jon Cunliffe, 
who said the currency could see a big fall on a "bad Brexit". 

The Australian dollar advanced against all of its Group-of-10 
peers after the unemployment rate unexpectedly dropped. 
AUD/USD climbed 0.24% to $0.7126 as the jobless rate fell to 5%, 
the level estimated by the central bank to signal full employment.  

The Chinese yuan fell as the central bank weakened the fixing 
after the Treasury Department stopped short of declaring 
China a currency manipulator. USD/CNY rose as much as 0.3% 
to 6.9422, the highest since January 2017 after the US Treasury 
said it was concerned about China’s lack of currency transparency 
and recent weakness in the yuan. It stopped short of declaring the 
Asian nation a currency manipulator in its latest report.  

Oil prices edged up on Thursday, steadying after a big drop 
overnight due to a jump in US crude stockpiles and supported 
by ongoing geo-political tensions. 
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Asian stocks were capped and the dollar rose to a one week-
high in early Thursday trade. The specter of rising US dollar 
yields, which along with global trade tensions were at the 
center of last week's global equities rout, kept riskier appetite 
in check in Asia. MSCI broadest index of Asia-Pacific shares 
outside Japan fell 0.2%, while the Australian benchmark was flat. 
Japan's Nikkei average was down 0.78%, and appeared to struggle 
for headway. The Shanghai benchmark plunging 2% for the biggest 
loss in the Asian region 

US stocks edged lower after a choppy session on Wednesday 
after the Fed showed broad agreement on the need to raise 
borrowing costs further, cementing investor concerns that had 
helped cause a major sell-off the week before. The S&P 500 
zigzagged furiously between positive and negative territory after the 
release of the Fed's September meeting minutes. In defiance of 
sharp criticism from Trump, policymakers showed agreement on the 
September hike and general anticipation that further gradual 
increases would be consistent with the economic expansion, labor 
market strength, and firm inflation that most forecast. The S&P has 
only partially recovered ground lost last week, when it marked its 
biggest decline since March as investors worried about rate hikes. 
Even before the minutes, trading was already choppy, and the S&P 
500 struggled to build on the previous day's rally after disappointing 
housing data dragged down stocks such as Home Depot Inc and 
homebuilders. Of the S&P's 11 major sectors, only four ended the 
day with gains. Financials was the biggest gainer, closing 
0.9percent higher. Materials was the biggest loser, with an 0.8% 
drop. Home Depot shares fell 4.3% while the PHLX Housing index 
lost 1.87%. Among the brighter spots was Netflix, which rose5.3%, 
after reporting blowout subscriber addition numbers. United Airlines 
Inc shares climbed 5.95% after a solid third-quarter profit and again 
raising its 2018outlook. That also lifted other airline stocks. 

Most Gulf stock markets ended up on Wednesday. Saudi index 
stabilized after swinging widely in recent days on concern that 
international pressure over journalist Jamal Khashoggi’s 
disappearance could hurt foreign investment inflows. The index 
traded in a very narrow range and ended 0.1% lower as trading 
volume almost halved, suggesting that a scramble by jittery local 
retail investors to exit the market had ended. State-linked Saudi 
funds had appeared to buy blue chips to support the market on 
Tuesday, and this may temporarily at least have put a floor under 
stocks, fund managers in the region said. 

Major Company News 

 Tesla Inc CEO Elon Musk will purchase company stock worth $20 
million in the next open trading session, the electric carmaker said in a 
filing on Wednesday. Tesla and Musk have each agreed to pay $20 
million under a settlement with the US Securities and Exchange 
Commission of a fraud lawsuit relating to tweets by Musk in August. 

 SAP SE, Europe’s biggest technology company, raised its outlook for 
the year on accelerating momentum for its cloud business. 

 Top US aluminum producer Alcoa Corp reported a better-than-
expected quarterly profit on Wednesday, as a series of supply hits 
boosted alumina prices. 

 Mobile telecom equipment maker Ericsson reported on Thursday a 
substantially higher third-quarter operating profit than expected and 
said it was tracking well towards its long-term targets. 

 Taiwan Semiconductor Manufacturing Co Ltd (TSMC), the world's 
largest contract chipmaker, said on Thursday Q3 net profit fell 0.9%. 

 Middle East ride-hailing company Careem said on Thursday it had 
secured $200 million in fresh funding from existing investors and that it 
expects to raise more to finance expansion plans. 

  U.S. footwear and apparel company Nine West filed an amended 
Chapter 11 bankruptcy plan that will reduce its pre-bankruptcy debt 
obligations by more than $1 bn, the company said on Wednesday. 
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May is said to mull longer transition to break Brexit 
deadlock 

(Bloomberg) UK Prime Minister Theresa May is weighing up a 
plan to stay tied to EU rules for longer in a radical move 
designed to break the deadlock in Brexit talks, according to 
people familiar with the matter. May is considering an EU 
proposal to extend the transition period that’s already due to 
keep the UK bound to the bloc’s rules for 21 months after exit 
day. She signaled her willingness to give ground during talks 
with fellow EU leaders at a summit in Brussels Wednesday, 
one of the people said. European Parliament President Antonio 
Tajani confirmed the issue was discussed between the 28 
leaders. The move, which would effectively prolong the terms 
of Britain’s EU membership, could potentially break the 
impasse. But it would come at a high political price in London. 
At the meeting in Brussels, EU leaders decided that not enough 
progress has been made in negotiations to warrant calling a 
one-off summit in November for a divorce deal to be signed. 
Leaders, who made an effort to send positive messages on 
their way in, listened to May for about 15 minutes before having 
dinner without her. According to three government officials, at 
least some of them were left puzzled by her presentation. 

Trump attacks the weak link Powell can't ignore in Fed rate 
plan 

(Bloomberg) Donald Trump has attacked the soft underbelly of 
the Federal Reserve’s campaign to raise interest rates, 
exposing what Jerome Powellhimself probably recognizes is a 
potential vulnerability. Amid his recent avalanche of criticism, 
the president has repeatedly lambasted the Fed chairman and 
his colleagues for hiking rates when inflation isn’t a problem. 
“My biggest threat is the Fed because the Fed is raising rates 
too fast,” Trump told Fox Business television on Oct. 16. “You 
look at the latest inflation numbers, they’re very low.” Powell 
has so far brushed aside Trump’s criticism, portraying the 
central bank’s actions as a move to normalize monetary policy 
in an “extraordinary” economy and saying the Fed was sticking 
with its strategy of gradual rate increases. And he’s argued that 
the central bank needs to keep its eye on possible financial 
froth -- the trigger for the last two recessions -- as well as 
inflation for signs of overheating. 

Trump to withdraw US from postal treaty, squeezing China 

(Bloomberg) President Donald Trump plans to withdraw the US 
from a 192-nation treaty that gives Chinese companies 
discounted shipping rates for small packages sent to American 
consumers, another escalation of his economic confrontation of 
Beijing. US officials said the administration sought to revise the 
treaty in September and was rebuffed by other nations, 
prompting the decision to withdraw. The State Department will 
deliver a notice to the Universal Postal Union in Switzerland 
Wednesday, White House Press Secretary Sarah Huckabee 
Sanderssaid in a statement. Under the union’s framework it 
takes a year for a country to withdraw, during which rates can 
be renegotiated. The officials, who briefed reporters on 
condition of anonymity, said postal rates wouldn’t change for at 
least six months, and that the US would prefer to stay inside 
the union’s system. The president wants to adopt “self-declared 
rates” as soon as practical, and no later than Jan. 1, 2020, 
Sanders said. “If negotiations are successful, the administration 
is prepared to rescind the notice of withdrawal and remain in 
the UPU,” she said. 

 

TOP SELECTED NEWSTOP SELECTED NEWSTOP SELECTED NEWS   
Fed officials debated hiking rates to restrictive territory 

(Bloomberg) Federal Reserve officials stepped deeper into a 
debate over how high to push interest rates, as a majority 
favored an eventual and temporary move above the level they 
deem neutral for the economy in the long run. The clearest 
summary of policy makers’ views, unusually, appeared not in 
the minutes to the Sept. 25-26 policy meeting, which were 
released Wednesday in Washington, but in the accompanying 
notes to officials’ most recent economic projections. “A 
substantial majority of participants expected that the year-end 
2020 and 2021 federal funds rate would be above their 
estimates of the longer-run rate,” according to the document. 
Those long-run estimates typically reflect where officials 
believe interest rates will neither stimulate nor hold back the 
economy. In their most recent projections, officials’ median 
estimate for that neutral level was 3%. The committee was 
otherwise in broad agreement over continuing on the current, 
gradual path of rate increases. The record showed “all 
participants” backed the Sept. 26 quarter-percentage point hike 
to a range of 2% to 2.25%. 

Japan exports fall for first time since 2016 as trade war 
fears mount 

(Reuters) Japan's exports fell in September for the first time 
since 2016 as shipments to the US and China declined, likely 
impeding third quarter economic growth and adding to 
concerns about the broadening impact of an escalating Sino-
US trade war. The data comes days after a Reuters poll 
showed a third of Japanese companies - not just exporters - 
have been affected by the trade conflict between the world's 
two biggest economies, and more than half worried about its 
fallout on their business. Japanese policymakers also remain 
wary about the overall economic impact of the international 
trade frictions. A string of natural disasters that struck Japan 
has added to the strain on factories, disrupting output and 
physical distribution. The US-Sino tariff row has yet to 
materially hurt trade activity, but a slowdown in external 
demand has bolstered views that Japan's economy, the world's 
third largest, likely slowed sharply in the July-September 
quarter. Analysts said declines in shipments to the US and 
China - the two key export destinations for Japan - are a source 
of concern as each of them accounts for about 20% of 
Japanese exports, respectively. Ministry of Finance (MOF) data 
out on Thursday showed Japanese exports fell 1.2% in 
September from a year earlier, against a 1.9% increase 
expected by economists in a Reuters poll, and followed a 6.6% 
gain in August. It was the first decline since November 2016. In 
volume terms, exports fell 4.8% in the year to September, the 
first drop in seven months. 

Australia unemployment drops lowest in more than 6 years 

(Bloomberg) Australia’s jobless rate fell in September to 5 
percent -- a level estimated by policy makers to signal the 
beginning of labor shortages -- but the driving force was fewer 
people seeking work. Australia’s jobless rate -- a key metric for 
the Reserve Bank-- has edged lower this year, even as the 
impact of solid hiring is tempered by a burgeoning workforce. 
Policy makers have kept their key interest rate at a record low 
for a prolonged stretch to help boost hiring and spur the 
economy, which expanded at the fastest pace in six years in 
the second quarter. That, in time, should rekindle inflation and 
potentially clear the path for the first rate hike since 2010; 
however, traders see little prospect of that happening in the 
next 12 months. 
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This document is for information purposes only and does not take account of the specific circumstances of any recipient. The information 
contained herein does not constitute the provision of investment advice. It is not intended to be and should not be construed as a 
recommendation, offer or solicitation to acquire, or dispose of, any of the financial instruments mentioned in this document and will not 
form the basis or a part of any contract or commitment whatsoever.  

The information in this document is based on data obtained from sources believed by Bank of Beirut to be reliable and in good faith, but no 
representations, guarantees or warranties are made by Bank of Beirut with regard to accuracy, completeness or suitability of the data. The 
opinions and estimates contained herein reflect the current judgment of the author (s) on the data of this document and are subject to 
change without notice. The opinions do not necessarily correspond to the opinions of Bank of Beirut. Bank of Beirut does not have an 
obligation to update, modify or amend this document or to otherwise notify a reader thereof in the event that any matter stated herein, or 
any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate.  

The past performance of financial instruments is not indicative of future results. No assurance can be given that any opinion described 
herein would yield favorable investment results. Any forecasts discussed in this document may not be achieved due to multiple risk factors 
including without limitation market volatility, sector volatility, corporate actions, the unavailability of complete and accurate information and/
or the subsequent transpiration that underlying assumptions made by other sources relied upon in the document were inapposite.  

Neither Bank of Beirut nor any of its respective directors, officers or employees accepts any responsibility or liability whatsoever for any 
expense, loss or damages arising out of or in any way connected with the use of all or any part of this document.  

This document is for the use of the addressees only and may not be reproduced, redistributed or passed on to any other person or 
published, in whole or in part, for any purpose, without the prior, written consent of Bank of Beirut. The manner of distributing this 
document may be restricted by law or regulation in certain countries, including the United States. Persons into whose possession this 
document may come are required to inform themselves about and to observe such restrictions. By accepting this document, a recipient 
hereof agrees to be bound by the foregoing limitations. 
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