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TENSION SURROUNDS G20 SUMMIT
This week all the focus has been on the G20 summit that is taking place in Germany. Most of the press coverage has been on what Trump might do; 
the president is firmly in the bad books of China and Germany, who look set to become the international community’s new foster parents. Additionally, 
the global get together will give him his first chance as president to meet Vladimir Putin, which will be nice. While the press is keen on seeing a train 
wreck unfold, there are the serious issues of diffusing a possible trade war and dealing with North Korea that the meeting offers a chance to respond to. 

Elsewhere rate speculation is really heating up, with bond markets down about one per cent over the week. Mario Draghi kicked things off with 
claims that the ECB has beaten deflation, the MPC minutes showed rate hawks in the ascendency at the Bank of England and the US Federal Reserve 
began discussing how it’s going to start unwinding its massive balance sheet after years of QE. While the end of low rates and easy money has been 
unsuccessfully called many times before, just maybe this time is different. We wait to be convinced.

US: NORTH KOREA MAKES ITS MOVE
This week North Korea threatened the US with an unwanted fourth of July present 
in the form of their first missile capable of reaching the US. A top American military 
commander in South Korea said on Wednesday that the U.S. and Seoul are prepared 

to go to war with North Korea, if given the order. There was a shift to haven assets such as gold 
and the Japanese Yen however, this faded once investor attention shifted back to central banks 
and the future of monetary policy.

Elsewhere in the US, Tesla is on track for the worst week since February 2016 as shares suffered 
declines for the third consecutive day. Shares closed down 5.9 per cent at $309 on Thursday 
taking the drop to 14 per cent this week. One reason behind the drop was an announcement 
from Volvo, which said on Wednesday that it would stop manufacturing combustion engine only 
vehicles by 2019. The car manufacturer also stated that it would launch five fully electric cars 
between 2019 and 2021, increasing competition for the once-maverick Tesla.

UK: PMI SHRINKS AS CONFIDENCE WANES
The UK construction Purchasing Managers Index (PMI) slowed to 54.8 in June 
from a 17-month high of 56 the previous month as political uncertainty continues 
(any reading above 50 indicates a sector is expanding). The manufacturing PMI also 

slowed to 54.3 from 56.3 however, the average of the past three surveys points to the fastest rate 
of quarterly manufacturing growth in three years. The dominant services sector also suffered 
a slowdown as PMI fell to 53.4 from 53.8. The three lower than anticipated PMI scores caused 
sterling to drop 0.4 per cent versus the dollar. 

The composite measure which brings together all three PMIs, fell to 53.8 in June from 54.5 the 
previous month. The average for the composite PMI for the second quarter was 55.9 and as a 
PMI of 51 is estimated to be equivalent to stagnation, this average should bring a higher rate of 
growth. Economists expect between 0.4-0.5 per cent to be consistent with this figure however, 
this link significantly overestimated the pace of expansion in the first quarter, pointing to 0.4 per 
cent while official estimates suggest GDP rose by just 0.2 per cent.

EU: THE EU AND JAPAN STRIKE A DEAL
The EU and Japan have endorsed a preliminary free-trade agreement pushing back 
against Donald Trump’s protectionist stance. The accord was agreed by EU President 
Donald Tusk, EU Commission chief Jean-Claude Juncker (who had a bit of an outburst 

in Parliament this week) and Japanese Prime Minister Shinzo Abe. The deal, four years in the 
making, had reached a standstill over food and car exports (particularly Japanese soft cheese) 
however, the leaders appear to have resolved their differences just in time for the G20 meeting 
in Hamburg this weekend.

Meanwhile in Italy, the European Commission had given its approval for a five-year restructuring 
plan for the Italian Banca Monte dei Paschi. The bank must close 600 branches and make 5,500 
job cuts to comply. The bank has struggled since the European sovereign debt crisis in 2009 
dropping from €2450 a share in June 2009 to €15 most recently. Shares have been suspended 
since December 2016 due to liquidity concern. The overall cost to the taxpayer is estimated to 
be about one to two per cent of GDP which will push Italian debt up from 132.5 per cent of GDP.
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