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BREXIT “PEACE DEAL” EASES UK POLITICAL RISK
This week the government won a hard-fought compromise in its Brexit negotiations. Following a series of standoffs and late-night crisis talks, it finally 
found some middle ground and with a dose of pragmatism, managed to come away with a win. Unfortunately, this wasn’t with the European Union but 
its own MPs over what comeback they would have in the event the Government screws everything up. While there has been no progress on the customs 
union, single market or the Irish border, at least now there will be a debate on their proposed solutions to these issues. It is worrying that until now they 
were expecting to agree to the final terms without telling anyone what they were.

Meanwhile, on the continent, there was some good economic news. Eurozone growth figures released this week have shown an unexpected uptick, 
driven by France and Germany. With everyone focused on Italy it is easy to forget that the Eurozone’s core comprises the 4th and 6th largest economies 
in the world. While many parts of it might be dysfunctional, and at times imploding, ultimately its performance will be driven by these two countries.

WORLD: TRADE WAR BACK TO THE FORE
Trade war fears have once again returned to rock markets this week. This was initiated 
last Friday, when President Trump formally approved tariffs on $50bn of goods from 
China. These are set to be introduced in tranches. The targeted products are those 

perceived as important for Beijing’s “Made in China 2025” plan to upgrade its industry, such as 
robotics. Although consumer goods have been avoided, there are still likely to be indirect costs 
for US households, especially if Trump follows through with his threat of a further $200bn of 
tariffs.

The latest developments have hurt investors’ confidence that the two largest economies in 
the world will reach a deal to improve trade relations. Consequently, equities have suffered 
this week, particularly across Asia, with investors continuing to move away from riskier assets 
toward highly-rated government bonds and developed market currencies. European car 
producers, which manufacture in the US and export globally, have been hit particularly hard by 
the prospect of retaliatory tariffs from China. This includes Daimler, Mercedes’ parent company, 
which has blamed this week’s profit warning on the prospect of new and costly trade sanctions.

EM: SAUDI ENERGY MINISTER CALLS FOR END TO SUPPLY CURBS
The Saudi energy minister, Khalid al Falih, has urged global oil producers to end curbs 
to production, saying that it wants to see supply rise by 600,000 barrels a day but that 
one million would be a “good target to work with”. In November 2017, OPEC and other 

global producers, including Russia, agreed to extend production cuts until the end of 2018 but 
outages in Venezuela and US sanctions on Iran mean that shortages of 1.6-1.8 million barrels 
a day could emerge in the second half of this year (OPEC data). Saudi Arabia has recently been 
under pressure to increase supply from large oil-consuming nations such as India. 

Meanwhile, MSCI, the index provider, has added Saudi Arabia to its emerging market indices 
for the first time. Argentina has also been promoted back to emerging market status from 
frontier after its downgrade in 2009. These additions could lead to a surge of money into the 
two countries’ equity markets, especially from emerging market ETFs. JP Morgan estimates 
suggest that $384bn passively tracks the numerous MSCI emerging market indices, and a 
further $1.1 trillion is benchmarked against them.
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UK: DISSENT FROM CHIEF ECONOMIST POINTS TO AUGUST RATE RISE
The Monetary Policy Committee (MPC) this week voted to leave rates unchanged at 
0.5 percent. However, three members, including the Bank’s chief economist, Andy 
Haldane, who has never dissented from the majority, voted for a 25-basis-point hike. 

The greater support for tightening within the MPC, and the fact that of all members the Bank’s 
chief economist backed a rate rise this month has caused sterling to strengthen markedly 
against the dollar. The market-implied probability of a hike in August also surged 20 percentage 
points.

The central bank has also lowered the minimum interest rate at which it could start reducing its 
large stocks of government and corporate debt accumulated during years of quantitative easing. 
This threshold is the rate above which the Bank expects additional monetary stimulus to have 
negligible impact on households and firms. This effective lower bound has been lowered from 
two to 1.5 percent. However, the Bank has made clear that further drawdown in its stimulus 
programme will depend on the state of the economy.
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