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US-China trade tensions abate for now

MAIN CROSS
RATES

LOOKING BACK
• Trump softens stance on China. After intensifying pressure on trade
partners in recent weeks, the Trump administration softened its
aggressive trade rhetoric in the middle of last week. Plans to block
Chinese access to US technology were scrapped in favour of a more
rigorous review of all inbound foreign investments into the US. As
a result, global equities recovered some of the lost ground with the
S&P500 ending the week lower by 1.3%. The 10-year US Treasury yield
was down by 5bps while the VIX rose to 16.1 from 13.8 a week ago.
• European Council (EC) agrees on an immigration deal. While EU
members failed to make any substantial progress on Brexit, they
managed to agree on an immigration deal. The member states agreed
to ramp up border security controls and expedite the process to
decide on asylum seekers by voluntarily opening centres to process
applications. The deal reduces some pressure on Merkel from her
smaller coalition partner which has been threatening to turn away
migrants at Germany’s border. The EuroStxx50 lost 1.3% while the EUR
gained 0.3% against the USD last week.
• Japan’s unemployment hits record low of 2.2%. Unemployment in
Japan fell to 2.2% in May, a 26-year low and below expectations of
2.5%. Meanwhile, core CPI, which excludes food and energy, remains
subdued at below 0.5% as individuals and companies continue to hoard
cash despite sustained government efforts to induce both consumer
and business spending. The Nikkei225 was down 1.0% while the JPY
edged lower by 0.7% against the USD last week.
• China cuts bank reserve ratio by 50bps. China’s Central Bank
announced a 50bps cut in the Reserve Ratio Requirement (RRR) for
most banks in an attempt to relax the government’s deleveraging
stance, at least for the interim period. Amid slowing growth due to the
on-going deleveraging drive and dampened sentiment amid trade war
fears, Chinese stocks have faced relentless selling pressure in recent
weeks. The Shanghai Composite is down 13.9% year-to-date while the
CNY is trading at a 6-month low of 6.621 against the USD.
• Oil rallies on US deadline on Iran oil imports. Falling US crude oil
inventories and reports that the Trump administration aims to stop all
Iranian crude exports by November 4 pushed oil prices higher. Brent
gained 5.1% last week alone after rising 2.9% the previous week after
OPEC decided on a lower-than-expected increase in supply amid
pressures to address higher oil price concerns.

LOOKING FORWARD
• Global manufacturing PMIs will be published on Monday while
Eurozone retail sales data will be released on Tuesday. Global service
sector PMIs will be announced on Wednesday while Fed meeting
minutes will be released on Thursday. On Friday, US employment
figures will be reported.
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