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LONDON: World stocks extended losses yester-
day and a week-long rally in Asia finally came to
an end with traders cashing in profits while
keeping a nervous eye on a brewing crisis in
Italy’s banking industry. Shares worldwide had
pushed higher since last week after a string of
major central banks promised they would shore
up financial markets to protect them against any
negative fallout from Britain’s decision to leave
the European Union.

There were also hopes one of the EU’s biggest
economies breaking away might not be as
painful for global markets as initially assumed.
But as Europe mostly posted losses for a second
straight day, and Asia’s rally ended, investors said
jitters were back.

“After share price rises last week and profit-
taking yesterday, caution will reign in European
activity today,” analysts at Germany’s Postbank
said. All eyes are now on remarks by Bank of
England governor Mark Carney, expected later
Tuesday. Germany’s DAX index and the CAC
both lost ground in early business, while
London’s FTSE 100 managed to remain steady.
But the pound was back under pressure, buying
$1.3117 and hovering only a touch above its 31-
year lows touched last week.

Non-European financial business still provid-
ed support, noted David Croy, a senior rates
strategist in Wellington at ANZ Bank New
Zealand. “But it doesn’t alter the fact that caution
on behalf of central banks, the forthcoming
Brexit negotiations with the EU and the wave of
elections in Europe next year have raised politi-
cal risk in Europe,” he said. Tokyo finished 0.7 per-
cent lower, while Seoul dipped 0.3 percent and
Hong Kong fell 1.5 percent, although Shanghai
rose 0.6 percent.

Sydney sank one percent with Australia look-
ing set for a hung parliament after weekend
elections threw up no clear winner.

Italian bank woes 
The financial sector remained under pressure

Tuesday after a warning from the European
Central Bank that Italy’s number-three lender
Banca Monte dei Paschi di Siena, the world’s old-
est bank, had dangerously high levels of bad
debt. The Italian banking system is emerging as
a big worry for investors, compounding prob-
lems after Britain’s decision to leave the EU, with
stress test results on the continent’s lenders due
on July 29. Italy’s banks are expected to show
capital shortfalls.

BMPS shares, quoted in Milan, saw another
bad day after record lows Monday, falling by a
further almost ten percent. 

Asian markets mostly fell yesterday as a
week-long rally finally came to an end with

traders cashing in profits while  keeping a nerv-
ous eye on a brewing crisis in Italy’s banking
industry. Shares worldwide have pushed higher
since last week after a string of major central
banks promised they would shore up financial
markets to protect them against any negative
effects from Britain’s decision to leave the
European Union.

There were also hopes one of the EU’s biggest
economies breaking away might not be as
painful for global markets as initially assumed.
However, analysts said that with so many uncer-
tainties surrounding the future of the country as
well as ongoing weaknesses around the world,
the rally had run out of steam.

“The market’s love affair with yield and all-
things-not-Europe remains supportive,” said
David Croy, a senior rates strategist in Wellington
at ANZ Bank New Zealand. “But it doesn’t alter
the fact that caution on behalf of central banks,
the forthcoming Brexit negotiations with the EU
and the wave of elections in Europe next year
have raised political risk in Europe.” 

Tokyo finished 0.7 percent lower, while Seoul
dipped 0.3 percent and Hong Kong fell 1.5 per-
cent, although Shanghai rose 0.6 percent.

Sydney sank one percent with Australia look-
ing set for a hung parliament after weekend
elections threw up no clear winner. Standard &
Poor’s has warned the country’s top-notch AAA
rating could be in danger if whoever wins office
cannot improve budget balances.

Futures lower
US stock index futures were lower yesterday,

tracking a decline in oil prices, as investors shifted
their attention to global growth worries post Brexit.

* Data from China showed that the country’s
services sector activity rose to an 11-month high
in June, but a composite measure of activity
including manufacturing fell to its lowest in four
months.

* Oil prices fell more than 2 percent as a
potential economic slowdown weighed on
prospects of demand.

* Britain’s vote to leave the European Union
late last month sent global markets into a tizzy
as investors worried of its consequences.

* The Bank of England said the outlook for
UK’s financial stability post-Brexit was “challeng-
ing” and reversed its March decision to increase
the amount of capital that banks must hold
against upturns in the credit cycle.

* Wall Street closed down higher for the
fourth day on Friday as investor sentiment was
buoyed by strong manufacturing data.

* The Commerce Department will release a
report that is expected to show that new orders
for manufacturing goods fell by 1 percent in
May, compared to 1.9 percent in April. The data
is expected at 10:00 am ET.

* While traders do not expect the US Federal
Reserve Bank to raise interest rates this year, they
will keenly watch policymakers’ comments on
what the Fed’s next step would be. —Agencies

LONDON: Oil fell below $49 a barrel yester-
day, pressured by concerns that a potential
slowdown in economic growth could sap
demand and by persistent signs of abundant
supply despite another militant attack on
Nigeria’s oil industry. Worries about the eco-
nomic impact of leaving the European Union
hit Britain’s property market and drove the
pound to a 31-year low. A flurry of data from
China in the coming weeks is expected to
show weakness in trade and investment.

Brent crude was down $1.19 at $48.91 a
barrel at 1309 GMT. The global benchmark
is still up more than 80 percent from a 12-
year low close to $27 reached in January.
US crude was down $1.35 at $47.64 a bar-
rel. “Asia has been relatively weak and
China is not providing much support,” said
Olivier Jakob, oil analyst at Petromatrix,
who also said weak refined products were
pressuring crude.“Without the support of
the products and with a structure in crude
oil that is weakening, it is difficult to think
that crude can break away to the upside.”

British bank Barclays said concern over
the global economy was weighing. “The
deterioration in the global economic out-

look, financial market uncertainty and rip-
ple effects on key areas of oil demand
growth are likely to exacerbate already-
lacklustre industrial demand growth
trends,” the bank said in a report.

Oil has gained support this year from the
perception that a supply glut that has
halved oil prices in the last two years may be
easing, and from unplanned outages from
Canada to Nigeria.  But signs of ample sup-
ply of crude and products persist. A partial
recovery in Nigeria contributed to a rise in
OPEC crude production last month, a
Reuters survey found last week.  Several
tankers carrying gasoline-making compo-
nents have dropped anchor off New York
harbour, unable to discharge as onshore
tanks are full. In Libya, where oil output has
slowed to a trickle due to conflict, the
National Oil Corporation has agreed to
merge with its domestic rival, raising hopes
the OPEC country could start to pump more.

“Further downward price pressure is
expected as signs of an oversupplied glob-
al market refuse to go away,” said oil broker
PVM, adding that “macroeconomic risk”
was scaring buyers away.  — Reuters

LONDON: Gold slipped below $1,350 an
ounce yesterday after the previous day’s rally
towards a recent two-year high ran out of
steam, though prices were supported by con-
tinued uncertainty following Britain’s vote to
leave the European Union. The Brexit vote
sent gold to its highest since early 2014 on
June 24. While concerns about global growth
and monetary policy continued to support
gold it has failed to match that since.

Spot gold was down 0.2 percent at
$1,347.90 an ounce at 1330 GMT. “There is
some profit taking coming in,” Mitsubishi ana-
lyst Jonathan Butler said. “We’ve seen gross
long positions in gold reach record highs and
clearly many investors are in a position to
take profit. We’re some $100 above where we
were in the middle of last month.”

Elevated risk aversion will likely continue
to support gold prices, however, he said.
European shares fell 1.4 percent as nervous
investors cashed in gains after a four-day win-
ning streak ended on Monday, despite hopes
of increased central bank stimulus to offset a
likely downturn triggered by Brexit. 

The Japanese yen rose almost 1 percent
against the euro and dollar while sterling hit
its lowest since the aftermath of the Brexit

vote.  “The market is extremely nervous,” said
Afshin Nabavi, head of trading at MKS. “That’s
why gold and silver are benefiting.”

US gold futures for August delivery were
up $11.80 an ounce at $1,350.80. US markets
were closed on Monday for the
Independence Day holiday. Silver was 2.4 per-
cent lower at $19.80 an ounce, having
jumped above $21 an ounce for the first time
in two years in the previous session.

It posted its biggest weekly gain in nearly
three years following the Brexit referendum,
hitting its most expensive relative to gold
since September 2014.  “Silver had soared by
nearly 19 percent at its peak since the begin-
ning of last week without there having been
any news to justify such a pronounced price
rise,” Commerzbank said in a note. “Evidently
speculative financial investors played a major
part in the price increase.”

“In our opinion, there is now considerable
correction potential from this side. If the ‘hot
air’ were to dissipate, the silver price could
come under more significant pressure.”
Platinum was up 0.1 percent at $1,066 an
ounce, while palladium, which had fallen
more than 4 percent earlier, was down 1.6
percent at $603.90. — Reuters

Oil falls below $49 
on economic jitters

Gold slips back below $1,350 
as investors cash in gains

World stocks slide as 
post-Brexit rally fades

TOKYO: A man is reflected on the electronic board of a securities firm in Tokyo. Asian markets most-
ly fell yesterday as a week-long rally finally came to an end with traders cashing in profits. — AP

We were in Poland and Hungary last week. The
mood in Warsaw was more constructive, and
investors walked away with better feelings

but with high doubts still, likely accentuated by OFE
reform plans announced this week. A day in Budapest
left us with still many questions about the NBH’s con-
straints in hiking cycles. 

But, given the global outlook, we think the central bank
is unlikely to face a big challenge any time soon. In
Argentina, the statistics agency released new GDP statistics
for 2004-15 including large revisions, downward for real
GDP and upward for the deflator. Growth was lowered by 1
percent annual average in 2004-14, more in line with pri-
vate estimates. Nominal GDP is up to $ 620bn in 2015 due
to the higher deflator. The economy officially entered a
recession in 16Q1. We forecast a 0.9 percent GDP contrac-
tion in 2016 and a 3.1 percent expansion in 2017. 

In Brazil, the trade balance posted a $4.0 billion sur-
plus in June (vs a $6.4bn in May, according to the
Ministry of Development, Industry and Foreign Trade
(MDIC). This is in line with our expectation and below
the market’s at $4.2bn. 

In Colombia, according to the National Statistical
Institute (DANE), the economic activity index (ISE)
increased 0.6 percent yoy in April, seasonally adjusted,
from 3.3 percent yoy in March and 3.0 percent yoy in
April 2015. Central Bank of Egypt (CBE) Governor Amer
gave a long interview to the local press over the week-
end, voicing some strong opinions regarding EGP. He
called defending EGP a ‘big mistake’ and said that the
authorities had ‘two choices: either keep the pound
stable or get factories working.’ He added that he will
take what he thinks are, in his view, the ‘right decisions’
and ‘bear the responsibility.’

In Mexico, the Banxico survey is out. Consensus
expects headline inflation at 3.10 percent for year-end
2016 and 3.39 percent for 2017 (vs 3.09 percent and
3.37 percent in past survey) (BofA: 3.3 and 3.4 percent,
respectively). In Nigeria: According to local press, the
CBN is planning the dissolution of the board and man-
agement of Skye Bank and to partially take it over. 

In Turkey, June headline CPI stood at 7.64 percent
yoy (0.47 percent mom), up from 6.6 percent in the pre-
vious month, below our (7.9 percent) expectations but
above consensus (7.0 percent). Core inflation remained
elevated, easing only marginally to 8.67 percent, from
8.7 percent in the previous month. Trading ideas and
investment strategies discussed herein may give rise to
significant risk and are not suitable for all investors.
Investors should have experience in FX markets and
the financial resources to absorb any losses arising
from applying these ideas or strategies. BofA Merrill
Lynch does and seeks to do business with issuers cov-
ered in its research reports. As a result, investors should
be aware that the firm may have a conflict of interest
that could affect the objectivity of this report. 

Better mood in Warsaw
Locals appeared more constructive, and fixed

income investors walked away with better feelings but
still in high doubts. These are the impressions after our
research trip to Warsaw last week. 

The worst case of full nationalization of the second
pillar private pension funds (OFE) is ruled out, while we
view the authorities’ plans to boost long-term savings

constructively. But high uncertainty on the final out-
come of OFE reform and frequent policy changes by
PiS could keep the markets nervous, negative for equi-
ties, and cautious to neutral for FX and local bonds. 

Fiscal: Kicking the can down the road 
There is more evidence that the authorities are tak-

ing it more slowly on the remaining big-ticket election
promises so as not to threaten the 3 percent of GDP
budget deficit threshold. This commitment seems to
have been strengthened by the external pressures
from rating agencies and, most recently, Brexit risks. 

Tax free allowance hike will not be implemented in
2017, and is envisaged to be part of a tax unification
project, combining personal income tax and the health
and social security charges. A simple increase in
allowance from PLN3,091 to PLN8,000 to all individuals
would bring an annual cost of PLN20bn (1.1 percent of
GDP). But the Finance Ministry expects the tax unifica-
tion plans to be budget neutral, with low-income work-

ers seeing their tax burden lower, and high income
workers seeing a rise in the overall burden. 

A retirement age cut is still to be decided this week,
with a strong push from the Finance Ministry to condi-
tion pensions on a minimum number of years worked.
If FinMin’s version is approved, the costs would be
halved in the first year from PLN8.6bn. Officials are also
pointing to implementation from only mid-2017, or
even 2018. 

CHF loans
The recent PLN depreciation has led to even more

pressure on President Andrzej Duda to submit a formal
conversion proposal, but at the same time the fragile
market sentiment post Brexit calls for high caution. The
President’s office is considering options to make con-
version automatic unless borrowers ask for exemption,
and envisaging returns FX spreads at a cost of PLN15bn
for banks. They also favour ‘fair’ exchange rates so that
CHF borrowers are not favored versus PLN-loan holders.
But as of now there are no credible estimates of total
costs, which in our view makes it less likely for a govern-
ment endorsement any time soon. This is confirmed by
comments from Minister Henryk Kowalczyk that he

would be afraid to pass any CHF bill without a good
knowledge of the costs involved. We continue to see no
strong appetite from the government to push for a
quick solution or high burden for banks. To our knowl-
edge, there has been no official engagement between
the government and Duda’s office on this issue. The
range of costs estimates so far (PLN30-60bn) seems too
excessive versus the banking sector’s net profit of
PLN13.5bn in 2015. Any loss making bank could apply
to be exempted from corporate and bank tax. Given the
tight fiscal space in 2017, the Finance Ministry is likely
very sensitive to any losses in revenues, and thus will
likely advocate a cautious approach on CHF loan plans.
Deputy PM and Economy Minister Mateusz Morawiecki
presented on Monday proposals to strengthen long-
term private savings in Poland. The plans envisage a
merger of 75 percent of the second pillar (OFE) and the
third pillar (IKE), and the remaining 25 percent of OFE to
go back to the state. The Economy Ministry also plans
various incentives to encourage long-term savings in

the private pillar going forward. The aim is to have the
new private pension system from January 2018. But
Morawiecki also noted that this is a draft of ideas and
more discussions with different ministries and social
partners will be carried out. 

75 percent of OFE assets, which are currently invest-
ed in Polish equities (PLN103bn), will be merged with
the purely voluntary third pillar IKE for each individual’s
account. One can eventually decide on which private
managers they want to oversee their pension savings.
But for the first two years, the Polish Development
Fund (PFR) will be in charge to build up the system
before releasing it private managers. 

25 percent of OFE assets, which are mainly in cash
and foreign investments (PLN35bn), will be transferred
to the Demographic Reserve Fund (FRD). This would
cut public debt by around 2pp of GDP, and have no
impact on the budget. New initiatives for pension sav-
ings: Employees will be automatically enrolled in a new
contribution scheme, 2-4 percent of income with the
option to opt out within three months. Employers can
declare 2-3 percent contribution, with a compulsory
minimum of 2 percent, of which the state subsidizes
0.5pp. Each employee will also receive a welcome

bonus of PLN250. The fiscal cost is around 0.1 percent
of GDP pa, assuming 5.5m people joins out of 7.3m
employees. 

Argentina: Back to $600bn 
The statistics agency Indec released new GDP statis-

tics for 2004-15 including large revisions, downward for
real GDP and upward for the deflator. Growth was low-
ered by 1 percent annual average in 2004-14, more in
line with private estimates, increasing the credibility of
the statistics. Nominal GDP is up to $ 620bn in 2015 as
the higher deflator more than offset the lower real GDP.
The economy officially entered a recession in 16Q1. We
forecast a 0.9 percent GDP contraction in 2016 and a
3.1 percent expansion in 2017. 

Revised statistics confirmed the suspicions suggest-
ed by private estimates. Argentina economy growth in
2004-2015 was much slower than previously reported
during the Kirchners’ government. 

The most important revisions for 2004-15 are: 

1)  2014 Real GDP level is down 19.3 percent due to
9.5 percent lower 2004 GDP (base year) and lower
cumulative growth in 2004-2014 (45.1 percent instead
of 62.9 percent).  

2)  2014 deflator revised up 29.6 percent, surprising
on the upside, as a result of the 36.5 percent increase in
the private consumption deflator, consistent with well
documented CPI inflation underreporting.  

3)  2014 nominal GDP is 4.1 percent up: as the high-
er deflator more than offset lower real GDP.  

4)  Negative growth revisions started in 2007 and
were substantial for some years: 2009 (-6.0 percent vs
0.1 percent), 2012 (-1.1 percent vs 0.8 percent) and
2014 (-2.6 percent vs 0.5 percent). See Chart 1. In con-
trast, 2015 growth was revised up to 2.4 percent from
2.1 percent.  

The revisions were more extreme than we expected
with a larger downward real revision and upward defla-
tor revisions. After these changes, 2015 nominal GDP is
up 12.9 percent (measured in USD, up from $550bn to
$620bn) compared to our previous estimates, which
would significantly reduce standard ratios to GDP such
as primary deficit. Note that while GDP numbers were
revised, 2004 remains the base year. 

Global economy: Unsettling feelings 
Bank of Merrill Lynch Report


