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Shares set for monthly gains, dollar rally stalls
LONDON: Global shares steadied at one-month
highs yesterday, on track for a third straight
month of gain, while the dollar’s recent rally to
two-month peaks on expectations the U.S. interest rates could rise next month took a breather.
European shares fell, hit by a drop in Volkswagen
whose shares retreated after the German carmaker reported first-quarter earnings, although
the region’s stock markets were set for their best
monthly performance since late 2015.
The pan-European STOXX 600 and
FTSEurofirst 300 indexes were in the red, having

hit peaks in early trade. The broader MSCI world
equity index, was up a tad at 1,676.96 points, its
highest since late April. US stock futures pointed to a firm start on Wall Street where trading
will resume after the Memorial Day holiday.
Earlier, Japan’s Nikkei index ended 1 percent
higher, extending a 1.4 percent rally in the previous day. It is up 3.4 percent for May, thanks to
a subdued yen.
The dollar index, which tracks the greenback
against a basket of six major currencies, was flat
at 95.524, off a two-month high of 95.968 struck

on Monday, but still on track for a 2.6 percent
gain for the month-its best in six months. The dollar has risen recently on expectations of higher
U.S. rates. Fed Chair Janet Yellen said on Friday
that the central bank should hike rates “in the
coming months” if economic growth picks up and
the labor market continues to improve.
“The question for me here is whether the dollar can carry on rallying on the prospect of the
Fed raising rates faster over the next 18 months
than is priced in, as opposed to rallying only on
expectations of a move in June or July,” said Kit

Juckes, macro strategist at Societe Generale.
Investors are awaiting key data this week
before taking fresh positions. May’s US private-sector ISM manufacturing data, due on
Wednesday, and non-farm payrolls report
on Friday will be scrutinized and solid readings could further heighten expectations for
a move as soon as the Federal Reserve’s next
policy meeting on June 14-15. Economists
predict the jobs report will show that US
employers added 170,000 jobs, slightly
more than they did in April. Hourly wages
are expected to show a 0.2 percent increase
from the previous month.
CHINESE YUAN EYED
Investors were also keeping an eye on
the weakening Chinese yuan with worries
about growth in the world’s second-largest
economy creeping back. The yuan was on
track for its second largest monthly fall on
record after the central bank softened its
midpoint to a 5-year low. “The prospect of
higher US interest rates will, in due course,
test both the global markets and China’s
policy to manage its currency,” said Jade Fu,
investment manager at Heartwood
Investment Management.
“In an environment of dollar strength,
the People’s Bank of China may well be
forced to further depreciate the renminbi,
risking the possibility of a one-off currency
intervention.”
Asian stocks rose yesterday, led by a
surge in Shanghai, while the dollar edged
higher as traders weighed the fallout from
a likely US interest rate rise this summer.

Mainland Chinese shares closed up
more than three percent, while Hong Kong,
Tokyo and Seoul also rallied, although volumes were low after Wall Street and
London were closed for public holidays.
The greenback was boosted by remarks
from Federal Reserve chair Janet Yellen that
the US could raise interest rates “in the
coming months” if data from the world’s
top economy continues to improve.
Traders saw this as a vote of confidence
in the US economy, which has remained
resilient even after the Fed raised rates for
the first time in almost a decade in
December. “US policy normalization and its
likely impact has remained a key theme for
markets,” Mark Smith, a senior economist
with ANZ Bank New Zealand, told
Bloomberg News.
“The dilemma facing the data-dependent Fed is that some US data does not
look as strong as it once did, with manufacturing under the pump.” The prospect of an
imminent US rate hike-traders now believe
one is more likely than not in July-has seen
the dollar post its best performance since
September 2014 this month.
In Shanghai, shares jumped after
Goldman Sachs predicted Chinese equities
could be added to the MSCI’s global benchmark indices for the first time. The US
investment bank said there is now a 70 percent likelihood mainland shares will be
included after changes to trading rules this
month-a decision Bloomberg News said
could attract some $16 billion of investment flows. — Agencies

