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Stock bulls carry 
on, dollar keeps calm 
LONDON: World stocks steadied yesterday after their
biggest jump in almost six-months on U.S. tax cut
hopes had added to what is already one of the
strongest and longest global bull runs on record.

South Africa’s rand also took a rest after the ANC
leadership win for the market’s preferred candidate
triggered its biggest surge since the volatile days of
2008, while the dollar remained a no show despite Wall
Street’s latest record highs. Futures markets were
pointing to the S&P 500 and Dow Jones both nosing
ahead later with U.S. Congress set to vote on long
awaited tax cuts and reforms and with the bill likely be
signed into law by the end of the week. 

Traders were still being peppered by upbeat data
too.  The World Bank raised its China growth forecast
overnight, Switzerland pushed up 2018 projections and
business confidence remained robust in Germany,
albeit with some caution about its struggle to form a
coalition government. Britain’s FTSE and Spain IBEX
both edged 0.1-0.2 percent higher and though the
DAX and France’s CAC wobbled backwards, the euro
and the pound both made some ground in the FX mar-
ket. “The dollar is not excited about tax reform,” said
Saxo Bank’s head of FX strategy John Hardy. 

“It could just be year-end effects but maybe people
are just weighing the negatives. Maybe it won’t boost
growth that much...  and maybe it is going to blow a
hole in the fiscal deficit.” For stocks though, the
changes would cut US corporate tax rates to 21 per-
cent from 35 percent, which investors are betting will
boost profits as well as trigger share buybacks and
higher dividend payouts.

Wall Street’s latest record - there have now been
70 this year on the Dow - had been followed by most
of Asia’s main bourse with the notable exception of its
biggest - Japan’s Nikkei - which was dragged back by
a stronger yen. Australian shares added 0.55 percent,
Hong Kong’s Hang Seng rose 0.8 percent and Shanghai
lifted 0.6 percent though to keep the region upbeat.

“The rising trend in broader equities led by the US
markets looks to continue for a while,” said Masahiro
Ichikawa, senior strategist at Sumitomo Mitsui Asset
Management in Tokyo. —Reuters

LONDON: After a year of relatively healthy global eco-
nomic growth, economists are predicting pretty much the
same for 2018 — a neither too-hot nor too-cold Goldilocks
scenario, but with little sight of the three bears.

The idea is that all is pretty much on track for growth
that will be stronger than in 2017. Part of this may come
from the fact that forecasters generally got it wrong last
year, underclubbing this year’s economic performance, par-
ticularly for the eurozone and Japan.

The International Monetary Fund, for example, saw
2017 global growth at 3.4 percent with advanced
economies advancing 1.8 percent. It now reckons them at
3.6 percent and 2.2 percent.

It had the eurozone and Japan growing 1.5 percent
and 0.6 percent, respectively. It now has them at 2.1
percent and 1.5 percent. “Faster growth is reaching
roughly two-thirds of the world’s population,” the IMF
said in a December blog post. This performance has
made some economists optimistic. Nomura is among the
more bullish: “Global growth has far more self-reinforc-
ing characteristics at present than at any time over the
last 20-30 years.”

But Goldilock’s bears do have a habit of showing up.
There are huge numbers of potential political and econom-
ic risks to the status quo. But as in the fairy tale, let’s go
with just three: central banks, trade, and bubbles.

In the first case, the danger is that there will be a policy
mistake, squeezing debtors. The second relates to renewed
US  protectionism or anger over Chinese exports trigger-
ing tit-for-tat, growth-stifling trade barriers. The third is
about sudden market losses that dry up spending and
demand.

Bear one in the woods  
Part of 2017’s global economic success was put down to

a combination of extraordinarily loose monetary policy and
competent management by central banks of their attempts
to wean the world off such largesse. Entering 2018 the US
Federal Reserve is lining up for three more hikes, the
European Central Bank is slowly cutting back on its asset
purchases, and China is increasing rates.

All of this is being carefully flagged by the policymakers,
but mistakes can happen
and any significant shift of
gear could cause a sharp
retrenchment in consumer
and corporate spending.

The amount of US cor-
porate debt outstanding,
for example, is nearly $8.8
trillion, according to Sifma,
the US securities industry
group. That is up 35 per-
cent since 2010 and a
major driver behind cor-
porate expansion.
“Financial stability risks
pose a bigger threat to the continuation of the (growth)
cycle than price stability risks,” Morgan Stanley co-head of
economics Chetan Ahya wrote in a 2018 outlook, saying
US corporates were the most exposed to higher interest
rates. This implies that central bank tightening to curb
overly robust growth or inflation risks creating a credit
squeeze- hence the caution in Washington, Frankfurt,
Beijing and Tokyo.

Bear two in the woods 
US President Donald Trump’s 2016 election campaign

was peppered with “America First” rhetoric and a dollop
of belligerence about other countries. In office, the Trump
administration has done a few things in the name of US
interests to upset multilateralists. 

It has, for example, launched an investigation into steel
imports, blocked the appointment of judges at the World
Trade Organization, and withdrawn the United States

from a now 11-member
Pacific Rim trade pact.
Other measures have not
progressed as far, notably
the threat to withdraw
from the North American
Free Trade Agreement,
and the pledge to bring
China to heel over its
allegedly unfair trade
practices.

But the US trade
deficit increased to $43.5
billion despite growth-
driven US exports. The

US-China deficit dropped a bit but was still $34.6 billion
in Beijing’s favor. “The massive TRADE deficits must go
down quickly,” Trump tweeted after a trip to Asia in
November.

Were rhetoric to turn to practice, the economic climate
of 2018 could quickly turn chilly. According to the US
Conference board, China’s economic exposure to the
United States is nearly five times higher than the US

exposure to China. That would suggest that any imposi-
tions of trade barriers could hit growth in China that is
behind much of the wealth in exporting nations like
Germany. It is far from just a US-China matter: the World
Bank estimates world trade accounts for 52 percent of
world GDP, more than doubling its clout over the past 50
years ago.

Bear three in the woods 
Bubbles are hard to gauge until they have popped

(there is a tendency to say “this time it is different”,
until it isn’t).

But if economists have learnt one thing from this cen-
tury’s financial market crashes it is that they bring the
house down with them. The World Bank estimates that the
global growth rate fell from around 4.4 percent in 2000 to
some 1.9 percent in 2001, when the dot com bubble burst,
and that the financial crisis prompted a plunge from a
roughly 4.3 percent growth rate in 2007 to a 1.7 percent
contraction in 2009.

What happens is that sudden losses in financial instru-
ments cause companies and consumers to stop spending,
leading to tumbling growth, layoffs, and debt defaults.
There are plenty of examples of assets that have soared
continually and steeply in the past year: Bitcoin’s stagger-
ing rise is but the most obvious.

Albert Edwards, a Societe Generale strategist who is
always on the lookout for bubble-poppers, reckons that
with stock markets in the stratosphere, it won’t take much
to reverse things.

It may be just some as “boring” as some unexpectedly
poor profits, he suggests. —Reuters

Central banks and bubbles 
threaten 2018 status quo

Neither too-hot nor too-cold Goldilocks scenario predicted

Little sight
of the 

three bears

World Bank 
raises China 
2017 growth 
forecast
BEIJING: The World Bank yesterday raised
its forecast for China’s economic growth in
2017 to 6.8 percent from 6.7 percent it pro-
jected in October, as personal consumption
and foreign trade supported growth. But the
Washington-based lender kept its forecast
for China’s 2018 and 2019 GDP growth
unchanged at 6.4 percent and 6.3 percent,
respectively, due to less accommodative
monetary policy and the government’s effort
to rein in credit and control leverage. 

The key downside risks to the forecast are
the still rising leverage of the non-financial
sector and uncertainty around housing
prices. 

“Despite the recent slowdown, credit con-
tinues to grow considerably faster than GDP.
Outstanding bank loans reached 150 percent
of GDP in November 2017, up from 103 per-
cent at the end of 2007,” the World Bank
said in its China Economic Update. 

China’s economy grew at a faster-than-
expected 6.9 percent over the first nine

months of the year, but Beijing’s campaign to
reduce risks in the financial sector has
pushed up borrowing costs, raising concerns
GDP growth could take a hit next year. 

But strong growth so far this year has giv-
en policymakers an opportunity to accelerate
deleveraging, which is “likely to come at the

cost of slower GDP growth in the near term
but will improve China’s long-term economic
prospects,” the World Bank report said. 

External risks to China’s economy include
the potential for more restrictive trade poli-
cies in advanced economies, and geopolitical
tensions, the report said.  —Reuters 

BEIJING: A food delivery man riding an electric tricycle checks notes as he
waits to cross an intersection in Beijing yesterday. —AFP

UK house prices 
to rise less than 
inflation; 
London’s to fall 
LONDON: British home prices are set
to extend a slow march higher next year,
in part from a cut in housing transaction
tax for new buyers, but London prices
will fall for the first time in eight years as
Britain prepares to leave the European
Union.

According a Reuters poll of 28 hous-
ing market specialists, property prices
will rise just 1.3 percent nationally in
2018, less than half the current rate of
consumer price inflation.  One year ago,
the same Reuters housing market survey
forecast 2 percent UK house price infla-
tion for 2017, only just a little below the
last reported annual rate of 2.5 percent
from the Nationwide Building Society. 

The latest Reuters poll predicts
British home prices will increase 2.3
percent in 2019 and 3.0 percent in 2020,
despite expected gradual interest rate
rises from the Bank of England.

In the capital, long a hotbed for
domestic and foreign investors seeking
to take advantage of roaring price rises,
the average home price will fall 0.3 per-
cent next year, which would be the first
drop since the financial crisis crash in
2009.  London house prices are then
expected to rise 1.0 percent in 2019, the
year Britain is set to leave the EU, and
then rise 2.8 percent in 2020. 

“Affordability and Brexit uncertainty
will weigh down on house price inflation
- exacerbated in London by a high price
base line,” said Simon Rawlinson, head
of strategic research and insight at con-
sultancy Arcadis.

Britain’s 2016 referendum vote to
leave the EU has created widespread
business uncertainty and banks are

preparing to move an estimated 10,000
jobs to the continent after Brexit in
order to maintain full access to the EU’s
Single Market.

Last month, UK housebuilder Crest
Nicholson pointed to Brexit-related
barriers to new house construction
while joining a slew of property firms in
flagging signs of weakness in central
London property markets. A long-term
shortage of homes has fuelled price ris-
es in recent decades and last month the
British government committed 44 billion
pounds ($58.9 billion) to provide fund-
ing, loans and guarantees over the next
five years in a bid to deliver 300,000
net additional homes per year on aver-
age by the mid-2020s.

But nearly all the respondents polled
by Reuters in the past week said that
goal would not be met. “Funding is not
available over a long enough period to
get through planning hurdles and to cre-
ate enough offsite capacity,” said
Rawlinson. The UK housing industry
says it needs to build around 250,000
properties a year just to meet pent-up
demand, which has pushed up prices and
rents, stopping many younger people
from getting onto the property ladder.

First-time buyers still dreaming
Home ownership is the bedrock of

consumer wealth in Britain. But with the
average asking price for a home now
over 300,000 pounds, and double that
in London, coming up with a deposit
and borrowing to buy a house is out of
reach for many. In a bid to help younger
people struggling to get onto the hous-
ing ladder, during its annual budget
statement last month the government
pledged to scrap the stamp duty prop-
erty tax for first-time buyers for homes
worth up to 300,000 pounds. But
rather than helping buyers, 20 of 23
people polled said the move would
increase property prices and so was
unlikely to make homeownership more
attainable. —Reuters


