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Wall Street Week Ahead

LONDON:  The ailing dollar fell to its lowest
in over three months yesterday, while surpris-
ingly upbeat Chinese manufacturing data
ensured there was no serious new year hang-
over for world shares despite a groggy start
for Europe. Wall Street was expected to get
2018 off the mark with a small gain, with sen-
timent also helped by news that North Korea
had offered an olive branch to South Korea.
Kim Jong Un said he was “open to dialogue”
with Seoul.

MSCI’s broadest index of world shares
climbed 0.2 percent, having set scores of
record highs and risen by one-fifth in value
last year. The driver overnight had again been
Asia and its emerging markets.

In currency markets, the dollar remained
out of favor having already hit a three-month
low against a basket of its peers on Friday.
That brought its losses for 2017 to 9.8 per-
cent, its worst performance since 2003.

Its pain was the euro’s gain though, with
the single currency enjoying its strongest
year against the dollar in 14 years. Yesterday,
it jetted to a near-four-month top of $1.2081
as data showed that eurozone manufacturers
ramped up activity last month at the fastest
pace in more than two decades.

It had already sliced through major resist-
ance on the yen in Asia, reaching highs not
seen since late 2015 at 135.45 yen . The rally
against dollar meanwhile meant euro bulls
were now eyeing the September peak of
$1.2092, a break of which would take the cur-
rency to ground last trodden in late 2014.

“Forward-looking indicators bode well for
the new year,” Chris Williamson, chief busi-
ness economist at IHS Markit which compiled
the manufacturing data, pointing to a near
record pace of new orders and job creation
by eurozone firms.

The pound, Swiss franc and Scandinavian

currencies were also up solidly against the
struggling dollar.

That combined with a two-month high in
bond yields in Germany and Italy, two of the
eurozone’s biggest debt markets, pushed
stock markets in London, Frankfurt and Paris
0.4-0.7 percent into the red.

Carmaker stocks caused the biggest dent,
skidding 1.4 percent on weaker new car reg-
istrations data from France and forecasts that
those in Britain would see as much as a 5 per-
cent drop later in the week.

Dollar wallows
US traders were gearing up for what was

expected to be a steady first session of
2018, having seen the S&P 500 leap 22.5
percent last year but the dollar dive almost
10 percent.

A major hurdle for the US currency will be
today’s release of minutes from the Federal

Reserve’s December meeting, when it
raised interest rates. Two policymakers
voted against the move amid doubts
inflation would accelerate as hoped.

With the market now pricing in a 68
percent chance of a March hike and two
hikes for 2018, there will be close
inspection to assess just how shaky their
confidence is for any pick-up in infla-
tionary trends said Chris Weston, chief
markets strategist at broker IG in
Sydney.

“That said, the US dollar is under-
loved and oversold and it won’t take
much to promote a bout of profit-taking
from the shorts.” The skid in the dollar,
combined with strength in Chinese
demand, has benefited commodities
priced into the currency.

Copper dipped back a little yesterday
to $7,235.50 a ton, but that follows a rise
of 31 percent in 2017 to a four-year top.
Aluminum amassed gains of 34 percent.

Gold was 0.7 percent firmer at $1,311
an ounce, after advancing by 13 percent

in 2017 for its best performance in seven
years. Brent crude oil futures ended the
year with a 17 percent rise, while US
crude climbed 12 percent on strong
demand and declining global inventories.

Yesterday, Brent added another few
cents at $66.92 a barrel, while US crude
firmed 7 cents to $60.48.

Alongside the upbeat China data, fac-
tory activity had also hit a five-year high
in India and the best in 6-1/2 years in
Taiwan. In emerging Europe, Hungary’s
Purchasing Managers’ Index (PMI)
recorded its strongest December on
record, Czech data was at the highest
since 2011 while Turkey’s reading rose
for a 10th straight month. “Some of the
PMIs have been really strong and in
central/eastern Europe we have seen
some of the strongest numbers on
record. So it looks like 2017 ended on a
strong note in growth terms and that’s
translating into better sentiment on mar-
kets,” said William Jackson at Capital
Economics. — Reuters

Wall Street
eyes 2018 gains
with a side of
caution
NEW YORK: US stocks are expected to
keep rising in 2018 because a massive
drop in the corporate tax rate is seen
boosting the economy and corporate
profits, but strategists say sizable gains
could either be short-lived or elusive.

The bull market is on track to mark its
ninth birthday in March, with the S&P
500 climbing 20 percent for 2017 - its
biggest increase since 2013. The drop in
the corporate tax rate in 2018, to 21 per-
cent from 35 percent, is seen by many as
the biggest factor for the stock market
next year.

Yet 2018 share gains are expected to
be smaller than 2017 with the S&P 500’s
price/earnings ratio - a measure of stock
prices against expected profits - is
around its highest level since June 2002.
Many on Wall Street cite potential pit-
falls even though they see no signs of a
recession.

“We’ve had six years in a row where
stocks have (outperformed) earnings, and
I think we break that streak with stocks
going up but not as much as earnings,”
said Robert Doll, chief equity strategist at
Nuveen Asset Management in Princeton,
New Jersey. Some say the tax bill’s bene-
fit will be short lived. David Kelly, chief
global strategist at J.P. Morgan Asset
Management described the bill as “more
carbs and less protein,” because the tax
overhaul will improve spending but does
nothing to boost productivity.

“It’ll be a one-year wonder,” said Kelly.
“People should enjoy the party while it
lasts but just make sure you know where
your coat is.” Several strategists cite the
risk that faster economic growth could
cause inflation to increase at a pace that
would lead the US Federal Reserve to

raise interest rates faster than expected.
Wall Street’s rosy forecasts seem “well

supported by the tremendous string of
good news which the economy has deliv-
ered,” according to Jim Paulsen, chief
investment strategist with Leuthold
Group in Minneapolis.

But he said, the news is too good: “The
problem with getting good news is that at
some point you can’t be positively sur-
prised anymore.” Paulsen does not expect
a recession. But when the economic sur-
prise index - which compares economic
data to consensus expectations - is at
high levels, equity performance tends to
be weaker, according to Paulsen.

The Citi Economic Surprise index was
at 77 on Thursday, not far from its almost
six-year high of 84.5 reached on Dec. 22.
“We’re going to have a 10-15 percent
correction at some time in 2018. I
wouldn’t be surprised if we’re down for
the year,” Paulsen said. “If we get a cor-
rection and people get scared I’ll proba-
bly be buying again.”

Investors will keep a close watch on
the on US mid-term elections in 2018
because a Republican loss of control of
the Senate or the House of
Representatives could stall the party’s
agenda. In 10 of the last 17 US mid-term
election years, equity price moves for the
full year followed January’s direction,
according to Jeff Hirsch, editor of the
Stock Trader’s Almanac.

Investor moods in January may
depend on whether the US Congress
reaches an agreement to raise the coun-
try’s debt ceiling. Investors will also be
hoping Congress can reach a 2018 budg-
et pact by Jan. 19. These are just some of
the worries traders are contending with.

But the market has history against it.
The S&P 500 rises on average 1.3 per-
cent in the so-called Santa Clause rally -
the period between Dec. 22 and Jan. 3 -
according to Hirsch. This year, five days
in, the S&P has risen just 0.1 percent.
“The failure of stocks to rally during this
time tends to precede bear markets or
times when stocks could be purchased at
lower prices later in the year,” Hirsch
wrote in a blog post. — Reuters

Dollar starts 2018 in doldrums; oil flat 

BEIJING: A woman looks at boards showing stock prices at a securities company
on the first trading day of the year in Beijing yesterday. —AFP

NEW YORK: A video board displays the closing numbers after the closing bell of
the Dow Industrial Average at the New York Stock Exchange on Friday. — AFP


