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World stocks bask in US jobs data glow

LONDON: Companies in Britain and
the European Union face an extra 58
billion pounds ($80 billion) in annual
costs if there is a no-deal Brexit, with
Britain’s vast financial sector set to be
the worst-hit industry, according to a
report yesterday.

Firms across the EU’s 27 countries
other than Britain will have to pay 31 bil-
lion pounds a year in tariff and non-tariff
barriers if Britain leaves the bloc without
a deal, the report by Oliver Wyman man-
agement consultants and law firm Clifford
Chance said.

In return, British exporters to the EU
will have to pay 27 billion pounds a year.
“These increased costs and uncertainty
threaten to reduce profitability and pose
existential threats to some businesses,”
the report said. Britain is due to leave the
EU next year after voting in favor of end-
ing more than four decades of political,
economic and legal ties with the world’s
largest trading bloc.

In the absence of an agreement,
trade between Britain and the other 27
EU members would default to World
Trade Organization rules and tariffs, a
sharp contrast to the access the UK has
enjoyed as a member of the EU’s single
market.

Although Britain wants a deal, the

government says it is preparing for any
outcome, including the chance that
Britain could crash out of the bloc with-
out a deal. It has set aside 3 billion
pounds to prepare for all eventualities.

If Britain stays in a form of a customs
union it would reduce the costs for both
sides by about half, the report said.
However, Prime Minister Theresa May
has ruled out keeping Britain in an EU
customs union because it would prevent
the country from striking its own trade
deals with fast-growing economies such
as China and India.

Yesterday’s report showed 70 per-
cent of the extra costs in Britain from a
no-deal Brexit would be shared by five
industries: financial services, cars, agri-
culture and food and drink, consumer
goods and chemicals and plastics.
Financial services firms in Britain would
suffer the biggest hit because, unlike
some automotive and aerospace firms
that can switch to domestic suppliers of
components, they will have to set up
new operations in the EU to continue
serving clients.

Goldman Sachs and UBS said last
week they were starting to transfer some
bankers to Frankfurt in preparation for
Britain’s exit from the EU.

The Bank of England has warned that
about 10,000 finance jobs may leave
Britain by the end of next year because
of Brexit.

However, top US investment banks are
currently planning to hire far more peo-
ple in London than anywhere else in
Europe. In the EU, the hardest hit sector
would be the automotive sector, agricul-
ture and food and drinks, chemicals and
plastics, consumer goods and industrials,
the report said. —Reuters

‘No deal’ Brexit 
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LONDON:  World stocks surged to a two-week
high yesterday after strong US jobs data at the
end of last week helped take the edge off
investors’ concerns about the potential outbreak
of trade war between the United States and oth-
er major economies.

European shares shot up across the board,
fol lowing their Asian counterparts, while
emerging market currencies strengthened as
investors bought up so-called riskier assets and
sold “safe haven” securities such as gold and
government bonds.

Markets have been cheering Friday’s US non-
farm payrolls data which showed a hefty
313,000 rise in jobs, but also revealed that annu-
al growth in average hourly earnings had slowed
to 2.6 percent after spiking in January. This sug-

gested that the world’s largest economy is expe-
riencing a high growth without a corresponding
spike in inflation.

This is referred to in the market as a
“Goldilocks” trend; giving investors an incentive
to buy assets such as equities and high-yield
bonds without having to fear tighter central
bank policy. “Friday’s US employment data was
about as perfect a set of figures as you can get
from a policy maker’s point of view. The increase
in jobs was nothing short of amazing,” said
Marshall Gittler, a strategist at ACLS Global, a
currency strategy firm.

“In other words, it was a ‘Goldilocks’ report:
not too hot, not too cold, just right.”

As a result, the S&P500 surged more than
1.7 percent on Friday-its second-best day of the

year so far-and futures pricing pointed to anoth-
er day of gains yesterday. The warm glow
extended around the globe, with Asian and
European shares gaining. Germany’s DAX led
gains in Europe, rising 0.9 percent, and MSCI’s
world equity index, which tracks shares in 47
countries, hit a two-week high.

Inflation data from the world’s largest econo-
my is due today, and the question is how signs of
economic strength may affect the US Federal
Reserve’s pace of monetary tightening.

“The jobs report will reinforce the confidence
the Fed has on economic momentum - it’s a very
solid reading, plus you add a bit of (fiscal) stimu-
lus on top,” said Investec economist Victoria
Clarke. “But they are a cautious institution who
will be wary of reading too much into one print.”

Earlier, MSCI’s index of Asia-Pacific shares
outside Japan climbed 1.3 percent, poised for a
third session of gains. South Korea rose 1 per-
cent, while Australia’s main index added 0.7
percent, boosted by mining shares on news
that Australia could be exempt from new US
trade tariffs on steel and aluminum imports.
Concerns over those tariffs have been weigh-
ing on European stocks, with the main pan-
European stock index hitting a seven-month
low at the start of the month. It has recovered
somewhat from that trough to rise 0.3 percent
yesterday.

The jobs news also lifted currencies such as
the Mexican peso and Canadian and Australian
dollars, while weighing on the safe-haven yen.
Investors had trimmed holdings of yen last week

on news U.S. President Donald Trump was pre-
pared to meet with North Korean leader Kim
Jong Un, a potential breakthrough in nuclear
tensions in the region.

US officials on Sunday defended Trump’s
decision, saying the move was not just for show
and not a gift to Pyongyang. Brent crude gave
up some of Friday’s gains, dropping 35 cents to
$65.14 a barrel, as rising US output loomed
over markets despite a slowdown in rig drilling
activity. Gold prices also slipped half a per-
cent to $1,315.81 an ounce, as demand for safe
haven investments fel l . For Reuters Live
Markets blog on European and UK stock mar-
kets open a news window on Reuters Eikon by
pressing F9 and type in ‘Live Markets’ in the
search bar. —Reuters

Eurozone bond
yields dip as
ECB’s Coeure 
echoes dovish
message
LONDON: Most government bond yields
in the euro area fell yesterday after ECB
executive board member Benoit Coeure
said short-term interest rates would stay at
“very low levels”, supporting a view that
any exit from hefty stimulus will be slow. A
busy week for euro zone bond supply
exerted some upward pressure on borrow-
ing costs. But Coeure’s comments early
yesterday underpinned sentiment coming
just days after the ECB gave up a pledge to
increase bond purchases if needed and
signalled a slow route out of its stimulus.

Coeure added that inflation was not
quite where the European Central Bank
“would like it be”.

Germany’s benchmark 10-year bond
yield dipped 1 basis point to 0.64, heading
back towards last week’s five-week lows .
German short-dated bond yields also fell,
while yields on other higher-rated bonds
were down 1-2 bps.  “Two-year rates are a
bit lower so that ties in with dovish com-
ments from Coeure, but what he said is in
line with (ECB President Mario) Draghi’s
dovish comments last week,” said ING
senior rates strategist Martin van Vliet. 

According to a source-based story on
Friday, ECB staff offered policymakers
meeting last week a scenario where inter-
est rates would be raised in mid-2019
after winding down their bond purchases
at the end of this year. A perception that a
rise in ECB interest rates remains some
way off contrasts with expectations for
another US rate rise later this month, con-
firmed by Friday’s strong jobs data and
keeping the gap between US and German
bond yields wide.

The US/German 2-year yield spread
was at 282 basis points, close to its widest
in over 20 years. The gap between 10-year
US and German bond yields was at 226
bps and hovering close to its widest in
around 14 months. “The lack of reaction to
the strong US jobs report in European
fixed income is a sign that the ECB meeting
last week, by showing no inclination to
rush toward the exit, has given fresh legs to
the US-Europe divergence trade,” said
Mizuho rates strategist Antoine Bouvet.

Anticipation of heavy bond supply
this week limited the fall in bond yields.
The Nether lands, I ta ly, Germany,
Portugal, France and Spain are expected
to auction up to 30 bi l l ion euros of
bonds between them. Analysts  said
uncertainty over the make-up of the next
Italian government after an inconclusive
March 4 election was starting to weigh
on Italian bonds. 

The Italian/German 10-year yield gap
was at 138 bps versus 135 bps on Friday.
“It is an open race as to who will form
the next Italian government and this
uncertainty is  start ing to weigh on
spreads,” said DZ Bank rates strategist
Daniel Lenz. —Reuters 

TOKYO: A pedestrian looks at an electronics stock indicator showing share prices
of the Tokyo Stock Exchange yesterday. —AFP


