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LONDONL European stocks slumped to a 21-month
low yesterday after Wall Street’s worst losses in eight
months triggered a surge of global selling that also hit
Asia and emerging markets. Losses in London, Paris and
Milan were at nearly 2 percent ahead of what looked set
to be another early dive from Wall Street, although it
wasn’t quite as dramatic as the overnight session in Asia. 

MSCI’s broadest index of Asian shares not including
Japan ended down 3.6 percent, having struck its lowest
level since March 2017. China’s main indexes had
slumped over 5 percent. It meant MSCI’s 24-country
emerging market index was having its worst day since
early 2016, after Wall Street’s swoon had given the 47-
country world index equivalent its worst day since Feb-
ruary. “Equity markets are locked in a sharp sell-off,
with concern around how far yields will rise, warnings
from the IMF about financial stability risks and contin-
ued trade tension all driving
uncertainty,” summed up
analysts at ANZ.

The sell-off, which came
as the head of the Interna-
tional Monetary Fund,
Christine Lagarde, said
stock market valuations
have been “extremely high”,
erased hundreds of billions
of dollars of global wealth.
Japan’s Nikkei ended down 3.9 percent, its steepest
daily drop since March. The broader TOPIX lost
around $207 billion in market value, falling 3.5 percent.
Shanghai’s drop was its most severe since February
2016 and left it at its lowest level since late 2014. Shares
in Taiwan were even harder hit, losing 6.3 percent.
Seoul’s Kospi index dropped 3.8 percent.

“I think what happened was that we were a maxi-
mum elevation of risk appetite and maximum valuation
of (US) large caps and tech, so when you have that sit-
uation you are always vulnerable,” said UBP macro and

FX strategist Koon Chow. Europe’s traders retreated
to the safety of German and other higher-rated gov-
ernment bonds. Italian bonds aren’t on that list though,
and though they squeezed through a 6.5 billion euro
debt sale, they saw more selling amid ongoing concern
about the country’s financial health. “It remains to be
seen whether the accelerating equity plunge is a
healthy correction or the tip of the iceberg,” Com-
merzbank analysts said in a note.

Blood on the street
Sinking global shares had raised the stakes for US

inflation figures which ended up coming in relatively
tame. High inflation would only stoke speculation of
more aggressive rate hikes from the Federal Reserve -
one of the things that has spooked markets. On Wall
Street, the S&P500’s sharpest one-day fall since Feb-

ruary on Tuesday had
wiped out around $850 bil-
lion as the S&P toppled
over 3 percent and the Nas-
daq’s high-flying tech
shares tumbled even more
on fears of slowing demand.

The bloodletting at-
tracted the attention of US
President Donald Trump,
who pointed an accusing

finger at the Fed for raising interest rates. “I really dis-
agree with what the Fed is doing,” Trump told re-
porters before a political rally in Pennsylvania. “I think
the Fed has gone crazy”. Hawkish commentary from
Fed policymakers triggered the sell- off in Treasuries
last week and sent long-term yields to their highest in
seven years.

The surge made stocks look less attractive com-
pared with bonds while also threatening to curb eco-
nomic activity and profits. “The rise in Treasury yields
has been the primary catalyst for the sell-off in equities,

since higher yields suggest a lower present value of fu-
ture dividend streams, assuming an unchanged eco-
nomic outlook,” said Steven Friedman, senior
economist at BNP Paribas Asset Management. “It is
also possible that equity investors are growing con-
cerned that the Federal Reserve’s projected rate path
will choke off the expansion.” 

Yuan a flashpoint
The shift in yields is also sucking funds out of emerg-

ing markets. More than $1 trillion has been wiped off
MSCI’s EM index since January and there has been par-
ticular pressure on the Chinese yuan as Beijing fights a
protracted trade battle with the United States. China’s
central bank has been allowing the yuan to gradually de-
cline, breaking the 6.9000 barrier and leading specula-
tors to push the dollar up to 6.9377 at 0602 GMT.

China’s move has forced other emerging-market
currencies to weaken to stay competitive and drawn
the ire of the United States, which sees it as an unfair
devaluation. “The yuan has already weakened signifi-
cantly, to offset the tariffs announced so far,” said Alan
Ruskin, Deutsche’s global head of G10 FX strategy.
“Further weakness could exacerbate concerns of a
self-fulfilling flight of capital and a loss of control.”

The dollar was already losing ground to both the
yen and the euro, as investors favored currencies of
countries that boasted large current account surpluses.
The euro was at $1.1550, up from a low of $1.1429 early
in the week. The dollar lapsed to 112.17 yen, a retreat
from last week’s 114.54 peak. That left the dollar at
95.263 against a basket of currencies. In commodity
markets, gold struggled to get any safety bid and
edged down to $1,192.77.—Reuters
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Beijing. —AFP

Germany slashes 
growth forecasts
FRANKFURT AM MAIN: The German govern-
ment yesterday slashed its growth forecasts for
2018 and 2019, blaming “a weaker international
trade environment” for sapping the export pow-
erhouse. After an expansion of 2.2 percent in 2017,
gross domestic product should expand by 1.8
percent this year and next, the economy ministry
said in a statement. Compared with April projec-
tions, the forecast cut the outlook for 2018 by 0.5
percentage points and for 2019 by 0.3 points.

“An essential reason (for the cut to the fore-
cast) is the weaker international trade environ-
ment,” the ministry said, adding that a new
emissions test cycle for cars had temporarily
slowed production and exports in the vital sector.
Nevertheless, “the economy will enter the 10th
year of growth next year-the longest upturn

phase since 1966,” Economy Minister Peter Alt-
maier said. Berlin points to record low unemploy-
ment and rising wages as factors that should
sustain economic expansion as companies invest
and consumers spend more. But “growing protec-
tionist tendencies and international trade conflicts
lead to uncertainty for the future,” Altmaier said.
“We should reduce tariffs and barriers to trade, not
build them up,” Altmaier shot at President Donald
Trump, who aims to shrink the US’ yawning
deficits in the name of his “America First” policy.

While the European Union has struck a shaky
trade truce with Washington, Berlin slashed its
outlook for growth in exports for 2018 by almost
half, to 2.8 percent, with a smaller cut to the 2019
projection. Elsewhere in its forecast, the econ-
omy ministry pushed back a surge in govern-
ment spending from this year to 2019, after it
took longer than expected for Chancellor Angela
Merkel to form her fourth government. And it
sees inflation relatively steady, around 2.0 per-
cent level targeted by the European Central
Bank in the coming years. —AFP

NY fines UAE’s 
largest bank 
NEW YORK: New York state financial reg-
ulators on Wednesday fined the Dubai-
based Mashreqbank $40 million, saying it
cleared millions of high-risk transactions
with scant safeguards against money laun-
dering and terrorism finance. The bank’s
New York branch kept shoddy records and
had internal controls that were not sufficient
to prevent violations of US sanctions, ac-
cording to the New York Department of Fi-
nancial Services.

“Mashreqbank failed to fully comply with
critical New York and federal banking laws
aimed at combating international money
laundering, terrorist financing and other re-
lated threats,” DFS Superintendent Maria
Vullo said in a statement. Mashreqbank is
the UAE’s oldest and largest lender, with
branches across the Middle East and Asia.

Between 2016 and 2017, the bank’s New
York branch processed millions of transac-
tions with an aggregate value of $717 billion
for foreign customers in high-risk jurisdic-
tions, the statement said. Reviews by DFS
and New York Federal Reserve Bank exam-
iners in 2016 and 2017 found deficiencies in
bank policies, including failing to show how
bank staff determined certain transactions
were acceptable, the statement said.

Mashreqbank will hire an outside con-
sultant to improve how it complies with
the law, according to DFS, which noted the
bank’s “strong cooperation” and commit-
ment to correcting shortcomings. Mashre-
qbank said it was devoting “substantial
financial and corporate resources” to im-
proving legal compliance at its New York
branch. “Mashreqbank remains committed
to providing its customers with superior
and robust banking services while main-
taining and enhancing its compliance with
regulatory expectations,” it said in a
statement. —AFP
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