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Tame US producer price inflation 
supports case for another rate cut

Ryanair Irish pilots support 
action plans as unrest spreads

Brexit turmoil drives UK towards recession
Economy shrank 0.2% in Q2, first contraction in seven years
LONDON: Britain’s economy unexpectedly shrank in
the second quarter of the year on Brexit turmoil, official
data showed Friday, placing the country on the verge of
recession and sending the pound tumbling to a 2.5-year
low. Gross domestic product (GDP) fell 0.2 percent in
the April-June period, the first time the economy has
contracted in almost seven years, the Office for
National Statistics (ONS) said in a statement, blaming a
dramatic slump in the construction and manufacturing
sectors.

The data, which was worse than market expectations
for zero growth and also reflects global economic
strains, sent the pound diving to $1.2056 — the lowest
level since early 2017.  Another contraction in the cur-
rent third quarter would put Britain in an official reces-
sion, ahead of the nation’s expected withdrawal from
the EU at the end of October.

Brexit paralysis? 
“The latest data reveal an economy in decline and

skirting with recession as headwinds from slower global
economic growth are exacerbated by Brexit-related paral-
ysis,” said IHS Markit economist Chris Williamson. The
result contrasted with 0.5-percent expansion in the first
quarter, when activity was boosted by companies stock-
piling ahead of Brexit. Output was buoyed in the first three
months of 2019 because Britain had initially been sched-
uled to leave the European Union at the end of March.
“GDP contracted in the second quarter for the first time
since 2012 after robust growth in the first quarter,” said
Rob Kent Smith, ONS head of GDP.

“Manufacturing output fell back after a strong start to
the year, with production brought forward ahead of the
UK’s original departure date from the EU.

“The construction sector also weakened after a buoy-

ant beginning to the year, while the often-dominant serv-
ice sector delivered virtually no growth at all,” he added.
British Prime Minister Boris Johnson replaced Theresa
May in July after winning the governing Conservatives’
leadership contest on a pledge to take Britain out of the
bloc on October 31 with or without a divorce deal.

Brexiteer Johnson, a pivotal ‘Leave’ campaigner in the
2016 EU exit referendum, has repeatedly insisted that
Britain can make an economic success of Brexit. New
finance minister Sajid Javid on Friday said that the global
economy was slowing, but highlighted other recent posi-
tive data for the UK. “This is a challenging period across
the global economy, with growth slowing in many coun-
tries,” said Javid. “But the fundamentals of the British
economy are strong-wages are growing, employment is at
a record high and we’re forecast to grow faster than
Germany, Italy and Japan this year,” he added.

“The government is determined to provide certainty to
people and businesses on Brexit-that’s why we are clear
that the UK is leaving the EU on 31 October.”

‘Pretty grim’ 
The government’s official forecaster last month warned

that Britain would slide into a year-long recession should
it leave the EU without a deal. Bank of England governor
Mark Carney recently warned that a no-deal Brexit could
undermine entire sectors of the economy such as the car
industry and farming. “The latest look at the UK economy
makes for pretty grim viewing,” XTB analyst David
Cheetham said in reference to Friday’s data. “Given the
growing threat of a no-deal Brexit that looms menacingly
overhead, it would not be at all surprising if the current
quarter also shows a contraction-therefore meeting the
standard definition of a recession.”—AFP

LONDON: Estate and rental agents’ boards are pictured on a residential street in Hackney, east London on Friday. House prices and sales are “losing momentum”, surveyors say amid fears that Britain’s econo-
my is on the verge of a recession. — AFP

Global economic 
uncertainty 
threatens oil 
demand: IEA
PARIS: Concerns over the health of the global
economy, marked by trade dispute, forced the
International Energy Agency on Friday to lower its
growth forecast for oil demand for 2019 and 2020.
“There have been concerns about the health of the
global economy expressed in recent editions of this
report and shown by reduced expectations for oil
demand growth,” the Paris-based agency said in its
monthly report.

“Now, the situation is becoming even more
uncertain: trade dispute remains unresolved and in
September new tariffs are due to be imposed.”

“Tension between the two has increased further
this week, reflected in heavy falls for stock and com-
modity markets. Oil prices have been caught up in
the retreat.” It also noted the International Monetary
Fund’s recent downgrading of its economic outlook.
The IEA thus revised downwards its estimates for
growth in global oil demand for this year by 0.1 mil-
lion barrels per day to 1.1 mbd. —AFP

Sterling revisits 
2-year lows as British 
economy shrinks
LONDON: Sterling skidded again on Friday, hitting its
lowest in more than two years, after an unexpected second
quarter contraction in the economy alarmed investors
already fretting that Britain is headed for a no-deal Brexit.

The pound, which has lost 3.7 percent of its value
against the dollar since arch-Brexiteer Prime Minister
Boris Johnson’s arrival in office in late July, sank to
$1.2056, the weakest it has been since January 2017, and
was last down by 0.5 percent at $1.2072.

Against the euro, the pound slid to a new two-year
low of 92.885 pence and was last down by 0.7 percent
on the day. The British currency has been close to being
the worst performing in the developed world these past
couple of weeks since Johnson became prime minister
on July 24.

Britain’s economy shrank at a quarterly rate of 0.2 per-
cent, the first contraction since 2012 and below all fore-
casts in a Reuters poll. British government bond yields fell
as investors sought safety in fixed income assets.

UK domestic stocks weakened, although London’s
export-heavy blue chip FTSE 100 index clawed its way
back into positive territory as sterling plunged. 

“Overall, these are clearly a disappointing set of figures
which have significantly raised the likelihood of a technical

recession,” said Azad Zangana, senior European econo-
mist and strategist at Schroders. The pound has suffered a
torrid few weeks as investors priced in the growing risk of
Britain exiting the European Union under Johnson on Oct.
31 without a deal to smooth the transition.

BNP Paribas raised on Friday the probability of a no-
deal Brexit to 50 percent from 40 percent. Some analysts
say there could be more pain to come. “As the political risk
premium rose, sterling was the worst-performing major

currency in each of May, June and July, but the negative
risk premium can still rise further,” RBC Capital Markets
analyst Adam Cole said. Johnson is planning to hold a par-
liamentary election in the days after Brexit if lawmakers
sink the government with a no-confidence vote, British
media have reported, further unnerving currency traders.

Vasileios Gkionakis, global head of forex strategy at
Lombard Odier, said he was worried about an election, but
was also ready to unload some sterling short positions he
had accumulated since a lot of bad news had been already
priced in. “If no-deal (Brexit) increases in probability, then
of course sterling would be a sell, but until then I’m
becoming a bit more neutral,” Gkionakis said, adding that
he expects sterling to “settle around $1.20” before market
participants reassess their expectations of that outcome.

Others in the market mirrored Gkionakis’ views on
Friday. Paul Hollingsworth, senior European economist at
BNP Paribas, said he was “reluctant to enter short ster-
ling positions” and that he found “risk-reward more
attractive to consider entering structural long sterling
positions as we get closer to September”. The shrinking
economic growth in the second quarter did not make
investors more confident that the Bank of England will
cut interest rates in September. Some economists expect
the central bank to embark on more easing soon, howev-
er. “As uncertainty continues to loom over the UK econo-
my, the difficult run of data is expected to continue and
the BoE will need to consider its next step carefully as its
global peers embark on further rate cuts,” said Geoffrey
Yu, head of the UK Investment Office at UBS Wealth
Management. Money markets are pricing in a 25 basis
point cut by January 2020. — Reuters
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