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Brexit crisis dents UK manufacturing 
Pound slides as traders brace for Brexit showdown
LONDON: The pound slid once more yesterday as data
revealed a slump in UK manufacturing fuelled by Brexit
uncertainty and wider global growth weakness, traders
said. Sterling was down around half a percent versus the
dollar and euro approaching midday in London.

That helped lend strong support to London’s FTSE 100
shares index that features numerous multinationals earning
in dollars and euros. “Sterling fell out of bed as the UK
manufacturing sector was shown to suffer its sharpest
decline in seven years,” said Neil Wilson, chief market
analyst at Markets.com.

The IHS Markit UK Manufacturing purchasing man-
agers’ index dived to 47.4 in August, which was the lowest
level since July 2012, languishing below the 50 mark that
indicates growth.

Market expectations had been for an August print of
48.4, after 48 in July. “High levels of economic and political
uncertainty alongside ongoing global trade tensions stifled
the performance of UK manufacturers in August,” said
Rob Dobson, director at IHS Markit. Sterling traders are

preparing for the battle for Brexit to enter the endgame
this week when opposition lawmakers, and possible ruling
party rebels, seek to either change the law, or the govern-
ment, in their drive to block what they say would be an
economically damaging no-deal Brexit.

Johnson has threatened to expel any rebel lawmakers
from his Conservative Party if they try and vote to prevent
a no-deal exit from the European Union. Sterling dropped
more than 0.8 percent to as low as $1.2067 - a two-week
low - as talk of an imminent election mounted. Against the
euro it declined as much as 0.6 percent to 90.90 pence.
“The Prime Minister is willing to resist all attempts to pre-
vent a no-deal Brexit and call an election. The House (of
Commons) will try and stop him. GBP shorts are big, but a
bit smaller than they were. A no-deal Brexit is partly, but
not wholly priced in,” said Kit Juckes, currency strategist
at Societe Generale.

According to the latest positioning data, speculators
cut their short positions against the pound but - at $6.8
billion - the size of the bet against sterling remains near its

biggest since 2017. Traders are expecting much more
volatility in sterling in the coming months, with implied
volatility gauges at or near their 2019 highs. 

British Prime Minister Boris Johnson raised the stakes
yesterday in a pivotal week of the Brexit saga by threaten-
ing to purge ruling party lawmakers who try to block a
no-deal divorce with the EU. The warning came as UK
Conservative heavyweights such as former finance minis-
ter Philip Hammond plotted a way to keep the premier
from taking Britain out of the European Union without an
agreement on October 31 amid warnings it could be disas-
trous for the economy.

Earlier yesterday, most Asian stock markets fell after
fresh Chinese and US tariffs on goods worth hundreds of
billions of dollars kicked in, though US President Donald
Trump reiterated that the two sides were still due to hold
talks this month. Hong Kong was additionally weighed down
by another weekend of violence, fuelling worries about pos-
sible Chinese intervention in the financial hub, while the
unrest has hit property firms and Macau’s casinos.

But Shanghai rose more than one percent after a bet-
ter-than-expected reading on Chinese factory activity.
Washington’s latest levies on imports from China mean-
while took effect on Sunday and were followed by
Beijing’s retaliation. The measures are the latest in the
long-running trade war between the world’s top two
economies, which has rattled markets and hit growth
across the globe.

Still, Trump said negotiators would meet this month
to discuss the issue. “We are talking to China, the
meeting is still on,” he told reporters. Investors were
keeping an eye also on Argentina, which Sunday
imposed foreign-exchange controls on exporters as it
closed out a week of financial uncertainty that saw a
sharp drop in the peso. Elsewhere yesterday, oil prices
fell further after Friday’s steep losses triggered by
worries about the impact of the trade war on demand.
Dealers were concerned also about reports that the
Russian output cut last month fell short of an agree-
ment with OPEC. —Agencies

HINCKLEY: An employee assembles motorcycles on the assembly line at the Triumph Motorcycles factory in Hinckley, central England. The pound slid once more yesterday as data revealed a slump in UK manu-
facturing fuelled by Brexit uncertainty and wider global growth weakness, traders said. — AFP

Return to capital 
controls sends 
Argentina assets 
tumbling 
LONDON/BUENOS AIRES: Argentina’s international dollar
and euro-denominated bonds fell to record lows yesterday
while its financial stocks tumbled and risk premiums shot up
after President Mauricio Macri reimposed capital controls on
Sunday as the country’s debt crisis spirals.

The about-face by Macri, who had previously reversed
many protectionist practices of his predecessor, Cristina
Fernandez de Kirchner, came after the government failed to
stem heavy investment outflows and to shore up its tum-
bling currency. The central bank has been authorized to
restrict purchases of dollars as it burns through its reserves
to prop up the peso. Investors fretted that once the controls
are in place, they will be difficult to end, possibly leaving
Argentina with an economy once again distorted by gov-
ernment intervention.

The reintroduction of controls was a sharp turnaround for
Macri, a free-trade advocate who won the presidency in 2015
on promises of “normalizing” Latin America’s No 3 economy
by ditching the heavy-handed currency and trader controls
favored by the previous administration.

“The problem with restrictive, emergency measures is that

they are easier to apply than to retract,” said Buenos Aires-
based financial analyst Christian Buteler in a tweet. Argentina’s
benchmark international 2028 dollar bonds dropped more
than 2 cents to a new low of 36.58 cents, according to
Refinitiv data. Bonds maturing in 2023 and 2038 recorded
similar losses.

Argentina’s euro-denominated sovereign bonds also suf-
fered hefty losses to hit record lows yesterday. The 2022 bond
dropped 9.2 cents to 35.8 cents while the 2027 issue tumbled
7.5 cents to 33.218 cents, according to Refinitiv data.
American depository receipts (ADRs) of Argentina’s financial
institutions also came under pressure. Grupo Financiero
Galicia’s Frankfurt-listing tumbled 9.15 percent while Banco
Macro SA fell 6.5 percent. Yesterday was an official holiday in
the United States, which could help control losses in Argentine
asset prices by reducing trading volumes, Buteler tweeted.

The risk premiums demanded by investors to hold
Argentina’s dollar bonds over safe-haven US Treasuries rock-
eted to 2,534 basis points on J P Morgan’s index of hard-cur-
rency emerging market bonds - levels last seen in the wake of
a major 2001 default. “(Capital controls are) a sign of distress
in the market and reflect that the new parameters on
Argentina are weak and when the peso weakens further it
weighs on the credit profile,” said Michael Bolliger, head of
asset allocation for emerging markets at UBS Wealth
Management.

“There remains a lot of pressure on the currency ... There’s
a limit to what they can do without capital controls.” The peso
has lost more than a third of its value year-to-date, following a
more than 50 percent drop last year. The central bank has
burned through nearly $1 billion in reserves since Wednesday
but failed to stem the peso’s slide.—Reuters

BUENOS AIRES: Passersby are reflected in the buy-sell board of a bureau de exchange in Buenos Aires.
The government of President Mauricio Macri on Sunday imposed foreign-exchange controls on
Argentine exporters at the end of a week of financial uncertainty that saw a sharp drop in the value of
the peso. —  AFP


