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Franklin Templeton’s Notes from the Trading Desk offers a weekly overview of what our professional traders and
analysts are watching in the markets. The European desk is manned by eight professionals based in Edinburgh,
Scotland, with an average of 15 years of experience whose job it is to monitor the markets around the world.
Their views are theirs alone and are not intended to be construed as investment advice.

Equity markets put in a resilient performance last week, by and large trading sharply higher despite the long-
awaited confirmation of fresh US trade tariffs on China. Aside from that news, Brexit headlines dominated in
Europe and a European Union summit in Salzburg set UK and EU leaders at loggerheads.

The Digest

Markets Shrug Off US-China Trade Tariff

Equity markets moved higher early last week on news that the next
wave of US tariffs on China would not be as severe as expected. Retaliatory measures from China were also seen
as restrained.

The White House announced it would be imposing tariffs on US$200 billion of Chinese goods, but revealed the
rate would initially be 10%, below the previously speculated 25%. The rate will rise at year-end if no trade deal is
reached.

In response, China announced tariffs on US$60 billion of US goods. Chinese authorities said they had no choice
but to retaliate. The measures announced by China were also not as severe as some expected; it will now impose
a 10% tariff on US goods it had previously earmarked for a 20% rate, while also bringing down US goods it
initially earmarked for a 10% rate to 5%. So net-net, the measures from both sides were perhaps not as severe
as they could have been.

On the back of last week’s events, Chinese stock markets closed higher and European basic resources names
also ended the week up.

However, we think it's important to keep the moves in context. Chinese equities are bouncing off multi-year lows
after a tough 2018 so far. In addition to the measures being somewhat restrained, investors will likely appreciate
having clarity on the tariff situation after months of speculation. Markets do not like uncertainty.

A further reason for the recovery in Chinese stocks is the hope China will increase new fiscal stimulus to counter
the US tariffs.



All that said, we think there is still a long road ahead on the issues of US-China trade.

The tone at the beginning of this week is not positive: Over the weekend China declined the offer of further mid-
level talks with the Unites States and cancelled the visit of the Chinese Vice Premier Liu He. China cited fresh US
sanctions on a Chinese military figure as the reason.

Looking ahead, focus will likely be on any progress in talks ahead of the year end, which marks the deadline for
tariffs increasing to 25%.

US President Donald Trump recently said taxes on another US$267 billion of goods were “ready to go on short
notice,” which would mean virtually all of China’s exports to the United States would be subject to new duties.
The rhetoric around China in the run-up to the US mid-term election will also drive sentiment.

Salzburg Summit Leaves EU and UK at Loggerheads

here had been some optimism going into last week’s EU leaders’
summit that the United Kingdom and European Union were making progress towards a Brexit deal. But the week
ended in recrimination as the EU leaders publicly rebuked UK Prime Minister Theresa May'’s proposals.

After May pitched her “Chequers’ Plan” to the EU leaders in Salzburg, the EU President Donald Tusk responded
that the EU leaders agreed the plan would not work as it risked undermining the Single Market.

In addition, if there was no significant progress, Donald Tusk said there would be no special November summit to
sign the divorce agreement.

The UK press reported that May had been caught off guard and had not anticipated such a firm rebuttal. She
made a strongly worded statement on Friday, accusing the EU and Donald Tusk specifically of lacking respect.

She went onto highlight the lack of proposals from the EU on key issues such as the border between Northern
Ireland and the Republic of Ireland.

Finally, she reiterated “no deal was better than a bad deal”. This response was aimed at the EU leaders, but she
will no doubt have had a domestic audience in mind as well as she gears up for the Conservative Party
Conference next week.

On the back this, of the pound had is sharpest intraday decline against the US dollar in 15 months as the market
took the view the likelihood of a deal was reduced.

This week, we’d expect the opposition Labour Party to try to capitalise on the Conservative Party turmoil over
Brexit at its own party conference.

Last Week

Europe

LOOK OUT FOR... (SEPTEMBER 24 - OCTOBER 1):

Monday, September 24

e Holiday in South Africa, South Korea, Japan and
China



Last week, European stocks saw their largest weekly
gain since March as cyclical industries rebounded on
an easing of trade-tariff concerns. Basic resources
stocks saw a remarkable move—up nearly 8% on the
week—amid some hope for easing of trade tensions
and potential for stimulus in China.

The underlying commodities were also stronger.
Other recent year-to-date laggards such as autos
and banks also outperformed. Defensive stocks,
including health care and media, lagged.

There was some respite for emerging markets
globally. In Europe, Russian and Turkish equities
were the star performers.

In developed Europe, Italy outperformed on hopes
for a market-friendly budget from the Italian
government. The falling pound spurred UK-listed
large capitalisation stocks.

The Italian budget was again in focus throughout the
week. Finance Minister Giovanni Tria and prime
minister Giuseppe Conte tried to reassure markets,
while the Five-Star and League leaders lobbied to
increase ltaly’s deficit above 2%.

Importantly, Conte insisted Italy would produce a
“credible” budget for 2019 to ensure investors retain
their confidence in the country. Conte claimed next
year's budget deficit would not exceed 2% of output
and said it must be credible for markets.

The key date this week is Thursday, September 27,
when the Italian government is supposed to set debt
and deficit targets for next year. Then by October
15, a detailed 2019 budget plan is expected to be
presented to the European Commission.

Americas

It was a largely positive week for US equities during
which the S&P 500 Index made fresh all-time highs.

Tuesday, September 25

e Holiday in South Korea and Hong Kong

e World Leaders Gather at the United Nations’
Annual General Debate Link

e Bank of Japan July Monetary Policy Meeting
Minutes Published Link

Wednesday, September 26

e Holiday in South Korea

e New Zealand August Trade Balance Link

e US Federal Reserve Two-Day Monetary Policy
Meeting (September 25-26) Link

Thursday, September 27

e European Central Bank Economic Bulletin
Published Link

e German September Consumer Price Index Link

e US Second-Quarter Gross Domestic Product Link

e US August Goods Trade Balance Link

Friday, September 28

e Japan September CPI Link

e Eurozone September CPI Link

e French September CPI Link

e Spanish September CPI Link

e UK Second-Quarter GDP Link

e Canada July GDP Link

e German September Unemployment Rate Link

Sunday, September 30

e China September Manufacturing and Non-
Manufacturing Purchasing Managers’ Index Link

Monday, October 1

¢ Holiday in Hong Kong and China

The materials sector outperformed, given the trade-tariff news discussed above.

Banks also had a strong week, as the yield backup for the 10-year US Treasury was a driver of rotation into
cyclical stocks. Utilities were a laggard as widening bond yields took their toll.

Asia

It was an impressive week for Asian equities as Chinese stocks led the way higher on the trade- tariff news, albeit

from low levels.

Japanese stocks also performed well as the US-China trade spat fears eased and Japanese Prime Minister Shinzo
Abe was re-elected as leader of his Liberal Democratic Party. In addition, economic data, including inflation and
manufacturing purchasing managers index (PMI), came in better than expected.


https://gadebate.un.org/en
https://www.boj.or.jp/en/announcements/calendar/index.htm/
https://www.stats.govt.nz/release-calendar
https://www.federalreserve.gov/newsevents/calendar.htm
https://www.ecb.europa.eu/pub/economic-bulletin/html/index.en.html
https://www.destatis.de/EN/PressServices/Press/preview/Preview.html
https://www.bea.gov/data/gdp/gross-domestic-product
https://www.census.gov/manufacturing/m3/index.html
http://www.stat.go.jp/english/data/cpi/1582.html
https://ec.europa.eu/eurostat/news/release-calendar
https://www.insee.fr/en/information/2107811?taille=20&debut=0
http://ine.es/en/welcome.shtml
https://www.ons.gov.uk/releasecalendar?view=upcoming
http://statcan.gc.ca/release-diffusion/2018month-mois-eng.htm#a9
https://www.destatis.de/EN/PressServices/Press/preview/Preview.html
http://www.stats.gov.cn/english/PressRelease/ReleaseCalendar/201712/t20171228_1567978.html

As expected, there was no change in monetary policy at the Bank of Japan meeting on Wednesday.

The two-day summit between the leaders of North and South Korea was a talking point last week, and South
Korean stock markets closed largely higher thanks to some optimistic rhetoric.

Week Ahead

Economics

e On Wednesday, September 26, we’'ll be looking out for US new homes data and Chinese industrial profit
figures.

e Thursday, September 27, is shaping up as a busy day for macro data in the United States, with durable
goods orders, gross-domestic-product data, international trade in goods, jobless claims, and pending home
sales index figures due out.

Monetary Policy

e A Federal Open Market Committee (FOMC) meeting takes place over two days, conclusing on Wednesday,
September 26. The market is currently pricing in 100% odds of a rate hike of 25 basis points. This would
take the Fed’s benchmark short-term rate to a range of 2-2.25%.

Politics

e Trade tensions are in focus this week on the news China rejected the offer of new talks. With that, any news
on the US-China spat will be a key focus for investors.

e Brexit talks will of course be front and centre in Europe following the fallout from the Salzburg summit.
Watch for rhetoric out of the Labour Party conference.

e Italy: Italy must disclose its growth and budget targets for 2019 budget by Thursday September 27.

Views You Can Use
Insight from Our Investment Professionals

Global Investment Outlook: How Much Further Can Global Growth Fly?

A number of market headwinds—including trade tensions, rising interest rates and a general fear the long-
running US economic expansion may be facing fatigue—have cast a shadow over the markets in the first half of
the year. Nonetheless, US economic growth managed to hit a four-year high in the second quarter, and the US
equity market marched along to what many regard as its longest bull run in post-WWII history. Read More.

Moving Up in Credit Quality for Better Durability

Some investment-grade bonds are riskier than their ratings imply, while high-yield bonds have seen some
positive tailwinds. Meanwhile, a large number of bank loan agreements now favour borrowers over lenders.
Franklin Templeton Fixed Income Group’s Glenn Voyles, Marc Kremer, Matt Fey, Brian French and Reema Agarwal
take a look at these areas of credit landscape today. They explain how credit research and long-term orientation
helps them discern cash-flow durability in the companies they analyse and outline how they negotiate for better
terms in credit agreements. Read More.

August Recap and Outlook: Finding Opportunities in Volatility

Market volatility marked the month of August, with sharp declines in the Turkish lira and Argentine peso souring
investor sentiment for emerging markets overall. Manraj Sekhon, CIO of Franklin Templeton Emerging Markets
Equity, and Chetan Sehgal, senior managing director and director of portfolio management, present the team’s
overview of the emerging-markets universe in August and why they don’t see the asset class heading for a
severe crisis. Read More.


http://global.beyondbullsandbears.com/2018/09/19/global-investment-outlook-how-much-further-can-global-growth-fly/
http://global.beyondbullsandbears.com/2018/09/19/global-investment-outlook-how-much-further-can-global-growth-fly/
http://global.beyondbullsandbears.com/2018/09/21/moving-up-in-credit-quality-for-better-durability/
http://global.beyondbullsandbears.com/2018/09/21/moving-up-in-credit-quality-for-better-durability/
http://emergingmarkets.blog.franklintempleton.com/2018/09/17/august-recap-finding-opportunities-in-volatility/
http://emergingmarkets.blog.franklintempleton.com/2018/09/17/august-recap-finding-opportunities-in-volatility/

Then and Now: Mortgage-Backed Securities Post-Financial Crisis

A little over 10 years ago, few people had heard of mortgage-backed securities (MBS). Yet that changed when
MBS brought the global financial system to its knees. Today, they’re still a pivotal part of the system, with the US
Federal Reserve (Fed) the largest holder. Franklin Templeton Fixed Income Group’s Paul Varunok explains how
MBS fit into the Fed’s future plans and gives his outlook for the asset class. Read More.

For timely investing tidbits, follow us on Twitter @FTI_Global and on LinkediIn.

Important Legal Information

This article reflects the analysis and opinions of Franklin Templeton’s European Trading Desk as of September
24, 2018, and may vary from the analysis and opinions of other investment teams, platforms, portfolio managers
or strategies at Franklin Templeton Investments. Because market and economic conditions are often subject to
rapid change, the analysis and opinions provided may change without notice. An assessment of a particular
country, market, region, security, investment or strategy is not intended as an investment recommendation, nor
does it constitute investment advice. Statements of fact are from sources considered reliable, but no
representation or warranty is made as to their completeness or accuracy. This article does not provide a
complete analysis of every material fact regarding any country, region, market, industry or security.

Nothing in this document may be relied upon as investment advice or an investment recommendation.

Data from third-party sources may have been used in the preparation of this material and Franklin Templeton
Investments (“FT1”) has not independently verified, validated or audited such data. FTI accepts no liability
whatsoever for any loss arising from use of this information and reliance upon the comments, opinions and
analyses in the material is at the sole discretion of the user. Products, services and information may not be
available in all jurisdictions and are offered by FTI affiliates and/or their distributors as local laws and regulations
permit. Please consult your own professional adviser for further information on availability of products and
services in your jurisdiction.

What Are the Risks?

All investments involve risk, including possible loss of principal. The value of investments can go
down as well as up, and investors may not get back the full amount invested. Stock prices fluctuate,
sometimes rapidly and dramatically, due to factors affecting individual companies, particular industries or
sectors, or general market conditions. Bond prices generally move in the opposite direction of interest rates.
Thus, as prices of bonds in an investment portfolio adjust to a rise in interest rates, the value of the portfolio may
decline. Investments in foreign securities involve special risks including currency fluctuations, economic
instability and political developments. Investments in developing markets involve heightened risks related to the
same factors, in addition to those associated with their relatively small size and lesser liquidity.

Past performance is not an indicator or guarantee of future performance.
Links to External Sites
Franklin Templeton Investments is not responsible for the content of external websites.

The inclusion of a link to an external website should not be understood to be an endorsement of that website or
the site’s owners (or their products/services).

Links can take you to third-party sites/media with information and services not reviewed or endorsed by us. We
urge you to review the privacy, security, terms of use, and other policies of each site you visit as we have no
control over, and assume no responsibility or liability for them.

© 2018. Franklin Templeton Investments. All rights reserved.
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