
PERSPECTIVES

May	3,	2016

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.

Monday,	May	2,	2016

Last	week	brought	a	dampening	of	global	risk-appetite	and	a	continued	focus	on	currency	moves.	Asian	stock
markets	were	also	lower	after	the	Bank	of	Japan	(BOJ)	surprised	markets	with	its	lack	of	action	in	the	monetary
policy	meeting,	leading	the	Japanese	yen	to	its	biggest	weekly	gain	since	2008.

The	Digest

Central	Banks	and	Currency	Continue	to	Drive	Markets

The	big	focus	for	the	week	was	the	BOJ’s	monetary	policy	meeting	on
Thursday	(April	28),	at	which	the	central	bank	surprised	investors	by	leaving	policy	unchanged.	Additional	action
had	been	widely	expected	given	the	recent	surge	in	the	Japanese	yen,	with	much	speculation	over	the	potential
measures	that	could	be	implemented.	BOJ	governor	Haruhiko	Kuroda	advocated	the	effects	of	the	current	easing
programme	and	negative	rates,	and	added	that	more	time	was	needed	for	the	central	bank	to	assess	the	impact
of	the	policy	change	put	in	place	back	in	late	January.	Another	important	takeaway	was	the	decision	to	extend
the	timeframe	for	reaching	the	2%	inflation	target	by	six	months.

http://www.boj.or.jp/en/announcements/release_2016/k160428a.pdf
http://www.boj.or.jp/en/announcements/release_2016/k160129b.pdf


Following	the	meeting,	the	already-strengthened	yen	rallied	further,	closing	the	week	up	against	the	US	dollar.
The	continued	strength	in	the	yen	will	likely	not	make	things	easy	for	the	BOJ	and	raises	questions	over	when	and
how	the	central	bank	might	intervene	in	an	attempt	to	weaken	the	currency.	There	were	also	doubts	about
whether	any	such	action	would	actually	be	effective	in	dampening	the	yen’s	strength.

The	BOJ	wasn’t	the	only	central	bank	event	of	the	week;	the	US	Federal	Reserve	(Fed)	also	left	policy	unchanged
last	week	(April	27)	in	a	far	less	interesting	move,	with	the	markets	factoring	in	a	0%	probability	of	a	rate	hike
ahead	of	the	meeting.	The	focus	was	on	the	accompanying	statement,	in	which	the	Federal	Open	Market
Committee	(FOMC)	failed	once	again	to	include	an	assessment	of	the	balance	of	risks.	This	was	viewed	as	dovish
by	many,	as	including	such	a	risk	assessment	would	likely	send	too	strong	a	signal	that	the	Fed	is	closer	to
tightening.	One	of	the	more	hawkish	takeaways,	in	our	view,	was	the	omission	of	explicit	commentary	on	any
downside	risk.

With	the	yen	strength	came	US	dollar	weakness,	which	acted	as	a	tailwind	for	the	commodity	space.
Commodities	rallied	despite	some	concerns	about	China’s	stabilisation	and	what	this	means	for	policy	easing
from	the	People’s	Bank	of	China	(PBOC).

Oil	was	the	standout	performer	on	the	week,	with	the	price	of	crude	oil	showing	ongoing	resilience	against	the
lack	of	accord	in	Doha,	where	members	of	the	Organization	of	the	Petroleum	Exporting	Countries	(OPEC)	failed	to
reach	an	agreement	in	April,	and	shaking	off	concerns	over	a	push	from	Saudi	Arabia	to	gain	market	share.	The
dovish	tone	of	the	Fed,	a	weaker	dollar,	falling	US	Treasuries	and	the	BOJ’s	lack	of	action	has	peaked	safe-haven
interest,	with	the	price	of	gold	moving	to	a	15-month	high.	The	BOJ’s	inaction	led	to	thoughts	that	the	European
Central	Bank	(ECB)	would	also	choose	not	to	act	in	the	future,	which	sent	the	euro	higher	on	Friday.	Along	with
some	month-end	profit	taking,	this	saw	euro	area	markets	come	under	pressure.

Around	The	World

Last	Week

http://www.federalreserve.gov/newsevents/press/monetary/20160427a.htm


Look	Out	For…	(May	3	to	May	9):

Tuesday,	May	3

Holiday	in	Japan	–	Constitution	Day
European	Commission	Publishes	Spring	Economic	Forecast
South	Korea	Consumer	Price	Index	Link
New	Zealand	Employment	Change	Link

Wednesday,	May	4

Holiday	in	Japan	–	Greenery	Day
Early	close	in	Sweden	at	13:00	–	Ascension	Day’s	Eve
ECB	Non-Monetary	Policy	Meeting	Link
Eurozone	Retail	Trade	Link
US	Trade	Balance	Link
US	Factory	Orders	Link
US	Nonfarm	Productivity	Link
Canada	Trade	Balance	Link
Australia	Retail	Sales	Link
Australia	Trade	Balance	Link

Thursday,	May	5

Holiday	in	Japan	and	South	Korea	–	Children’s	Day
Holiday	in	Finland,	Sweden,	Norway	and	Switzerland	–	Ascension	Day
US	Fed	Presidents	James	Bullard,	Robert	Kaplan,	Dennis	Lockhart	and	John	Williams	Panel	Discussion	on
“International	Monetary	Policy	and	Reform	in	Practice”	at	Stanford	University
Canada	Building	Permits	Link

Friday,	May	6

US	Nonfarm	Payroll	Link
Canada	Labour	Force	Survey	Link
Brazil	CPI	Link
Reserve	Bank	of	Australia	Quarterly	Statement	on	Monetary	Policy	Link

Monday,	May	9

German	Factory	Orders	Link
BOJ	Minutes	from	Monetary	Policy	Meeting	(March	14-15)	Link

Europe

The	European	stock	markets	closed	lower	on	the	week	with	weakness	across	the	core	and	periphery.	Greece	was
the	worst	performer	as	talks	with	creditors	continue.

http://kostat.go.kr/portal/eng/resources/1/index.static
http://www.stats.govt.nz/about_us/news_and_events/release-calendar.aspx?releaseMonth=May&releaseYear=2016
https://www.ecb.europa.eu/press/calendars/mgcgc/html/index.en.html
http://ec.europa.eu/eurostat/news/release-calendar
https://www.bea.gov/newsreleases/news_release_sort_international.htm
http://www.calendarwiz.com/calendars/calendar.php?crd=cens1sample&op=cal&month=5&year=2016
http://www.bls.gov/schedule/news_release/201605_sched.htm
http://www.statcan.gc.ca/release-diffusion/2016month-mois-eng.htm#a5
http://www.abs.gov.au/ausstats/abs@.nsf/webpages/abs%20release%20calendar?opendocument&dt=201605
http://www.abs.gov.au/ausstats/abs@.nsf/webpages/abs%20release%20calendar?opendocument&dt=201605
http://www.statcan.gc.ca/release-diffusion/2016month-mois-eng.htm#a5
http://www.bls.gov/schedule/news_release/201605_sched.htm
http://www.statcan.gc.ca/release-diffusion/2016month-mois-eng.htm#a5
http://www.ibge.gov.br/english/estatistica/calendario2016.shtm
http://www.rba.gov.au/schedules-events/schedule.html
https://www.destatis.de/EN/PressServices/Press/preview/ReleaseCalendar.html;jsessionid=D1EFD9CBA97F20E62342D4D3D9573C2B.cae2
http://www.boj.or.jp/en/announcements/calendar/index.htm/


On	the	macro	front	in	Europe,	it	was	a	mixed	week	of	releases,	although	one	of	the	brighter	spots	was	the
improving	first-quarter	eurozone	gross	domestic	product	(GDP)	data.	The	first	reading	of	GDP	was	up	1.6%	year-
on-year,	although	the	UK	economy	saw	weaker	growth	of	0.4%	although	in	line	with	estimates.	Another	positive
takeaway	saw	a	strong	M3	credit	report,	a	measure	of	an	economy’s	money	supply,	showing	a	significant	pickup
in	the	bank	lending	trend.	However,	the	European	Commission‘s	reading	on	euro-area	economic	sentiment	fell	for
three	running	months	at	the	beginning	of	the	year,	and	euro-area	consumer	prices	were	flat	in	April.	Finally,
inflation	data	during	the	week	garnered	significant	headlines	as	the	eurozone	slipped	back	into	deflation	in	April
with	prices	dropping	to	0.2%	year-on-year.

Ongoing	concerns	over	the	Brexit	saga—the	United	Kingdom’s	vote	of	its	continued	membership	of	the	European
Union	(EU)—were	reflected	in	the	continued	recovery	of	the	pound,	which	climbed	up	against	both	the	US	dollar
and	the	euro	during	the	week.

Last	week,	it	was	announced	that	Spain	will	have	another	general	election	on	June	26	(three	days	after	the	Brexit
vote)	following	the	failure	of	political	rivals	to	form	a	government	since	the	inconclusive	December	election.
However,	it	is	not	clear	whether	a	new	general	election	will	give	a	meaningfully	different	outcome	to	what
occurred	in	December,	with	neither	the	centre-left	nor	the	centre-right	able	to	form	a	coalition.

Greece	remains	in	the	headlines	after	weeks	of	gridlock	over	the	conclusion	of	the	first	bailout	review,	although
there	appeared	to	be	some	convergence	between	Athens	and	its	creditors	following	intense	meetings	among
eurozone	finance	ministers.	EU	officials	said	all	parties	are	close	to	a	deal	on	a	package	of	bailout	reforms	and
are	now	working	to	agree	on	further	contingency	steps	by	May	9,	which	must	be	delivered	by	Athens	in	exchange
for	debt-relief	negotiations.

The	ECB	was	also	in	the	spotlight	during	the	week	as	the	rift	between	some	German	lawmakers	and	the	ECB
intensified	during	the	week,	amid	reports	that	the	country’s	parliament	wants	to	invite	ECB	President	Mario
Draghi	to	explain	the	central	bank’s	accommodative	policy	in	order	to	ascertain	the	implications	for	German
savers.

Americas

In	the	United	States,	besides	weak	annualised	US	GDP	growth,	several	other	data	points	also	pointed	to	softness
in	the	economy.	March	durable	goods	orders	increased	0.8%	month-on-month,	well	short	of	the	consensus	for	an
increase	of	1.9%.	Details	were	also	lacklustre	as	core	capital	goods	orders	were	flat	and	core	capital	good
shipments	increased	only	slightly.	On	the	housing	front,	new	home	sales		fell	1.5%	and	pending	home	sales	were
also	worse	than	expected.

Asia

In	Asia,	Japan’s	stock	market	was	the	underperformer	after	the	surprise	inaction	by	the	BOJ.	Australia	closed	the
week	with	some	macro	weakness,	especially	the	consumer	price	index	(CPI)	inflation	numbers,	which	led	the
Reserve	Bank	of	Australia	(RBA)	to	cut	the	cash	rate	by	25	basis	points	to	1.75%.	The	CPI	release	garnered	a	lot
of	attention	since	it	significantly	missed	estimates,	while	Japanese	CPI	fell	by	0.3%	year-on-year,	the	biggest	drop
since	the	BOJ	launched	its	easing	campaign	three	years	ago.	China	had	a	relatively	quiet	week,	although	there
was	a	continuation	of	macro	concerns.

Week	Ahead

Monetary	Policy

The	ECB,	Fed	and	BOJ	have	all	held	their	meetings	recently	so	it	is	quieter	in	terms	of	central	bank	meetings	this
week.

Fed	members	James	Bullard,	Robert	Kaplan,	Dennis	Lockhart	and	John	Williams	will	speak	at	a	conference	on
Thursday	(May	5).

Economic	Data

http://ec.europa.eu/eurostat/documents/2995521/7244000/2-29042016-CP-EN.pdf/a6c3bcf4-f79b-4137-a279-ec11e15f9930
http://www.ons.gov.uk/releases/gdprevisionsaninternationalcomparison
http://ec.europa.eu/economy_finance/db_indicators/surveys/index_en.htm
http://ec.europa.eu/eurostat/statistics-explained/index.php/Inflation_in_the_euro_area
https://www.bea.gov/newsreleases/national/gdp/gdpnewsrelease.htm
https://www.census.gov/manufacturing/m3/adv/pdf/durgd.pdf
https://www.census.gov/manufacturing/m3/adv/pdf/durgd.pdf
https://www.census.gov/manufacturing/m3/adv/pdf/durgd.pdf
https://www.census.gov/construction/nrs/pdf/newressales.pdf
http://www.abs.gov.au/ausstats/abs%40.nsf/mediareleasesbyCatalogue/902A92E190C24630CA2573220079CCD9?OpenDocument
http://www.rba.gov.au/media-releases/2016/mr-16-10.html
http://www.stat.go.jp/english/data/cpi/1581.htm


The	main	event	of	this	week’s	macro	calendar	will	be	the	US	nonfarm	payroll	employment	data	on	Friday	(May	6).
The	scrutiny	on	US	data	is	immense,	with	so	much	focus	on	when	the	Fed	will	next	lift	interest	rates.	The
consensus	expectation	is	for	a	gain	of	200,000	jobs	in	April.	Other	notable	US	data	will	be	the	US	auto	sales	data
(May	3)	and	the	initial	jobless	claims	on	Thursday	(May	5).

In	the	EU,	attention	will	likely	focus	on	retail	sales	and	the	economic	bulletin	from	the	ECB.

Politics

The	race	for	presidential	nominations	in	the	United	States	is	drawing	to	a	close	with	Hillary	Clinton	close	to
confirming	the	Democratic	nomination,	while	Donald	Trump	will	be	looking	to	win	Indiana	and	push	towards
winning	the	Republican	nomination.

Elsewhere,	discussions	around	the	Greece	bailout	funds	will	be	the	main	focus	in	Europe.

In	the	United	Kingdom	regional	elections	in	Scotland	and	Wales,	and	the	London	mayoral	elections	take	place	on
May	5.

Views	You	Can	Use

Insight	from	Our	Investment	Professionals

Colombia’s	Tourism	Turnaround

Mark	Mobius

Mark	Mobius	explores	Colombia,	and	finds	that	the	government	and	its	people	have	risen	to	meet	many
challenges	over	the	past	decade,	working	to	improve	the	country’s	attractiveness	to	international	tourists	as	well
as	investors.	Read	More.

The	Templeton	Emerging	Markets	Group	has	a	wide	investment	universe	to	cover—tens	of	thousands	of
companies	in	markets	on	nearly	every	continent!	Here,	in	the	Emerging	Markets	Q1	2016	Recap:	A	Turn	of
Fortunes,	Mark	Mobius	outlines	what’s	happened	in	the	emerging	markets	universe	in	the	first	three	months	of
the	year,	including	some	key	events,	milestones	and	data	points	going	back	a	bit	further	to	offer	some
perspective.	Read	More.

How	India	Is	Stepping	Out	of	China’s	Shadow	

Sukumar	Rajah

http://mobius.blog.franklintempleton.com/2016/04/25/colombias-tourism-turnaround/
http://mobius.blog.franklintempleton.com/2016/04/25/colombias-tourism-turnaround/
http://mobius.blog.franklintempleton.com/2016/04/15/emerging-markets-q1-2016-recap-a-turn-in-fortunes/
http://mobius.blog.franklintempleton.com/2016/04/15/emerging-markets-q1-2016-recap-a-turn-in-fortunes/
http://global.beyondbullsandbears.com/2016/04/29/how-india-is-stepping-out-of-chinas-shadow/


In	2015,	India’s	gross	domestic	product	growth	surpassed	that	of	China,	and	forecasters	generally	expect	India’s
growth	to	remain	robust	in	2016.	Favourable	demographics,	a	bottoming	corporate	earnings	cycle	and	multiple
domestic	growth	drivers	should	help	India	to	continue	powering	forward,	according	to	Sukumar	Rajah,	managing
director	and	chief	investment	officer,	Franklin	Local	Asset	Management,	Asian	Equity.	Read	More.

Global	Economic	Perspective:	April

Franklin	Templeton
Fixed	Income	Group

The	Franklin	Templeton	Fixed	Income	Group	share	their	views	on	why	they	expect	US	growth	to	return	to
elevated	levels	later	in	2016,	and	why	they	think	the	ECB	is	committed	to	pushing	up	inflation	and	stimulating
lending.	Read	More.

Oil-Price	Pessimism	May	Be	Presenting	Opportunities

Fred	Fromm

While	still	volatile,	oil	prices	have	been	edging	higher	in	recent	weeks	after	falling	to	the	lowest	levels	since	the
global	financial	crisis	of	2008-2009.	Fred	Fromm,	vice	president	and	portfolio	manager,	Franklin	Equity	Group,
offers	his	view	on	the	supply/demand	situation	in	global	oil	markets,	where	he’s	spotting	potential	opportunities,
and	why	he	feels	the	predominance	of	investor	pessimism	may	be	sowing	the	seeds	of	a	gradual	recovery.	Read
More.

ZIRPs	and	NIRPs	and	Unintended	Consequences

Brooks	Ritchey

Monetary	policy	around	the	world	has	taken	an	unprecedented	turn—with	negative	interest	rates	now	the	norm
in	several	parts	of	the	world.	Brooks	Ritchey,	Senior	Managing	Director	of	K2	Advisors,	sees	scant	evidence	to
prove	this	policy	approach	is	working	to	stimulate	economic	growth.	He	also	explores	what	the	policy	wonks	and
political	theorists	have	to	say	about	the	subject,	and	why	he	thinks	there	could	be	unintended	(negative)
consequences	from	a	negative-rate	policy.	Read	More.

http://global.beyondbullsandbears.com/2016/04/29/how-india-is-stepping-out-of-chinas-shadow/
http://global.beyondbullsandbears.com/2016/04/21/global-economic-perspective-april-3/
http://global.beyondbullsandbears.com/2016/04/21/global-economic-perspective-april-3/
http://global.beyondbullsandbears.com/2016/04/20/oil-price-pessimism-may-be-presenting-opportunities/
http://global.beyondbullsandbears.com/2016/04/20/oil-price-pessimism-may-be-presenting-opportunities/
http://global.beyondbullsandbears.com/2016/04/12/zirps-and-nirps-and-unintended-consequences/
http://global.beyondbullsandbears.com/2016/04/12/zirps-and-nirps-and-unintended-consequences/
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For	timely	investing	tidbits,	follow	us	on	Twitter	@FTI_Global	and	on	LinkedIn.

Important	Legal	Information

This	article	reflects	the	analysis	and	opinions	of	Franklin	Templeton’s	European	Trading	Desk	as	of	May	2,	2016,
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	(“FTI”)	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.

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.

http://www.twitter.com/FTI_Global
http://www.linkedin.com/company/3676?trk=tyah

