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Caution must be exercised as stock market

is laden with risks
e —

Board Chair Janet L. Yellen earlier made hawkish
al Open Market

Federal Reserve (Fed)
remarks, stressing that it was appropriate for the Feder:
Committee (FOMC) to hike interest rates in upcoming meetings, as long as the
performance of the labour market and inflation met expectations. Markets have
reacted positively, seeing it a sign showing "solid growth" of the US economy.
US shares hit a new record high, leading global stock markets to rise to near
their historical highs. Among them, Hong Kong shares yesterday soared nearly

300 points once rising above the 24,000 mark, and single—day trading sharply

jumped to over $110 billion.

Details and effectiveness of US President Donald Trump's tax reduction still
remain unknown, but the US and global stock markets already tend to grow
autious about potential market risks.

exuberantly. Investors must be extremely ¢
In

At present, the US economy is seemingly good yet also worrisome.
particular, the Fed intends to speed up rate normalisation, which inevitably will
d risk in the world economy and finance. In addition the

increase uncertainty an
t will gradually

Fed plans to reduce the size of its balance sheet, which means i

retrieve excessive capital from market. Stock, foreign exchange and bond

markets will face a real test.

As a matter of fact, Yellen's remarks at a h
On Banking give the impression that the Fed is more optimistic with the US
economic outlook and it would not wait to hike interest rates until the Trump
s fiscal policy. Therefore, the pace of US interest rate
It is worrisome that the global
investors should not

earing of the Senate's Committee

administration unveils it
hikes could be quicker than market expectation.
financial market is not prepared for this, hence
underestimate the risk of US interest rate hikes, which will continue to be a
source for turbulences in global stock, foreign exchange and bond markets.

What is worthy of attention is that since the start of the 2008 financial crisis,
the Fed has launched several rounds of quantitative easing (QE) monetary
measures, injecting a large amount of money i.e. liquidity into market. As a
result, the size of the Fed's balance sheet has sharply expanded by multifold,
from less than US$1 trillion before the crisis to the current US$4.5 trillion. Yellen
for the first time, that the Fed would discuss the issue of

earlier revealed,

reducing the size of its balance sheet in next months with an aim to trim it down
to far below the current level. This implies the inevitability of the Fed reducing

f its balance sheet, which means it won't re—inject the cash it

the size O
into market to buy in

retrieves, when treasure bonds it now holds mature,
bonds. This will produce the effect of tightening money supply. So the current

phenomenon of liquidity excessiveness is bound to reverse to exert certain

pressure on prices of assets such as shares, foreign currencies and bonds.

The US has raised interest rates twice in past more than one year, which also
has a tightening effect. However, the pace of rate hikes is very slow and
financing costs just increase slightly, so the negative impact on financial market
is not so big. However, the Fed's move to reduce the size of its balance sheet is

no trivial matter, which definitely will have a greater impact on markets. Once

the size reduction is in terms of a couple of trillions of US dollars, market liquidity

will be remarkably tightened, making US bonds and shares to suffer.

Apart from the trend in interest rate, uncertain factors in US policies will also
continue to disturb global economic and financial markets. In fact, following
Yellen's hawkish remarks, the US Dollar Index (USDX) immediately jumped to

three—week high. All this goes against Trump's advocate for adopting a

weak—dollar policy to stimulate the economy.

More importantly, at the Senate hearing Yellen criticised Trump's move to ease
financial supervision, stressing that the Dodd—Frank Wall Street Reform and
Consumer Protection Act restricting banks to engage in high—risk deals was very

Thus she explicitly challenges Trump. This prompts concems

important.
en firing Yellen. This would

whether Trump would move to punish the Fed, ev

further increase turbulence in global financial market.
Thanks to capital coming down from the north, Hong Kong stock market has

led the global market to rally since beginning of this year. However, attention
must be paid to it that a strengthening US dollar is likely to cause capital outflow.
Hong Kong dollar's exchange rate against the greenback dropped to a

two—month low last night, which could be seen as ringing an alarm.
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WORDS AND USAGE

Hawkish (adj.)

oEJR - BB Fhawk (B ) RR2BUAHEEE © Tk
FREUGHTE F R R DENA T Ehawk » HEE
LG HE R hawkish ¢ T ERIFME M RFIF RS
A [%8] (dove) » HREE S riHni£dovish o
TEEE  BEMEHSIPRESEHRBEENET
B % ( monetary policy ) 3715 » TIREB KNG
BREVBRESER  RAZRHI@EIRE XA
BHFERMEH (tight) BEHER  meIKAIAFAHE
BRAEER MEFMPIRERZHRNERN (
loose ) EHEESK o

Liquidity (noun)

OB > SRLITEE 0 BEREESD (convert to
cash) MEZRE  AARFEHNEERDUERS
°oH% (cash ) BB MRENEE  MKZHR
EMBELHEES o REELHE ( macro economy )
BRB AT E R ER AT EENERENS D
WMRRGTHENBLER  SER T RBEER 0 &
5513 B EMARFILHIBEL

Be bound to (phrase)

®To be certain or destined to. ( AEE )

Examples:

1.In the long run , prices are bound to rise .

2.When you are dealing with so many patients,
mistakes are bound to happen.

Trivial (adj.)

eNot serious, important, or valuable.

(#m/)\ > BB )

Examples:

1. don't know why he gets so upset about
something so trivial.

2.Sexual harassment in the workplace is not a trivial
matter.

Go against (idiom)

oTo oppose; to be in conflict with. ( ¥+ B )

Examples:

1.Does this
interest?

2.Public opinion is going against the government on
this issue.

legislation go against their best
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