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MONDAY, AUGUST 31, 2020 

• August was the best month for US stocks since April (link)  

• … and worst month for long-term Treasuries since Sep-2018 (link) 

• Japan’s industrial production stronger than expected, but retail sales still weak (link) 

• China’s composite PMI improved in August (link)  

• EM bond funds continue to see strong inflows (link)  
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Markets poised to close the month on a positive note 

Equities are looking to end a strong August on a winning streak. S&P 500 futures are following the 

lead from European shares and indicating a modest gain to start the day. Should the index hold on to the 

gains, it will mark its 8th straight daily increase, a fitting close to a month which has already seen a rise of 

over 7%. Japanese markets also closed on a high note. While most of emerging Asia saw losses in Monday 

trading, the Nikkei rose over 1% on strong economic data as well as a $6 billion investment by Berkshire 

Hathaway into Japan’s five largest trading conglomerates. Inflation data releases this morning from some 

European regions continue to highlight disinflation fears in markets, even after last week’s Jackson Hole 

speeches. Even so, the euro 5y5y inflation swap rate is slightly higher this morning to 1.25%, and the 10-

year US breakeven inflation rate is up to 1.79%, an 11 bps increase over the past week.  

 

 
  

http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
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In the week ahead, key US economic data include the ISM, nonfarm payroll and unemployment rate. 

Several Fed officials are scheduled to speak, and markets will look for any follow-up clarification on the 

Chair’s Jackson Hole speech. Other data include PMI, durable goods orders and jobless claims. In Europe, 

the European Parliament budget committee will meet on Tuesday on the Union’s next multiannual budget 

for 2021-27, and France will unveil the EUR100bn national recovery plan on Thursday. Italy will report flash 

Q2 GDP and PMIs are due throughout the region. Central bank meetings will take place in Australia (stable), 

Colombia (-25 bps) and Chile (stable). 

United States          back to top 

Stocks crawled higher in the waning days of summer. The S&P 500 (+0.7%) posted its seventh 

consecutive gain through a broad-based rally, as 75% of the index constituents ended the day in green. 

Investors continued to digest the Fed’s new policy framework, pricing in slightly higher inflation over the 

longer term, as 10-year breakeven rates rose to an 8-month high at 1.78%. The dollar index (DXY) also 

weakened by the most in a month, down 0.7%. The Treasury curve bull steepened led by the lower short 

rates, while the long rates closed little changed. In August, US stocks scored their 5th straight monthly gain 

and largest monthly gain since April, with the S&P500 up 7.2% and NASDAQ up 8.84%. Long-term 

Treasury yields capped the weakest monthly performance since Sep-2018, with the 10-year yield up 20 

bps and the 30-year yields up 32 bps.  

 

Margin debt on US stocks continued to rise in July to $614bn, reversing a downward trend since May 2018. 

Relative to market cap, the level of margin debt remains near a post-GFC low. Analysts believe there’s 

room for further margin expansion, which could be a tailwind for more upside in the stock markets.  

 

  
 

Vanguard announced it will convert its $125bn prime retail fund to a government retail money 

market funds by end September. This is the largest prime retail fund in the US. Front Eurodollars 

immediately sold off on the news on Thursday. Rates have since come back down to 1.5 bps over 

Wednesday’s level. Analysts point out that the decision was largely expected, as the prime fund was 

essentially run like a government fund. As of end July, more than 75% of the fund’s portfolio was invested 

in rates products, and the remaining holdings in credit products were very short term (27-day weighted 

maturity). As a result, they do not expect any lingering impact on rate markets or any funding pressures in 

the CD/CP markets. Earlier this year, Northern Trust and Fidelity each closed one their prime funds, though 

these funds were much smaller in AUM. With Vanguard’s decision, the prime fund industry will 

become even more concentrated, with the top 10 providers dominating 88% of the market share. Going 

forward, analysts expect other smaller prime fund providers as well as more retail focused providers will 

follow suit given the limited yield pick-up in prime funds over government funds.  

1.5%

2.0%

2.5%

3.0%

3.5%

0

100

200

300

400

500

600

700

800

10 11 12 13 14 15 16 17 18 19 20

Margin Debt on US stocks

Margin debt ($ bn)

Margin debt to S&P500 market cap (%, rhs)



GLOBAL MARKETS MONITOR August 31, 2020 

 

IMF | Monetary and Capital Markets—Global Markets Analysis 3 

 

 
 

Europe          back to top 

Equities in Europe are trading higher with France (+1%) and Italy (+0.9%) posting the largest gains. The 

UK bourse is closed for a holiday. 

European sovereign yields are higher with 10-year bunds up 2 bps. The euro is unchanged, while the 

sterling (-0.3%) is trading slightly weaker against the dollar. 

French President Emmanuel Macron praised the ECB for keeping interest rates low and buying 

sovereign debt saying the alternative is deflation that would cause “political and social chaos.” 

Other Mature Markets          back to top 

Japan 

Japan’s industrial production increased more than expected, while retail sales remain weak. 

Industrial production increased 8% m/m in July, up from 1.9% in June, better than market expectations 

(+5%). The gains were driven by autos and IT-related products. Meanwhile, production of machinery and 

airplane-related products remain weak. Retail sales declined 3.3% m/m in July, weaker than market 

expectations (2.5% decline). Retail sales fell after a rebound in June (13.1% m/m) as the high level of virus 

contagion has limited non-urgent spending. Equity prices increased (NIKKEI: +1.1%). The Japanese yen 

depreciated (-0.4%) as traders continued unwinding their long positions since Friday following news that 

Prime Minister Shinzo Abe will resign. 
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Source: Bloomberg. 

Emerging Markets          back to top 
Asian stock markets retreated today, led by India (-2.6%), Indonesia (-2.0%), and Malaysia (-1.9%). 

Currencies are mixed. The Indonesian rupiah appreciated (+0.5%) on fund inflows as global funds bought 

government bonds. Meanwhile, the Indian rupee (-0.3%) and Korean won (-0.3%) depreciated. Indian 

markets underperformed following a clash between Chinese and Indian troops along the disputed 

Himalayan border. Latin American equity markets were mostly higher on Friday. Argentina outperformed 

as the equity index rallied 4.8%, followed by Brazil (+1.5%) and Mexico. Local currencies were broadly 

stronger. The Brazilian real was the best performer, appreciating 3.3% against the dollar, followed by the 

Colombian peso (+1.9%) and the Mexican peso (+1.8%). 10-year government bond yields were mainly 

unchanged. 

 
 

EM Fund Flows 

EM bond funds continued to see inflows last week (+$2.4 bn), the greatest inflow since early June, 

while EM equity funds reverted to outflows last week (-$839 mn), the largest redemptions in the past 

two months. Inflows to EM bond funds were mainly driven by hard currency funds (+$1.4 bn), and local 
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currency funds saw the greatest inflows since February (+$962 mn). From a regional perspective, Asia ex-

Japan equity funds saw the largest outflows in the past ten weeks (-$707 mn), followed by EMEA (-$59 mn) 

and Latin America equity funds (-$37 mn). Year-to-date flows to EM bonds and equities were -$18.3 bn and 

-$46.1 bn, respectively. 

 

 
 

China 

China’s composite PMI further improved in August to 54.5, up from 54.1 last month. The rebound is 

driven by the services sector. Services PMI increased to 55.2 in August (from 54.2), the strongest level 

since early 2018 and stronger than market expectations. Meanwhile, manufacturing PMI slightly fell to 51.0 

in August (from 51.1), weaker than market expectations. China’s economy continues recovering from the 

slump, initially benefiting from government-led investment spending. The hard-hit service sector started 

picking up after containment measures were eased. Equity prices fell (CSI 300: -0.6%); the gain earlier 

today on economic data was reversed following the clash between Chinese and Indian troops. The Chinese 

yuan appreciated (+0.3%). 

 

 
 

Beijing injected more uncertainty into negotiations over the sale of video app TikTok. China’s 

commerce ministry added speech and text recognition and personalized recommendations to a list of 

products that require government approval before being sold abroad. ByteDance is now required to seek 

the Chinese government’s sign-off on any deal as it seeks to sell TikTok to potential suitors like Microsoft 
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and Oracle. Market analysts still see that Beijing’s responses to Washington are carefully calibrated to place 

Beijing on equal footing with the U.S. while not escalating the tension. 

 

Argentina 

Argentina will announce today whether its $65 bn foreign debt restructuring was accepted by most 

of the creditors. The deal is expected to prevent the country from its ninth sovereign debt default and 

costly lawsuits. Though the deal is about to be approved, some analysts warned that the nation still faces 

severe problems, such as GDP contraction, hyperinflation, and economic policy uncertainty, which would 

significantly affect debt sustainability. Argentine equity markets railed last Friday (+4.8%), and the peso 

was mostly unchanged.  

 

  

 

Turkey’s Q2 GDP declined by 9.9% yoy, though fared better than consensus expectations of a 10.7% 

yoy contraction. The severity of the shock was more evident in seasonally and working day-adjusted 

figures, which showed a decline of 11% in the second quarter from the previous three months, making it 

the steepest contraction in statistics going back to 1998. The worst-affected sectors were manufacturing, 

where activity shrunk by more than 18 percent on a quarterly basis, and services, which contracted by 25 

percent. Analysts highlighted that the positive surprise was in-part driven by the strong sovereign credit 

stimulus, though that has contributed to pressures on the currency as well. Turkish Lira has depreciated 

by 11% this year and maintained its depreciation of around 0.3% vs the US dollar today after the 

data release. Turkish equities are down 1.1% today, underperforming the peers.  
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Foreign currency reserves (reserves excluding gold) in Turkey were unchanged at US $45.4bn over 

the week ending Aug 23, after declining by almost US$35.8bn ytd. Central bank gross reserves edged 

up marginally by US $0.5bn to US $88.7bn, after falling by US $17.6bn ytd. TRY deposits in the banking 

system fell by TRY 37.5bn to TRY 1,538.7bn. FX deposits edged down by US $0.5bn to US $241.7bn over 

the course of a week. Analysts highlighted that FX interventions have likely continued based on net foreign 

assets remaining relatively stable amid increased FX sales by the government to the TCMB funded by FX 

borrowing and the contribution from rediscount credits to reserves. 

 

.  

 

Portfolio flows to South Africa have stabilized now, after the sharp outflows witnessed during the 

Covid-19 sell-off, per data from local exchanges. YTD, there have been debt outflows of almost $3.4bn 

and equity outflows of almost $5.1bn. Debt flows recovered in particular starting mid-May, seemingly in 

parallel with a recovery in global financial sentiment. Equity flows, on the other hand, have remained 

relatively weaker and stabilized only in the last few days.  

 

 

 



GLOBAL MARKETS MONITOR August 31, 2020 

 

IMF | Monetary and Capital Markets—Global Markets Analysis 8 

List of GMM Contributors 

Global Markets Analysis Division, MCM Department 

Anna Ilyina 
Division Chief 
 
Will Kerry 
Deputy Division Chief 
 
Evan Papageorgiou 
Deputy Division Chief 
 
Sergei Antoshin 
Senior Economist 
 
John Caparusso 
Senior Financial Sector Expert 
 
Yingyuan Chen 
Financial Sector Expert 
 
Han Teng Chua 
Economic Analyst 
 
Fabio Cortés 
Senior Economist 
 
Reinout De Bock 
Economist 
 

Dimitris Drakopoulos 
Financial Sector Expert 
 
Rohit Goel 
Financial Sector Expert 
 
Sanjay Hazarika 
Senior Financial Sector Expert 
 
Frank Hespeler 
Senior Financial Sector Expert 
 
Henry Hoyle 
Financial Sector Expert 
 
Mohamed Jaber 
Senior Financial Sector Expert 
 
Phakawa Jeasakul 
Senior Economist 
 
Dmitri Petrov 
Financial Sector Expert 
 
Thomas Piontek 
Financial Sector Expert 
 

Patrick Schneider 
Research Officer 
 
Jochen Schmittmann 
Senior Economist 
 
Can Sever 
Economist (Economist Program) 
 
Juan Solé 
Senior Economist 
 
Jeffrey Williams 
Senior Financial Sector Expert 
 
Akihiko Yokoyama 
Senior Financial Sector Expert 
 
Piyusha Khot 
Research Assistant 
 
Xingmi Zheng 
Research Assistant 

Disclaimer: This is an internal document produced by the Global Markets Analysis Division (GA) of the Monetary and Capital Markets 

Department. It reflects GA staff’s interpretation and analysis of market views and developments. Market views presented may or may not reflect 

a consensus of market participants. GA staff do not independently verify the accuracy of all data and events presented in this document. 



GLOBAL MARKETS MONITOR August 31, 2020 

 

IMF | Monetary and Capital Markets—Global Markets Analysis 9 

Global Financial Indicators 
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Emerging Market Financial Indicators 
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