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• Euro area yields fall after disappointing PMI data (link) 
• UK PMIs also weaker than expected (link) 

• Foreigners sell Chinese stocks at fastest pace since 2015 (link)  
• US equity gains are very narrowly distributed among a few companies (link)  
• Foreigners increased purchases of US Treasuries (link) 

• Corporate bonds outperformed US equities during the recent selloff (link) 
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Markets hold steady ahead of Jackson Hole conference 
US equity index futures posted modest gains and stocks in Europe were mostly higher as markets 
await the latest earnings report from Nvidia and Fed Chair Powell’s speech at the Fed’s Jackson 
Hole conference on Friday. Investors seek insight on the future course of Fed interest rate policy, as the 
Fed Funds futures markets assigns a probability of less than 50% to another rate hike in 2023 but rate cuts 
are still expected in the first half of next year. Weaker than expected PMI data in Europe and the UK pushed 
bund, gilt and Treasury yields lower as traders reassessed their views about rate hikes from the major 
central banks. The US will also report PMI data later today, providing more clarity about the strength of the 
US economy. Meanwhile, worries about China continue to take center stage as foreign investors flee the 
country at the fastest pace since 2015 and emerging market funds turn underweight on China. Oil prices 
are down again today on fears that global demand will be weaker in the months ahead. 

 

http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
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United States 
Equity gains in the US market are very narrowly distributed, with just a few companies seeing most 
of the gains. The big technology companies and artificial intelligence (A) related stocks have done much 
better than the rest of the market. Comparing the market capital-weighted index to the equal              
weighted-index shows that the latter’s gains for the year are very small compared to the former. For the 
Russell 2000 index of smaller companies, the equal-weighted index is actually down for the year. This 
situation could present financial stability risks because if the small group of companies with big gains starts 
to sell off significantly, they could drag the rest of the market down with them and inject volatility into the 
financial system.  

 

Foreign investors increased their purchases of US Treasuries in June, according to the latest 
Treasury International Capital (TIC) data. Purchases were up at $171 bn compared to $70 bn the month 
before, and demand was robust not just for both government bonds, but also for agency securities and 
corporate bonds. UK and Cayman Island based investors bought the most bonds (many foreign investors 
route their bond purchases through institutions located in these jurisdictions). Some analysts worry that the 
recent surge in interest rates and resultant mark-to-market losses on these purchases could push interest 
rates even higher if investors decide to sell the bonds they bought earlier in the year. 
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US corporate bonds outperformed US equities over the course of the ongoing selloff. Stocks did 
better during the summer rally but are coming down faster than bonds. Goldman analysts attribute this to 
factors such as relatively low net issuance for corporate bonds, technology stocks being hit hard by the 
sharp rise in long term interest rates and credit markets being more resistant to growth concerns. 
Investment grade (IG) have strong cash buffers and their interest costs remain well under control. Although 
high yield (HY) companies face more challenges, many of them successfully modified their debt profiles so 
that the debt maturities extend further into the future and there is not much immediate need for cash. 
However, default rates are increasing, with HY bond defaults up to 2.7% and leveraged loans up at 4%. If 
interest rates remain high and the economy goes into recession, the HY and leveraged loan sectors could 
come under pressure.  

 

Euro Area 
Sovereign yields where sharply lower and the euro depreciated after flash PMI data disappointed, 
with the composite measure falling to the weakest level since November 2020. Bund yields declined 
(10y -11 bps to 2.53%; 2y -9 bps to 2.98%), while Southern spreads were little changed. The euro 
depreciated against the dollar (-0.4% to 1.08/$). European equities were mostly trading higher (Stoxx 
600 Europe index +0.3%), with the majority of the sectors trading in the green, although some early 
morning gains were retraced later in the session.  

The euro area composite flash PMI fell sharply to 47.0 in August (versus expected 48.5 from 48.6). 
The services sector drove the decline, falling into contractionary territory (48.3 versus expected 50.5 from 
50.9), while the manufacturing sector surprised on the upside (increasing to 43.7 against expectations to 
remain unchanged at 42.7). Composite PMI data from both Germany and France disappointed, with the 
largest decline seen in Germany where services PMI unexpectedly fell into contractionary territory (48.3 
versus expected 50.5 from 50.9).  
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Markets scaled back ECB hiking expectations, but some analysts continue to expect the ECB to 
hike rates in September amid stubborn inflationary pressures. Today’s PMI data release highlighted 
that while inflationary pressures were at lower levels than in the past two years, headline rates of input 
costs and selling price inflation increased in August partly due to wage pressures. HSBC analysts argue 
that today’s PMI report is not absolutely dovish and continue to predict a final 25 bps hike by the ECB at 
the policy meeting in September, and also expect no rate cuts in 2024. JPMorgan analysts, however, argue 
that a pause in September is now more likely than another hike. Markets have scaled back ECB hiking 
expectations this morning─and now are pricing in roughly 15 bps of tightening this year compared to roughly 
21 bps that were priced in yesterday.  

 

United Kingdom 
Gilt yields fell sharply and the pound depreciated as markets scaled back BoE hiking expectations 
after disappointing UK flash PMI data. The UK composite flash PMI fell to a 31-month low of 47.9 in 
August (versus expected 50.4 from 50.8 in July) with both services and manufacturing declining by more 
than expected. The composite measure is now in contractionary territory for the first time since January. 
The PMI report also showed that inflationary pressures continued to moderate. Nevertheless, the PMI 
survey also noted several reports of persistently strong wage pressures. Markets have scaled back BoE 
hiking expectations and are now pricing in roughly 63 bps of tightening this year, compared to roughly 79 
bps priced in yesterday. Against this backdrop the pound weakened against the dollar (-0.8% to 1.26/$) 
and gilt yields were sharply lower (10y gilt -13 bps to 4.51%).  
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Japan 
Prime Minister Kishida plans to increase government spending even as government funding costs 
are set to rise. Low approval ratings are putting pressure on the administration, according to press reports. 
Subsidies that cap gasoline prices and fresh economic measures to help households and businesses deal 
with inflation will be used. Manufacturing PMI edged up slightly to 49.7 from 49.6, although it is still in 
contractionary territory. Meanwhile, services PMI improved to 54.3 from 53.8. Long-end JGB yields 
increased (10-year: +1.0 bp; 30-year: +1.4 bps), with the 10-year yield touching 0.67%, after the Bank of 
Japan (BOJ)’s bond purchase operation results indicated stronger appetite to sell JGBs to the BOJ. Market 
participants generally expected the BOJ to intervene again if the 10-year JGB yield reaches 0.7%. 
Japanese yen appreciated (+0.3%). Equities gained (NIKKEI: +0.5%). 

 

Emerging Markets          back to top 
Equity markets in EMEA were mixed while currencies were mostly trading weaker against the dollar. 
Romania was the strongest performer.  Stocks in China took another beating, but Indian markets did 
better. Currencies held steady. LATAM assets rebounded amidst signs of stabilization in China 
markets. Regional equities rose, currencies appreciated while bond yields traded broadly lower. 

Brazil 
A rally in iron ore prices supported Brazilian assets. Brazil’s Bovespa index and the Brazilian 
outperformed against its regional peers, after iron ore prices rose for a fourth consecutive day. Iron ore has 
rallied nearly 10% since August 16, amidst speculation that the government had approved 12 
province/regions to issue special financing bonds, which may help improve funding for construction and 
infrastructure projects that could boost demand for iron ore.  
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China 
Foreign investors have been selling 
Chinese equities at the fastest pace since 
2015. The net outflows from China’s onshore 
equity markets amounted to $10.8 bn during 
August 4−23, which is also the longest selling 
streaking since November 2015. The selloff 
was concentrated on China’s blue-chip 
stocks. Foreign investors have been 
unnerved by the fear that a prolonged 
property sector downturn will raise the risk of 
broader financial stress. RMB appreciated 
slightly to 7.29 yuan per dollar today. 
Reportedly, state-owned banks sold dollars 
in the onshore market around noon to support the currency. The People’s Bank of China continued setting 
the daily RMB fixing at 7.199 yuan per dollar, stronger than expectations by 955 pips. The daily RMB fixing, 
which sets a limit to how much the currency can move within a given day, has been around 7.2 yuan per 
dollar for about a week already.  

South Africa 
Domestic bond yields eased after July’s 
inflation print surprised on the downside. Data 
released this morning showed headline and core 
inflation easing more than expected in July 
(headline to 4.7% y/y versus expected 4.9% from 
5.4%; and core to 4.7% versus expected 4.9% 
from 5.0%). The central bank, with an inflation 
target rate of 3−6%, unexpectedly left the 
repurchase rate at 8.25% at the latest policy 
meeting, while consensus had expected a 2 5 bps 
hike. Markets have pared rate-hike bets and 
some analysts expect the central bank to leave 
interest rates unchanged for the remainder of the year. JPMorgan analysts also now expect the first rate 
cut in March (previously May). Domestic bond yields fell (10y -15 bps to 11.76%), while the South African 
rand continued to appreciate (+0.7% to 18.74/$).  
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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