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TUESDAY, DECEMBER 10, 2019 

• US Q4 earnings forecast to decline for fourth straight quarter (link) 

• US corporate default rates expected to increase in 2020, but from low base (link)  

• German ZEW headline expectations rises sharply (link)  

• U.K. monthly GDP flatlines in October (link)  

• Recent increases in JGB yields attracted investor demand (link) 

• Chinese headline inflation higher than expected but core decelerates (link) 
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Equities falter as trade deadline looms 

Markets in Europe and the US are trading with a risk-off tone this morning ahead of several key 

events this week.  While the upcoming Fed and ECB decisions likely hold little surprise to upset markets, 

there remains significant uncertainty on the trade front ahead of the deadline to extend the planned 

December 15 imposition of additional tariffs on US imports of various Chinese goods. Speaking at a 

conference, the US agricultural secretary, Sonny Perdue, said he believes it is unlikely that the additional 

tariffs will go into effect. However, that has done little to calm market jitters. European shares are falling this 

morning across most sectors and US futures point to a weaker opening. Despite the weaker tone, EM 

currencies are mostly stable on the day with the South African rand the most notable exception, falling 

nearly 1% so far this morning as blackouts continue to impact the country.  

 
  

http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
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United States          back to top 

Markets were relatively subdued Monday following Friday’s robust jobs report, and ahead of a slew of 

central bank meetings, a pivotal UK election, and a looming US-China tariff deadline. US stocks weakened 

0.3-0.4%, and Treasury yields were little changed. With most of the S&P 500 having issued their Q3 results, 

FactSet finds that earnings have fallen by 2.2% yoy overall, while revenues have grown by 3.1%. The firm 

expects Q4 to be the fourth straight quarter of earnings declines. At the beginning of the quarter, it was 

gauging earnings would grow 2.5%, but now it is expecting a 1.4% decline. Energy is expected to continue 

underperforming.   

 

Friday’s robust jobs numbers have further allayed recession fears. Concerns over an economic 

downturn peaked over the summer given an escalating trade war and an inverting yield curve. However, 

Google searches for the word “recession” have come way down. Investors remain divided as to when the 

next recession will occur according to Barclays’ latest global macro survey. It also found 51% attributed the 

current global economic weakness as “the end of a long business cycle,” but 38% characterized it as merely 

a soft patch. 

  

Fed vice chair Quarles last week reiterated Powell’s previous comments about the role of liquidity 

stress in the repo market’s strains in September. While much attention has been placed on banks 

becoming more reluctant to operate in the repo market, the BIS notes that the increased role of hedge 

funds has contributed to the dislocation as well. The Financial Stability Oversight Council led by Secretary 

Mnuchin has called for an inter-agency study of the September problems, and the Fed has been steadily 

injecting liquidity into the repo market since mid-September. Research firm Wrightson advises that dealer 

borrowing has been around $200-225 bn/day since late October but would likely top $300 bn by the year’s 

end. The Independent Dealer and Trader Association (of 9-mid-sized securities firms) recently released a 

report advising the biggest impediment to a well-functioning repo market was the dominance of a few 

institutions, and the report supports the suggested Fed repo facility, but believes it should be open to a wide 

array of creditworthy counterparties. 
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Standard & Poor’s expects the US speculative-grade corporate default rate to climb next year. Fed 

rate cuts have helped lower borrowing costs, but it expects economic growth to disappoint. It gauges 

defaults will reach 3.9% in September 2020 from 2.8% in September this year. The agency also believes 

the upcoming maturity pipeline is manageable, but sectors such as homebuilding, oil and gas, and telecom 

could face stress. Fitch forecasts that the default rate will rise to 3.5%, and that the default total in 2020 will 

exceed $40 bn, the highest since the energy-related jump in 2016 after oil prices cratered. Moody’s points 

out that defaults through Q3 have exceeded the total for all of 2018. And that companies rated B3 or lower 

now constitute 39% of the speculative-grade universe. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Europe          back to top 

Equities (-1.0%) fell despite some positive data releases in France and Germany. Core bonds yields 

were little changed. German 10-yr bund yields are unchanged at -0.30%, and 10-yr OAT yields trade at 

0.02%. The euro (+0.2% to $1.108) edged higher against the USD. Italian spreads over 10-yr bunds 

consolidated at 158 bps after yesterday’s rally in Italian bonds.  

 

Industrial production in France rose 0.4% mom in October (+0.2% expected). In contrast, industrial 

production disappointed in Italy (-0.3% mom versus -0.2% expected).  The headline ZEW investor 
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expectations index in Germany rose to 10.7 in December, from -2.1 in November (0.3 expected), 

suggesting that a growth recovery could be imminent.  

 

French equities (-0.8%) traded lower in line with global markets as strikes are being extended for a 

sixth day. Unions are opposing President Macron’s intention to reform pensions.  

 

 

Deutsche Bank stock (-1.4%) underperformed slightly as its CEO said that the bank intends to 

restructure without raising extra shareholder funds. Under previous CEOs, the bank raised about €30 

bn since the GFC.  

 

 

Analysts do not expect major changes in the ECB outlook update on Thursday. BNP believes that 

the ECB will keep its core HICP inflation index unchanged despite technical assumptions of a higher 

eur-denominated brent oil price and a weaker EUR exchange rate in 2020.    
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United Kingdom 

The pound (at $1.32) continues to trade in a tight range as traders await the last major poll released at 

10 PM London time before Thursday’s election. Stocks (-1.1%) fell in line with broader markets.  

 

U.K. GDP was unchanged m/m in October (+0.1% expected). The three-month-on-three-month growth 

slowed to zero, from 0.3% in September (as expected). Analysts attribute the monthly disappointment to 

weak construction output, which can be erratic.  

 

 

 

The Bank of England MPC is meeting next week. Markets expect the BoE to keep rates unchanged (with 

only a small probability of a rate cut).  

Other Mature Markets          back to top 

Japan 

Both the yen and the Topix were little changed ahead of tomorrow’s Fed rate decision and the 

upcoming deadline for U.S. tariffs on Chinese exports. By contrast, JGB yields fell after the 10-year 
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note reached 0% for the first time in 9 months. The 10-year yield fell 1 bp to -0.03%, having climbed to 0% 

earlier (figure below). The 30-year bond fell 1.5 bps to 0.42% while the 2-year note was steady at -0.13%. 

Contacts noted that the large pool of sovereign debt with negative yields has boosted demand for positive-

yielding longer-dated JGBs. Notably, the rise in JGB yields in recent weeks stood in contrast with 

movements in US Treasuries and German bunds, both which held mostly steady. Others noted that recent 

yield increases suggest investors are beginning to price in the effect of the large fiscal stimulus unveiled 

recently.  

 

 

 

Oil 

Open interest on oil futures has risen to the highest in over a year. On Friday, OPEC+ (OPEC and its allies) 

agreed to additional production cuts of 500,000 barrels today, taking the agreed total to 1.7 mn. Rising 

output by non-OPEC+ producers has been a headwind to prices. In other oil news, Aramco begins public 

trading on the Saudi stock exchange tomorrow.  

 

 

Emerging Markets          back to top 

Asian currencies were little changed while equities fell modestly as investors await the outcome of 

the upcoming Fed decision as well as signs of a partial deal between the US and China. Although 

most investors expect the Fed to leave rates unchanged on Wednesday, the outcome of the US-China 

trade negotiation remain uncertain heading into Decebmber 15th, when the U.S. is slated to impose extra 

tariffs on $160 bn of Chinese exports. According to Bloomberg, U.S. Agriculture Secretary Perdue indicated 

that the tariffs are unlikely to be implemented and the two sides are drawing closer to a partial deal. The 

Indian rupee outperformed (+0.2%) while the Korean won paced losses (-0.1%). Most Eastern and Central 

European bourses lost ground on Tuesday morning, led by losses in the Czech Republic (-0.7%), Poland 

(-0.5%), and Russia (-0.4%). Other EMEA stocks saw gains of about 0.1% to 0.5%. Currencies traded 
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steady through the session. Latin American equity markets were mixed on Monday. Equities in Chile 

(+0.5%) increased, whereas equities in Colombia (-0.4%), Argentina (-0.4%) and Peru (-0.5%) saw 

declines. Currency markets were relatively stable for most of the countries. The Chilean peso (+0.7%) and 

the Mexican peso (+0.4%) appreciated against the dollar. 

 

Mexico 

Inflation remained in line with the target and forecasts in November despite resilient and high core 

inflation. Core inflation was 0.22%MoM in November. On a yearly basis, it is at 3.65%, from 3.68% in 

October. Non-core prices increased by 2.62%MoM, an annual rate of 0.98% from 1.01%YoY in October. 

The consumer price index (CPI) grew by 0.81%MoM in November. As non-core inflation continued to offset 

high core prices, headline inflation remained at 2.97%, below the October level (3.02%), on an annual 

basis. Thus, it has come slightly below the midpoint of 3% plus/minus 1% target of the central bank. 

Moreover, the real rate in Mexico (~4.5%) is still high relative to other major emerging markets. This has 

lent further support for markets` expectations for a 25bps rate cut by the central bank on December 19.  
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China 

Headline CPI inflation rose more than expected to 4.5% yoy in November (4.3% expected). High food 

prices remain a key driver, with pork prices up 110% yoy even though pork price inflation has been easing 

sequentially. Analysts point out that core inflation (ex food and energy) eased to 1.4% yoy (from 1.5% 

yoy in October), in line with still weak demand 

New credit grew in November surpassed expectations. Total social financing reached RMB 1.75 tn in 

November, a sharp increase from the low level seen in October (RMB 619 bn) and exceeded expectations 

for an increase of RMB 1.485 tn. Specifically, new loans totaled RMB 1.39 tn, an increase of 12.4%, y/y, 

roughly in line with the trend seen over the last 5 months. The RMB and the Shanghai Composite held 

steady and CGB yields were unchanged; the 2-year note – the most liquid sector – was steady at 2.67%.   

Kazakhstan 

Four local banks may obtain a $1 bn bail out, Reuters reports. The rescue plan stems from an ongoing 

asset quality review which revealed large capital deficiencies in the lenders. The central bank governor has 

announced that the terms of the bail-out will be agreed in coming months and be ready possibly by February 

2020. Kazakh authorities have already deployed $13 bn in rescue funds in recent years to refloat a national 

banking system beleaguered by non-performing legacy assets. 

 

https://www.reuters.com/article/us-kazakhstan-banks-exclusive/exclusive-kazakhstan-plans-more-than-1-billion-in-fresh-aid-to-banks-sources-idUSKBN1YD0NM
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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