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e The U.S. labor market is showing further signs of cooling (link)

e M&A in European banking sector takes the stage as investors wait for ECB on Thursday (link)
e Investors in Korea look to market stabilizing measures to stem declines (link)

e China’s top leaders eased monetary policy stance, its first in 14 years (link)

e EM fund flows generally improved during the first week of December (link)

e Argentina’s central bank cut their key rate amid falling inflation expectations (link)
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Risk appetite balanced between geopolitical fears and easing policy in China

On net, equity markets in advanced economies are little changed this morning. The further rise in
geopolitical fears in the Middle East following the ouster of Syrian’s leader, as well as ongoing political
tensions in South Korea, are weighing on sentiment. Those fears, however, have so far been somewhat
balanced by expectations of a loosening policy stance in China. China’s Politburo announced it would
pursue a “moderately loose” monetary policy next year, moving away from the “prudent” language that had
guided policy over the past 14 years. European stocks are slightly higher while US equity futures are little
changed, and emerging market currencies are mixed versus the dollar. Looking ahead, the upcoming week
will bring significant developments for advanced economy central banks. The ECB, the Swiss National
Bank, and the Bank of Canada are all expected to cut rates this week. Additionally, US inflation data for
November will be reported later this week and will further shape market expectations for the FOMC.
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This week’s primary market focus will be the US CPI report on Wednesday, the last major data
release before the FOMC meeting on December 17-18. The PPI report on Thursday may also influence
market expectations regarding the potential Fed’s rate cut in December, with the market currently assigning
an 85% probability of a 25bp cut. Elsewhere, the ECB is holding a policy meeting on Thursday and is likely
to lower its policy rate by 25bp. The Bank of Canada is also scheduled to make its policy decision on
Wednesday, with analysts divided over whether the central bank will cut interest rate by 25 or 50 bp.
Additionally, Japan’s third quarter GDP will be released on Monday, followed by industrial production data
on Thursday. China is set to release its November CPI and PPI on Monday.

Mature Markets back to top

United States

The US labor market is showing further signs of cooling. Despite a decent payroll growth of 227,000
for November, the unemployment rate edged up to 4.246%, just 0.004% shy of rounding up to 4.3%.
Moreover, the inflow of workers into unemployment continued to exceed the outflow, and the median
duration of unemployment extended to 10.5 weeks, the highest since May 2017. Job openings per
unemployed worker were at 1.11 in October, significantly below the pre-pandemic average of 1.2.

JP Morgan analysts noted that the unemployment rate had not risen further, partly due to a decline in the
employment-to-population ratio in recent months, which fell to 59.8% in November, the lowest level since
early 2022. Indeed, if the labor force participation rate had not declined over the last two months, the
unemployment rate would have exceeded 4.6% in November.

Figure 1: The unemployment rate and employment/population ratio
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Europe

European equities traded mostly sideways this morning, as investors start the week in a cautious mood
after a weekend of geopolitical turmoil in Syria and South Korea, with the Stoxx 600 index little changed
and the materials (1.3%) and consumer discretionary goods (1%) sectors advancing on the back of news
supporting expectations of further stimulus from easing of monetary policy in China. The energy sector also
edged higher (1.5%) this morning, mirroring an increase of oil prices (Brent +1% at $71.88 per barrel).
European bourses were mixed, with the CAC 40 outperforming (0.5%) in France.

The euro was little changed against the dollar this morning, and European government bond yields
were also little changed. Consensus expectations are for the ECB to cut rates by 25bp at its upcoming MPC
meeting on Thursday, taking the benchmark deposit rate to 3%. Analysts at Bloomberg see the easing
cycle in the Eurozone to end next year with the policy deposit rate down to 2%, and the ECB cutting at
every meeting through March. Meanwhile, analysts at Deutsche Bank believe the ECB will cut by 25bp on
Thursday and continue to implement consecutive 25bp rate cuts until June, followed by further cuts in
September and December, reaching a terminal rate of 1.50%. Money markets price-in a total 149bp of rate
easing from the ECB by October 2025, against 160bp priced-in a week ago.
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Banking sector

The European banking sector edged higher this morning (+0.7%) and is heading to outperform the
overall market for the fourth consecutive year (Stoxx 600 banks index at 27.2% YTD vs Stoxx 600 at 9.3%
YTD). French banks continued to edge higher today after closing last the week in the green in spite of the
collapse of the government, with BNP’s shares up by 2%, Societe Generale at 2.1% and Credit Agricole up
by 0.8%. Last Friday Credit Agricole announced it bought financial contracts that could raise to 15.1% its
stake (currently at 9.9%) in the Italian Banco BPM, which is subject to a €10.1bn hostile takeover bid by
UniCredit. Credit Agricole said the move is consistent with its strategy as a long-term investor and partner
of Banco BPM, and that it would apply for authorization from the ECB to increase its stake up to 19.9% but
ruled out a counter tender offer for Banco BPM. Analysts at Bloomberg see the move as seeking to cement
Credit Agricole's position as Banco BPM's largest shareholder in reaction to UniCredit’s all-stock offer for
Banco BPM, which rebuked the bid claiming it undervalued the bank. Equities of Banco BPM rose this
morning by 1.7% while those of UniCredit declined by 0.9%. UniCredit increased to 21% its stake in
Commerzbank earlier this year, but the attempt to take control of the bank is facing political
opposition. Analysts at BNP maintain a constructive view on the European banking sector for 2025, noting
that the fall in the expected ECB terminal rate has resulted in a rotation out of Eurozone retail banks, but
that European diversified savings banks and “fixed-rate” lenders will outperform in the medium term
compared to the more rate-sensitive banks in Spain, Sweden as well as larger Italian banks. Analysts at
Jefferies stress meaningful EPS revisions for Italian banks through 2024 and see this continuing in 2025,
they remain constructive on the sector as consolidation is envisaged to increase efficiency while the impact
of lower rates will be almost offset via other P&L lines.
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Investors in Korea look to market stabilizing measures to arrest declines as losses deepen. Korean
markets have extended their declines amid the ongoing political stalemate. Opposition lawmakers said they
would push for another impeachment vote on President Yoon after Saturday’s failed impeachment motion.
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The Kospi Index has lost 5.6% since the short-lived martial law from last Wednesday, while the small-cap,
tech-heavy Kosdaq Index has slid by more than 9%. Market analysts noted that retail investors have cashed
out more than 1 trillion won over the two sessions spanning last Wednesday and Thursday. Meanwhile, the
won has weakened more than 2% against the dollar. Market participants noted that the won would likely
have depreciated more if the BOK had not intervened in the market to support the currency. BOK Governor
Rhee has said the BOK does not aim for a specific exchange rate level but focuses on mitigating excessive
volatility in the market. A measure of FX volatility over a 5-day period is now more than twice the annual
average, raising expectations for BOK intervention. For the equity market, a key focus is on the KRW 10 tn
($7 bn) stock stabilization fund, which, according to the authorities, is ready to be mobilized “immediately”
when needed. The most recent deployment occurred in 2008. That said, analysts also noted that the stock
stabilization fund, while helpful in smoothing out market volatility, will not change investors’ perception in
the absence of a meaningful resolution to the current political crisis in Korea. The Korean won weakened
by as much as 1.1% intraday to KRW 1,438.30 per USD before stabilizing at KRW 1434.6 (-0.8%).

FX Intervention Indicator and BOK’s Reserves
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Sources: Bank of Korea, Bloomberg Economics. Notes: Won volatility represents the sum of
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Emerging Markets back to top

Asian currencies suffered broad-based losses, with the Korean won underperforming (-0.8%). In
equities, Korean markets extended declines from last week, with the Kospi down 2.8% and the tech-heavy
Kosdag index more than 5% lower on the day. Chinese stocks slid modestly (-0.2%) and the RMB was little
changed as CPI decelerated unexpectedly in November. The headline CPI rose 0.2%, yly, lower than
expected and the lowest increase since June, while core inflation picked up slightly. EMEA equities and
currencies were mostly higher this morning on the back of an announced easing in China’s
monetary policy stance and developments in the Middle East which saw the sudden collapse of the
Assad regime in Syria. According to Bloomberg data, the Israeli shekel advanced for a third day against
the dollar, with the currency up as much as 0.5% in the early morning. Over the past five days, the shekel
has gained almost 2.5% against the dollar on developments in the Middle East. Israeli equities were broadly
unchanged this morning, although they had advanced yesterday. This morning, equities in Tirkiye (+1.5%)
were outperforming, while those in Czechia (-0.1%) were underperforming. CEE currencies were mostly
trading firmer against the euro. The Romanian leu was stable against the euro after the country’s
constitutional court annulled the results of the first round of the presidential elections, with the process to
be restarted. Meanwhile, the Egyptian pound weakened to a record low against the dollar, falling by 1.2%
in early morning trade on the offshore market to 50.59/$, according to Bloomberg data. Latin American
currencies were mixed, and equities closed in the red Friday. On the currency front, the Brazilian real
(-1.3%) and Chilean peso (-0.5%) underperformed other emerging markets. Equities retreated across the
region, led by Brazil (-1.5%) and Colombia (-1.3%).

EM Fund Flows

EM fund flows generally improved during the first week of December. EM bond fund outflows eased
(-$756mn from -$2.7bn), and equity flows (+39mn from -$4.3bn) turned slightly positive. Both hard and local
currency bond funds experienced a decline in outflows. Hard currency outflows were driven by broad EM
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funds (-$447mn) and Asia ex-Japan funds (-$101mn). Equity fund inflows were driven by ETFs(+$734mn),
but partially offset by non-ETF outflows (-$695mn). Regionally, EMEA (+$3mn) experienced marginal
inflows, while Asia ex-Japan (-$229mn) and Latam (-$115mn) saw outflows.

Figure 1: Weekly cross-asset flows

Figure 2: EM bond and equity fund flows
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China

China’s top leaders announced an
ease in the monetary policy stance
and pledged more fiscal support for
the economy. China’s Politburo, a

China's Monetary Policy Stance Over Past Three Decades
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of changes to its policy stance. For the
first time in roughly 14 vyears, the
Politburo indicated that it would embrace a “moderately loose” strategy for monetary policy in 2025.
Moreover, the ruling body also pledged stronger fiscal support, indicating that it will be “more proactive,”
compared to “proactive” in previous statements. According to the official Xinhua News Agency, officials will
also step up “extraordinary counter-cyclical policy adjustment,” and pledged to “stabilize property and stock
markets,” suggesting more tools could be unleashed to boost the economy. While China has gone through
several monetary policy cycles, it has been largely guided by a “prudent” policy stance since 2011.

Looking ahead, senior leaders are to convene for the annual Central Economic Work Conference
(CEWC) on Wednesday. The two-day meeting is expected to offer policy direction for growth. Expectations
for strong policy support have increased following today’s Politburo announcement. Market participants will
look for signals that suggest policymakers’ commitment to build on their growth-boosting measures,
including whether the 2025 growth goal will be close to the 2024 target of around 5%. If the target remains
unchanged, it could suggest stronger policy support ahead. If the CEWC does not offer any clarity on policy
directions, market participants will have to wait until next March for guidance from the National People’s
Congress convention.

Argentina

Argentina’s central bank cut its key rate amid falling inflation expectations. The central bank cut the
key rate to 32% from 35%. The decision marks over 100 percentage points of cuts since President Milei
took office, when interest rates were at 133%. According to the central bank’s survey of economists,
expected annual inflation over the next 12 months will slow to 29.4%, down from 35% expected a month
ago. Year-over-year CPI fell to 193% in October, down from its 289.4% peak experienced in April.
November inflation is expected to be released on December 11.
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Argentina Nominal and Real Interest Rates
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its rating outlook for Hungary to negative, citing reduced chances of the current government being able to
access EU funds. This morning, the forint was trading firmer (+0.6%) against the euro, although the
currency is around 7% weaker YTD.

370

Ghana

Ghana’s dollar denominated bonds advance on election outcome. According to Bloomberg data, the
yield on Ghana'’s dollar bond due in July 2035 declined by around 8bp to trade at 9.54% following the
outcome of Sunday’s general election. Mahamudu Bawumia, the ruling party’s candidate, conceded defeat
yesterday to opposition leader John Mahama. Per Bloomberg data, Ghana’s July 2035 bond was the third-
best performing hard currency bond in an index tracking emerging market and frontier hard currency
sovereign debt.
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Colors denote tightening/easing financial conditions for observations greater than +£1.5 standard deviations.

Data source: Bloomberg.
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