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FRIDAY, MAY 22, 2020 

• China drops its economic growth target for this year (link)  

• Asian equities slump on uncertainty from proposed Hong Kong SAR security bill (link) 

• Bank of Japan announces new lending program to support SMEs (link)  

• Hedge funds’ portfolio concentration increased in the sell-off episode in March (link)  

• Reserve Bank of India cuts policy rate in an unscheduled meeting (link) 

• South Africa Reserve Bank cuts policy rate 50 bps to all-time low of 3.75% (link) 

• Egypt issues multi-tranche USD bond deal including 30-yr at 8.875%(link) 
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Risk sentiment wanes on China worries 

Markets appear headed for another day of risk-off sentiment due largely to a number of headlines 

from China. For the first time since 1994, no annual growth rate target was given at the annual National 

People’s Congress sparking further concerns of disappointing growth. Additionally, the announcement of a 

proposed new security bill aimed at Hong Kong added to concerns that US tensions with China will continue 

to grow. European equities and US futures are modestly lower this morning following more significant losses 

in Asia overnight, especially Hong Kong (-5.6%). The fears of declining Chinese growth also reversed the 

recent run of positive oil price movements, with Brent and WTI crude both down sharply this morning. The 

trend of rate cuts in emerging markets has continued, with South African delivering a 50bps cut in line with 

expectations, while the Reserve Bank of India surprised markets by cutting its policy rate at an unscheduled 

meeting. Emerging market currencies are broadly weaker this morning, led by the Russian Ruble (-1.1%).   

 
  

http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU


GLOBAL MARKETS MONITOR May 22, 2020 

 

IMF | Monetary and Capital Markets—Global Markets Analysis 2 

United States          back to top 

Stocks extended losses on Thursday with tensions between the US and China rising, adding to the concern 

about the pace of recovery from the coronavirus pandemic. President Trump accused Chinese leader Xi 

Jinping of being behind a “disinformation and propaganda attack on the US. and Europe” days before the 

biggest Chinese political gathering of the year, and China warned that it will safeguard its sovereignty, 

security and interests with countermeasures. President Trump also said the US would respond if China 

curtails protests and democratic movements in Hong Kong. The S&P 500 fell as much as 1.3%, before 

paring losses and closing down 0.8%. Larry Kudlow, director of the U.S. NEC, tried to play down the dispute, 

saying that China has every intention of implementing the “Phase One” trade deal and that U.S. Trade Rep 

Lighthizer and China’s Liu He spoke recently. US treasuries were broadly unchanged and traded 

rangebound throughout the day. Oil prices rose for the sixth consecutive day and are up almost 33% from 

the lows last week.  

 

12-month forward Fed fund rates that had dipped into negative territory in May, have increased 

lately and are back in positive territory. The latest FOMC meetings, in line with the Fedspeak recently, 

also highlighted that negative rates are not being actively considered as a policy tool. Barclays analysis 

indicates that market implied real rates are deeply negative in the far forward space. Chart 2 shows that 

5y5y and 10y10y real rates are at -1.1% and -0.9% (computed using forward OIS and CPI swap rates). 

Analysts highlighted that while short-term real rates being negative is understandable given the current 

policy stance, such low real rates that far out reflect too much pessimism regarding long term growth 

prospects or the evolution of the neutral rate. 

12-month forward Fed fund rates 
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Analysis by Goldman Sachs indicates that hedge funds concentrated their portfolios even further 

into their favorite growth stocks, during the sell-off episode in March. Along with elevated 

concentration within hedge fund portfolios, crowding across hedge fund portfolios rose sharply in 1Q. The 

average hedge fund holds 71% in its top 10 positions. This represents an increase of 10 ppts in the last five 

years and has mirrored the rise in total equity market concentration. Similarly, the multi-year rotation of 

portfolios from Cyclical industries toward Defensive industries extended during the sell-off, with defensives 

now accounting for more than 50% of long assets for the first time in the 18-year data history. 

Analysts also highlighted that although funds carried high net leverage into the bear market decline, they 

carried similarly high exposure as the market troughed and rebounded. This supported fund performance 

as the market rallied, offsetting some of the negative beta return generated during the market’s decline. 

   

Investor survey on the Libor transition by Barclays analysts indicates that only a miniscule fraction 

of respondents thinks COVID-19 will significantly disrupt the transition timeline, although the 

expectation of a short delay beyond December 2021 now appears to be the baseline view of a large 

number of respondents, as opposed to the relatively small minority that had this view in February. The 

survey also highlights that the spread widening in March caused a near majority of the respondents to now 

rank the need for an unsecured credit spread as their most important source of concern for the transition. 

This concern ranked considerably down the list in February. Further, those who believe that spread volatility 

makes risk-free rates less attractive as benchmarks outnumber those who believe that it makes them more 

attractive. 

  

Recent proposals in the US senate have increased investor concerns around potential Chinese 

ADR-listings. Goldman analysts highlight that there are currently 233 Chinese ADRs listed in the US 

(primary listings only), with an aggregate listed market cap of US$1.03tn, representing 3.3% of US equity 

market cap (Chart 1), and 8% of all-China market cap. US is also one of the popular destinations for capital 
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raising by Chinese companies, representing 9%/5% of the total IPO capital raised in the past decade/5 

years (Chart 2).  

  

Europe          back to top 

The main European equity indices are edging lower this morning, following Asian peers on 

continued China-US tensions and China’s plans to tighten control over Hong Kong. DAX (-0.4%), 

CAC 40 (-0.2%), EuroStoxx 600 (-0.5%). On the other hand, Italy’s Titans 30 (+0.7%) and the Spanish Ibex 

(+0.5%) bucked the trend, buoyed by the reopening of economies and hopes of pan-European support. 

Bank stocks (+2.3%) outperformed the main indices.  

 

Sovereign markets traded sideways amid a very thin news flow: German 10-year yields at -0.50% (-1 

bp); French OATs are at -0.05% (flat); Italian at 1.60% (-1 bp); and Spanish at 0.62% (-1 bp). 

 

Gilt yields have traded steady today, inching 1-2 bps lower for the 2- and 10-year bonds, to -0.6% and 

0.15%, respectively. The pound (-0.4%) weakened to £1.22. 

 

Oncoming data reveal the deterioration of the UK’s public finance metrics. The government’s net 

cash needs surged in April to £63.5 bn, compared to surplus of £9.8 bn in April 2019. The spike in cash 

requirements in April is the sharpest one-month increase seen in the UK since 1984 and it takes place as 

many other public finance metrics deteriorate due to the impact of Covid-19, which has forced the 

government to unleash a massive fiscal support response. The government has pledged to pay salaries of 

about 8 mn furloughed workers, on top of the mounting welfare claims being filed. Public sector debt has 

also increased to close to 100% – its highest level since 1963. Similarly, the government‘s net 

borrowing ballooned to £62.1 bn in April, which dwarfs any other month since the early 1990s.  

 



GLOBAL MARKETS MONITOR May 22, 2020 

 

IMF | Monetary and Capital Markets—Global Markets Analysis 5 

In other data, April retail sales (including autos) contracted at a 22.6% y/y clip, and at -18.4% y/y excluding 

vehicles. 

 

BoE’s deputy governor Dave Ramsdem has suggested that the Bank needs to keep “an open mind 

about negative rates.” Separately, BoE governor Bailey told the Treasury Select Committee that he 

is looking for options to help overindebted companies, possibly including via debt-for-equity swaps. 

The British government has implemented various loan-guarantee schemes to help businesses. Data 

collected by CreditSights show that over 500,000 businesses have already secured about £22 bn in loans 

via the various facilities (charts). 

 

 

 

 

German tax revenues plummeted 25.3% y/y in April, according to the Ministry of Finance’s monthly 

report. 
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Other Mature Markets          back to top 

Japan 

The Bank of Japan (BOJ) introduced a new fund-provisioning measure. Under the program the BoJ 

will provide banks with zero interest loans for a term of up to one year. The maximum a bank can borrow 

will depend on the amount of interest-free and other loans it has made to SMEs under the government’s 

emergency economic program. To encourage increased loans to firms, the BoJ will pay a higher interest 

rate of 0.1% to twice the loan amount to the macro add-on balances held in the banks’ current account at 

the BOJ. The measure is worth about JPY30 tn ($279bn; 5.5% of GDP). Equities fell -0.9%, the yen and 

JGB yields were little changed. 

Emerging Markets          back to top 

Equities slumped across Asia (-2.7%) as uncertainty over US-China tensions arising from China’s 

proposal to tighten Hong Kong SAR’s security laws weigh on sentiment. Equities in Hong Kong SAR 

unperformed significantly (-5.6%). Currencies were weaker against the dollar led by the Korean won and 

Indian rupee (-0.5%). EMEA bourses traded with a cautious tone, in line with global markets. Equities 

underperformed in South Africa (-2.2%) and Hungary (-1.1%) but held on to gains in Turkey (+0.2%). 

Currencies also fell, with the Russian ruble (-1.1%) and South African rand (-0.6%) weaker against the U.S. 

dollar. In contrast, the Turkish lira was little changed after the central bank of Turkey cut its policy rate 50 

bps to 8.25% yesterday. Latin American assets mostly experienced gains on Thursday. Stocks in 

Argentina (+4%) saw the most gains, followed by stocks in Brazil (+2%) and Chile (+0.7%), while stocks in 

Mexico (-1%) and Colombia (-0.6%) saw losses. Amongst regional currencies, the Brazilian real (+2.5%), 

Mexican peso (+1.5%), and Colombian peso (+1.2%), all strengthened against the dollar. 
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EM Issuance 

EM countries issued about $15 bn of hard currency bonds this week (versus $13 bn last week). 

Investment-grade sovereigns issued about $7 bn, led by Abu Dhabi ($1 bn each in the 5-yr, 10-yr and 

30-yr segment) and Romania (€1.3 bn of 6-yr bonds and €2 bn of 10-yr bond). Turning to high-yield 

sovereign markets, Egypt (B/B+) issued $5 bn in a three-tranche bond sale broken down between 

$1.3 bn of 4-yr notes at a yield of 5.75%, $1.8 bn of 12-yr notes at a yield of 7.625% and $2 bn of 30-yr 

notes at a yield of 8.875%. Yields on Egypt’s Eurobond due Jan 49 are up 16 bps from the month’s low 

of 8.66% reached on Wednesday.  

 

 

New issue activity in EM corporates has picked up coming into May to stand at $25 bn MTD, which 

looks to be on track to reach the average level for the month of $32 bn, according to JPMorgan. For 

EM corporates, the YTD pace is at $186 bn compared to $202 bn for the same period last year. The bulk 

of the issuance in EM corporates has been in IG over the past two months, with the segment now running 

at a record level of $126 bn YTD. 

 

 

China 

China dropped its annual growth target and increased its fiscal deficit during the annual National 

People’s Congress. This marked the first time the government omitted a specific growth target since it 

began the practice in 1994. The focus shifted towards preserving employment, targeting an urban 

employment rate of 6% through a mix of fiscal, monetary and investment policy tools. China set an open-

ended fiscal deficit target of “over 3.6% of GDP”, up from 2.8% last year. The special local government 

bond issuance was raised by almost 75% to RMB3.75 tn ($526 bn) while the central government will also 

issue special bonds of RMB1 tn ($141 bn). Equities fell (Shanghai -1.9%; Shenzhen -2.0%), while the 

onshore and offshore RMB weakened -0.3%. 
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Hong Kong SAR 

China’s National People’s Congress (NPC) proposed a new security bill to ban ‘treason, secession, 

sedition, or subversion’ in Hong Kong SAR. The passage of the bill raises the possibility that the US 

State Department would no longer certify Hong Kong SAR as an autonomous entity and could lead to 

Congressional removal of trading privileges, including being exempt from US tariffs on Chinese exports, 

granted to Hong Kong SAR. Analysts also see increased risk of social unrest disrupting economic activity. 

Procedural steps from the NPC’s Standing Committee to approve the bill could come as early as next month 

and the bill does not require approval from Hong Kong SAR’s legislative council. Equities plunged -5.6% 

while the Hong Kong dollar stabilized after falling the most in six weeks yesterday. 

 

India 

The Reserve Bank of India (RBI) cut its policy rate by 40bps to a record low of 4% in an unscheduled 

meeting. The RBI said it will maintain an accommodative stance ‘as long as necessary’ to revive growth 

and mitigate the impact of COVID-19 while keeping inflation within target. The RBI extended the 

moratorium on bank loan repayment for another three months until August. Other measures include 

an increase in the single borrower limit to 30% from 25% and easier credit rules for exporters. The rupee 

depreciated 0.5%, 10-year bond yield fell 3bps and equities dropped 0.7%. 
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South Africa  

Yesterday, the central bank (SARB) cut its repo rate 50 bps to a new all-time low of 3.75%, as 

expected. Three members preferred a cut of 50 bps, and two a cut of 25 bps. The SARB did not change 

its 2020-21 growth outlook much. It now expects a contraction of 7% in 2020 (from 6.1% before) but a 

stronger bounce back in 2021 (with 3.8% expected from 2.2% before). The inflation outlook was also little 

changed, with inflation of 3.4% yoy (-0.2 ppt) expected in 2020 and 4.4% for 2021 (-0.1% ppt). Contacts 

generally expect further cuts, pointing to downside risks to inflation and growth. The monetary policy 

statement mentioned that the SARB has taken important steps to ensure adequate liquidity in domestic 

markets but did not comment in any detail on the potential for further asset purchases. To improve market 

liquidity in secondary markets, the SARB has more than doubled its holdings of government bonds (to 

R20.6 bn) since the start of the pandemic. Equities (-2.2%) and the South African rand (-0.7%) traded lower 

today, as South Africa remains vulnerable to global risk sentiment. 
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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