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TUESDAY, MAY 4, 2021 

• US bank lending standards ease; euro area dynamics slightly less favorable (link)  

• In FX markets, USD short positioning is helping EM assets (link) 

• European earnings season enjoys a strong start (link)  

• Colombian assets decline after withdrawal of tax reform plan (link)  

• El Salvador bonds decline after top judges removed (link) 
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Commodities rally, but equities falter 

Moves in the dollar index and commodities stand out this morning, with equity markets weaker. 

Confidence in increasing demand has sent oil futures up over 1% so far today, and about 4% over the past 

week. The move in commodities is not limited to oil, with Bloomberg’s commodity price index reaching its 

highest level in over 5 years. The dollar is also stronger today, putting some pressure on emerging market 

currencies. Most EM currencies are weaker so far this morning, led by the Turkish lira on increasing inflation 

fears. The Russian ruble is bucking the trend, appreciating thanks in part to the rise in oil. European and 

US equity indices are slightly negative, with technology stocks leading the move lower.   

 
  

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

In the US, the April manufacturing ISM print was in focus Monday. Treasury yields declined shortly 

ahead of the release, and continued to decline in its aftermath before rebounding partly. The 10-year 

Treasury yield ended the session about 3 bps lower on net. The overall index and the new orders 

subcomponents came in weaker than consensus expectations, but the prices paid subcomponent was 

higher. Some contacts noted, however, that the weaker headline index print was likely due to seasonal 

factors that had been exaggerated by COVID-related dynamics.  

 

US bank lending standards ease and demand stabilizes; euro area dynamics slightly less favorable. 

The US Federal Reserve’s Senior Loan Officer Survey revealed that bank lending standards have eased 

across all major customer segments – large corporates, small businesses (shown below) and households. 

Lending standard trends in the US are similar to recently published readings for the Euro area, though 

loosening in the US is significantly more pronounced than in Europe. However, demand trends diverge – 

generally stabilizing in the US while weakening with accelerating force in Europe. US and EU bank indices 

have risen 22% and 21%, respectively, over the past three months. 

 

  
Source: Federal Reserve Senior Loan Officer Survey, ECB Bank Lending Survey 

 

In FX markets, contacts note that USD positioning is net short, with some sell side reporting that real 

money accounts added their shorts last week while hedge funds covered some of the short positions they 

had reportedly held since March.  Real money accounts have also recently begun to add to their long EM 

exposures. Hedge funds have been increasing their EM FX exposure for longer, as seen in the charts 

below. FX volatility measures, such as the Deutsche Bank FX volatility index, have also declined. Market 

participants have noted that the decline in FX volatility should be conducive to EM asset performance as 

well as the performance of commodities. This could reverse, however, if at the June FOMC meeting the 

Fed hints at tapering the balance sheet in early 2022.  
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Europe          back to top 
European equities were trading mixed with indices up in Spain (+0.9%) and France (+0.5%) but down in 

Germany (-0.3%). With about a third of European companies having reported their earnings, the Q1 

earnings season is on track to deliver the largest upside surprise since the GFC. According to 

Goldman Sachs analysts’ estimates, average earnings have surprised by 15% to the upside while 

Citigroup’s analysts profit upgrade index reached the highest level in two decades. Banking sector results 

have been particularly strong so far. Interestingly though, despite companies delivering one of the 

strongest earning seasons on record, the price reaction to earnings news has been rather muted.  

 

 
 

European government bond markets were steady with the German 10-year bund hovering around -

0.2%, having briefly approached -0.16% yesterday. The euro (-0.5%) traded briefly at 1.20 dollar per euro 

and the sterling (-0.2%) is also weaker against the dollar.  

 

Net purchases under the Pandemic Emergency Purchase Program (PEPP) stood at €19bn last week, which 

is consistent with an elevated pace of €80 bn per month. That said, contacts note that market participants 

are now more focused on the shift in ECB’s members tone around the PEPP purchase program as 

the vaccination gains momentum in Europe. While only a quarter of EU’s population has received the first 

shot, the vaccination pace has doubled since March to about 0.6% of population per day.  

 

United Kingdom 

Currency markets are pricing limited event risk for the upcoming Scottish election and the Bank of 

England policy meeting on Thursday (6 May). Contacts note that investors see limited market impact 

from the Scottish Parliamentary election on Thursday with 1-week sterling currency options seeing only a 

small price increase. While the Scottish National Party (SNP) is expected to win, analysts argue that a 

new Scottish independence referendum may not be imminent due to the lack of consent from 

London. The recent polls on independence have been also more balanced. Separately, while the 

economist consensus expects no change in the upcoming Bank of England meeting on Thursday, 

contacts argue that the meeting could set a hawkish tone with notable upwards revision to recovery 

projections.  
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Other Mature Markets          back to top 

Australia 

The Reserve Bank of Australia (RBA) kept its monetary policy unchanged as expected. Both the cash 

rate and the 3-year yield target remain at 0.1%. The bond purchase program will be reviewed at the July 

meeting, including the decision about a shift in the yield target to the November 2024 bond (from April 2024 

bond). The RBA also announced that an extension of the Term Funding is not under consideration. It 

assessed that banks are likely to return to wholesale markets to tap replacement funding. The RBA revised 

up its 2021 growth forecast to 4.75% (from 3.5%). However, the RBA still sees limited inflationary pressures. 

In particular, the labor market will not be tight enough to generate wages growth sufficient to sustain inflation 

within the 2%-3% target band until 2024 at the earliest. Australian dollar depreciated (-0.5%); equities 

gained (+0.6%); long-end government bond yields edged up slightly (10-year: +0.6 bp). 

 

RBA to Consider Shift in Yield Curve Target Bond in July 

 
Source: Bloomberg. 

 

Korea 

CPI inflation picked up stronger than expected. CPI inflation accelerated to 2.3% y/y in April, from 1.5% 

in March. On a m/m basis, CPI rose 0.2%. The pickup in inflation was driven by higher food and energy 

prices. Analysts noted that inflationary pressures are unlikely to sustain. The labor market has not fully 

recovered even though Korea’s economy surpassed the pre-pandemic level in 2021Q1 thanks to strong 

exports performance. Vice Finance Minister Lee Eog-Won said that the chance of entrenched 2% inflation 

is limited and that the government will try to stabilize prices so that price increases in Q2 will not lead to 

excessive inflation expectations. The ban on short selling was lifted on Monday. The volume of short 

sales amounted $659 mn on the first day of trading, with foreign investors accounting for 91% of total 

transactions. Foreign investors’ bearish bets were not broad-based but targeted some stocks (e.g., those 

expected to be removed from key indexes). Equities gained (+0.6%); Korean won appreciated (+0.1%). 

Emerging Markets          back to top 
Asian equities were mixed, gaining 0.1% on net. Hong Kong (+0.7%) and Korean (+0.6%) equities 

gained, while share prices dropped in Taiwan POC (-1.7%). Asian currencies were also mixed. 

Singaporean dollar (-0.4%) and Malaysian ringgit (-0.3%) depreciated, while the Indonesian rupiah 

appreciated (+0.1%). In Hong Kong SAR, retail sales grew 20.1% y/y, lower than expected, highlighting 

lingering weak domestic consumption. Based on data released yesterday, real GDP expanded stronger 

than expected in 2021Q1, largely driven by robust exports performance. The Turkish lira (-1%) fell as 

analysts argue that a widening gap between producer and consumer prices may keep inflation pressures 

elevated in the months ahead. The South African rand (-0.3%) edged lower but other currencies were little 

changed. Equities generally traded with a positive tone. Latin America’s equities and currencies printed 

mixed on Monday. Equities advanced in Chile (2.6%) and Mexico (1%) and declined in Colombia (-2.7%) 

and Argentina (-0.4%). Currencies followed a similar pattern, appreciating 0.9% in Chile and 0.4% in Mexico 

and depreciating by 2.3% in Colombia and 0.8% in Peru. Chile’s asset markets profited from higher copper 
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prices (+1.4%), an economic activity print of 6.4% y/y, well above the 4.5% expected by market consensus, 

and the announcement of a partial softening in local lock-downs. Colombia’s and Peru’s local currency 

treasury yield curves shifted up as currencies depreciated, while Brazil’s curve increased in reaction to 

breakeven inflation rates continuing to edge up for most maturities and implied monetary policy rates further 

rising ahead of Wednesday’s COPOM meeting.  

 

 
 

El Salvador 

EL Salvadorian sovereign bonds tumbled after parliament ousted the top five constitutional judges. 

El Salvador’s 2035 sovereign $-bond tumbled yesterday by 9% to 96 cents on the dollar after the country’s 

legislative assembly removed the country’s top five judges on Saturday, followed by the replacement of the 

attorney-general. The incumbents who sat on the supreme court’s constitutional chamber were replaced 

over their alleged opposition to the pursuit of tax evasion. International observers and El Salvador’s 

business community perceive the step as a threat to El Salvador’s institutional integrity.  

 

 

 

 

Colombia 

The political aftermath of withdrawn tax reform plans weighed on Colombian asset markets. Finance 

minister Carrasquilla resigned yesterday in the wake of Sunday’s withdrawal of the latest tax reform plans 
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(we reported yesterday), which followed on days of political protest, leading to social unrest and multiple 

fatalities. The Colombian peso depreciated 2.3%. The Stock market followed suit, declining by 2.7%. The 

country’s sovereign bond markets were affected as well, with hard and local currency treasury yield curves 

moving higher (12 bps for the 15-year hard currency bond and 31 bps for the 15-year local currency bond). 

According to Moody’s, the botched fiscal reform plans generate doubts about Colombia’s fiscal 

consolidation, with the withdrawal perceived as negative for the country’s rating outlook.  

 

Turkey 

The lira (-1% to 8.34 per U.S. dollar) depreciated after a higher-than-expected increase in producer 

prices of 35.2% yoy (33.1% expected) added to concerns about persistent price pressures. Headline 

inflation was 17.1% yoy in April (17.3% expected, 16.2% previously) with core inflation at 17.8% (18.4% 

expected,16.9% previously). Analysts also point out that service sector related items such as health, 

education, hotels, restaurants, and miscellaneous expenditures posted high price increases in April. The 

central bank meets on Thursday and is expected to leave its policy rate unchanged at 19% to help 

contain inflationary pressures in the months ahead. The central bank increased its year-end inflation 

forecast to 12.2% yoy last week (from 9.4% previously). 10-yr local bond yields remain elevated at 18.4%.   
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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