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MONDAY, NOVEMBER 4, 2019 

• Fed rate cuts reduce hedging costs for foreign investors (link) 

• Manufacturing in the US continues to weaken (link)  

• Most major banks have reported Q3 earnings above expectations (link)  

• EM bond and equity funds experience robust inflows (link)  

• Asian equities rise on positive US-China trade developments (link) 

• South African rand rallies after Moody’s maintains investment-grade rating (link) 
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Positive trade news sends markets higher 

Markets continue to be whipsawed by news on the trade front with the latest move pushing equities 

higher. While investors remain worried about longer term prospects, reports of positive developments 

during a Friday call between senior officials from the US and China sent Asian markets higher overnight, 

feeding into morning moves in Europe and the US. Sovereign bond yields are also moving higher on the 

positive risk sentiment. The rally continues despite a swirl of political uncertainty in the US, Europe and 

several emerging markets. This morning, most emerging market currencies are rallying, led by South Africa 

after Friday’s announcement that Moody’s maintained its investment grade rating, while lowering its outlook. 

Elsewhere in emerging markets, Saudi Arabia has reportedly approved the IPO of Aramco with an implied 

valuation of $1.6-1.8 trillion, while Brazil is reportedly mulling an invitation to join OPEC.   

 
  

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


GLOBAL MARKETS MONITOR November 4, 2019 

 

IMF | Monetary and Capital Markets—Global Markets Analysis 2 

Global markets remain fixated on political developments as the US-China trade conflict continues to 

simmer, the US Congress moves closer to impeachment and geopolitical tensions threaten to flare up at 

any moment. Investors seem to be taking little solace from record high US stock markets and a decent third 

quarter of earnings from many global companies. The US data calendar features durables goods later today 

and PMI data tomorrow, followed by the University of Michigan consumer survey on Friday. In the euro 

area, this morning’s manufacturing data PMI will be followed by the closely watched German factory orders 

report on Wednesday which will be scrutinized for further weakness in the German industrial sector. Euro 

area and German services PMI data also come out on the same day. The European Commission will 

release its latest economic forecasts on Thursday and the ECB’s latest economic bulletin will also be 

released. The Bank of England meets on Thursday and China reports trade data on Thursday and Friday. 

United States          back to top 

Stocks hit a new record Friday on news of progress in US-China trade talks. Earlier, a strong jobs 

report and generally positive Q3 earnings from US companies had already set a positive tone for the day.  

Exxon and Chevron were among the companies reporting stronger than expected results. Year to date, the 

S&P 500 has gained 22%, and history suggests that the rally will continue through November and 

December. However, sentiment remains subdued as many investors remain worried about the trade war, 

weak manufacturing and the deepening partisan divide in Washington. Skeptics point out that despite the 

string of record closes in October, the market remains just 4% higher than its 2018 peak on September 27 

when last year’s Q4 selloff began.   

 

 

Manufacturing data continued their weakening trend as the ISM manufacturing index was weaker 

than expected (48.3 versus 48.9) as it fell further into contractionary territory. 50 is considered to be 

the dividing line between expansion and contraction. Trade concerns continue to be the main drag on the 

US manufacturing sector, although there are signs that new orders and exports could be improving. On the 

brighter side, Friday’s employment report was much stronger than it appeared at first glance. Not only was 

the headline jobs gain above forecasts (125K versus 85K), but Morgan Stanley estimates that the number 

was suppressed by 70K jobs due to the GM strike and changes in census hiring. Moreover, the numbers 

from the two previous months saw significant upward revisions. The labor force participation rate was up 

to 63.3%, the highest since August 2013. Contacts expect these numbers to reinforce the Fed’s confidence 

that a pause in rate cuts was the right call, and remarks from Fed Vice Chair Clarida’s appeared to underline 

Fed Chair Powell’s comments that the Fed will be on hold for some time to come. Both equity futures and 

Treasuries rallied on the news.  
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The three 25 bps rate cuts by the Fed this year have reduced the dollar hedging costs of foreign 

investors. JP Morgan estimates that FX hedging costs are down by 69 bps to 2.60% for euro-based 

investors and by 66 bps to 2.50% for yen-based investors. Taiwan POC investors have seen an even 

greater reduction of 123 bps over the past year. Some analysts predict that lower costs will boost foreign 

demand for corporate bonds, Treasuries and other US assets. On the other hand, JP Morgan points out 

that US yields and credit spreads have fallen so much over the same period that the gains from lower 

hedging costs could nearly be wiped out. The long end of the curve has been the most affected, as 10-year 

Treasury yields are down 128 bps, 10-year investment grade yields have fallen by 142 bps and even 30-

year junk bond yields are down by 117 bps. 

 

 

 

 

Europe          back to top 

Core sovereign debt yields are mostly unchanged at -0.36% (+1 bp) for Germany’s 10-year bond and 

at -0.05% (+1 bp) for France’s. Spanish bonds have traded largely in line with peers as the country heads 

to the polls this Sunday (see below). The 10-year yield is at 0.29% (+3 bps) and the 2-year is flat at -0.42%. 

Italy’s 10-year is at 1.00% (+1 bp). 

Equity markets posted clear gains on Monday as the DAX and CAC 40 advanced 1.2% and Italy’s 

Titan’s 30 1.5%. Spanish stocks are 0.9% higher.  

Banks’ results in Q3 have beaten expectations so far. According to data compiled by Societe Generale, 

about 16 lenders have published pre-tax profits in Q3 well-above expectations, while 9 banks performed 

according to forecasts, and only 5 disappointed. The good results have come largely on the back of stronger 

revenues and net interest income. Bank stocks (+1.9%) are outperforming main indices this morning. 
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Source: Societe Generale 

The latest polls in the UK continue to give the Conservative party an ample majority. The Tories 

seem set to reap about 36% to 42% of voters’ support on Dec. 12th, while Labour would obtain 26% to 28% 

and the Liberal Democrats would come third with around 16%. Support for Nigel Farage’s Brexit Party has 

nearly halved, from 13% to 7%, since the campaign began.  

 

The euro and the pound traded steadily through the morning; euro at $1.12 (unch.) and sterling at 

$1.29 (-0.1%). Multi-billion pound bets on a volatile Brexit on October 31 “expired worthless” as the 

European Union extended the deadline to January 31, Bloomberg reports. Many investors and traders 

took large FX option positions that would have profited from a large move in the currency in the case of a 

hard Brexit, but in the end the volatility of the pound turned out to be quite law and the sterling-dollar rate 

traded in a narrow range. One of the trades was reported to be a $10 bn notional trade that would have 

paid off if the currency had moved above 1.30 or below 1.28. According to data from the Depositary Trust 
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Clearing Corporation (DTCC), £ 20 bn notional of sterling-dollar options expired at 2pm local time on Friday 

in London, a much higher amount than usual. Buyers of the options lost the value of the premiums they 

paid to enter the positions, with potentially large losses depending on the nature of the positions taken. 

 

 

 

Spaniards will go to the polls on Sunday to elect a new government. Although all surveys point to a 

Socialist victory with about 28% of votes, popular support will likely not be enough to form a stable 

government. Of note also in most surveys is the rise of the right-wing party Vox, which could obtain 44 

seats in parliament from the current 24. The mainstream conservative party PP also seems poised to 

improve its performance and garner over 20% of votes, raising its number of MPs from 66 to possibly over 

90. 
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Other Mature Markets          back to top 

Japan 

Japanese markets were closed for a holiday and the yen was little changed. 

Emerging Markets          back to top 

Asian equities (+1.2%) rallied on US-China trade optimism. Thailand (+1.9%). Hong Kong (+1.6%), 

Korea and Taiwan Province of China (both +1.4%) outperformed, while Indonesia (-0.2%) was the only 

market that fell. Regional currencies appreciated, led by the Korean won and the Philippine peso (both 

+0.5%). In EMEA, equities generally firmed, with shares in Russia, Turkey and Poland 

outperforming. The South African rand (+1.4%) outperformed. Latin American assets closed mixed on 

Friday. Argentine equities (+2.1%) continued the rally that began in early September, while civic unrest 

continued to plague Chilean stocks (-2.8%). The Colombian peso appreciated over 1.7% to the dollar after 

the central bank announced the end of the reserves accumulation program, while the Chilean peso was 

little changed despite continued social upheaval. The Ecuador EMBI Global spread fell 32 bps on the 

strength of a new budget that aims to slightly reduce overall spending and sustain a $6 mn budget surplus 

(before interest payments) in 2020.  

 

China 

Equities (+0.6%) rose following positive developments surrounding US-China trade talks. Both countries 

cited positive progress after a call between Chinese Vice-Premier Liu He and US Trade Representative 

Robert Lighthizer and US Treasury Secretary Steven Mnuchin on Friday. According to Bloomberg, US 

Commerce Secretary Wilbur Ross also said that ‘Phase One’ of the trade deal is on track to be signed this 

month. Iowa, Alaska, Hawaii or somewhere in China are possible locations for Trump and Xi to sign the 

deal following the cancellation of the Asia-Pacific Economic Cooperation summit in Chile this month. Ross 

mentioned that licenses for US firms to sell components to Huawei Technologies Co would be granted ‘very 

shortly’, with the government receiving more applications than expected. The onshore and offshore RMB 

strengthened 0.2%.  
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EM Flows 

EM funds recorded strong inflows last week. Bond funds had their biggest inflows (+$1.9 bn) since July 

according to EPFR data, while equity funds had their first inflows (+$1.5 bn) since mid-April. JPMorgan 

advises that local currency bond funds had their highest inflows in half a year. Bank of America gauges that 

local debt investors still favor Russian bonds but are also overweight Brazil and Indonesia—and now even 

South Africa after months of decline. The spread on the EMBI Global aggregate fell 4 bps to 316 bps, while 

sovereign emerging market CDS fell 8 bps to 191 bps.  

 

 

 

 

 

 
Saudi Arabia 
Saudi Arabia approved the IPO of Aramco, with shares expecting to trade on the Saudi stock 
exchange in December. Crown Prince Salman has reportedly accepted valuations of $1.6-1.8 tn, with 
plans of dividend payments of $75 bn next year. Analysts point out that a dividend payment of $75 bn/yr 
with a valuation of $1.8 tn implies a dividend yield of 4.4% (compared to 6.4% for Shell and 5% for Exxon). 
Saudi stocks are little changed today and fell 2% yesterday.  
 
South Africa 
The rand is up 1.4% today and swap yields fell 6-8 bps today after Moody’s lowered the country’s 
investment-grade outlook to negative but did not downgrade. BoA-ML estimates that only $1.5 bn of 
IG benchmarked holdings is left and expects South Africa to benefit from a stabilization in global activity. 
South Africa’s 5-yr CDS fell 12 bps to 178 bps (compared to a 2019 low of 157 bps). Stocks are up +0.4%. 
Short-term forward rates fell 8 bps and have remained relatively close to the central bank’s repo rate of 
6.50% compared to recent years (Figure).  

 

 
 

Argentina  

Last week, the central bank announced an expanding the monetary base and lowering the 

benchmark Leliq floor for November. The monetary base will be allowed to grow 2.5% in November, and 

the Leliq floor will go down to 63% for November from 68% in October. JPMorgan gauges that this will allow 
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expected returns of local currency time deposits to remain in positive territory, but still very low. Back in 

August 2018, the seven-day ‘Liquidity Notes’ or Leliq replaced the yield on the 35-day Lebac bonds 

introduced in December of 2015 as the benchmark policy rate. On September 28th last year, the central 

bank implemented a new monetary policy framework with a goal of zero growth of the monetary base from 

October 2018 until June 2019, as part of the $57 billion financing deal with the Fund. At the beginning of 

last week, authorities limited the amount of dollars Argentines can purchase to $200/month, down sharply 

from the previous limit of $10,000/month. The central bank advised dollar demand increased substantially 

in the run-up to the October 27th presidential election.  

 

Brazil 

The country has received an informal invitation by Saudi Arabia to join OPEC, and President Bolsonaro 

is reportedly receptive to the idea. President Lula flirted with the idea of joining OPEC in 2008, but his 

finance minister rejected the offer at the time advising that Brazil had other priorities.  In joining, Brazil would 

likely become the third biggest producer in the cartel. In September Brazil pumped more oil than every 

other OPEC member save Saudi Arabia and Iraq. And it produced 2.71 mn barrels/day in 2018, with output 

expected to rise to 2.9 mn this year, and 3.22 mn in 2020 according to the IEA. These production increases 

are seemingly at odds with OPEC’s current posture of trimming output. The news comes ahead of 

Wednesday’s mega deep-sea oil lease auction.  

 

 

 

 

 

 

Turkey inflation was slightly lower than expected in October at 8.55% yoy (compared to 8.60% 
expected). This week, we will also see inflation data out of Russia and Hungary. Analysts expect central 
banks to leave rates unchanged in Poland (at 1.5% on Wed), Romania (at 2.5% on Wed), Czech Republic 
(at 2% on Thu) and Serbia (at 2.5% on Thu),  
 
Poland 
The currency and rates were little changed after manufacturing fell to 45.6 in October (48.1 expected), 
the lowest level since June 2009. Equities gained +1.6%. Analysts expected the central bank to remain in 
wait-and-see mode on Wednesday as economic data has been disappointing.  
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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