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TUESDAY, NOVEMBER 5, 2019 

• Markets price just one rate cut by Fed in next 12 months (link) 

• Reserve Bank of Australia holds cash rate at record low of 0.75%, as expected (link)  

• China’s central bank lowers 1-year lending facility rate by 5bps to 3.25% (link)  

• Bank Negara Malaysia leaves policy rate at 3.0%, in line with consensus (link) 

• Guyana readying oil production (link) 

• EM domestic investors own over half of EM corporate external bonds (link)  
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As trade optimism builds, markets continue to inch higher 

Equity markets in Europe and the US are slightly higher this morning, failing to follow through on a 

rally in Asia shares overnight. Following reports that the US is considering rolling back some Chinese 

tariffs introduced in September, as well as the first reduction in China’s medium-term facility since 2016, 

Asian markets moved higher. Trade news continues to be the primary driver of markets, but there has been 

little else driving markets this morning. If the modest early morning gains hold, US equity market indices 

will try to reach new record levels for the third straight day today. Despite the continued records, the overall 

index level is still not much higher than in 2018, and, as shown in the latest Global Financial Stability Report, 

valuations do not appear especially stretched. In emerging markets, currencies are overall mixed while 

South Africa is the strongest performing currency for a second day in a row. 
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United States          back to top 

Markets enjoyed another day of gains as US stocks made all-time highs for the second straight day. 

The major US indexes have set four records over the past six trading days. Global markets have been 

moving gradually higher over the last few weeks due to optimism about the trade war, a decent Q3 earnings 

season in both the US and Europe as well as many emerging markets and the dovish stance of the major 

central banks. Treasury yields have moved slightly higher over the period but remain very low by historical 

standards, and most agree that another 10-20 bps rise in 10-year yields will be unlikely to undermine 

confidence in risk assets. Bank of America points out that equities remain attractive relative to bonds despite 

the recent ally, as the dividend yield of many stocks are above Treasury yields. However, markets remain 

at the mercy of the trade headlines and the day-to-day moves higher have come in relatively small 

increments. The S&P 500 is just 5% higher than its 2018 peak. Meanwhile, US durables goods order were 

slightly weaker than consensus forecasts (headline -1.2% vs. -1.1% and ex-transportation -0.4% vs. -0.3%). 

 

 

 

The market is pricing just one more rate cut over the next 12 months. Most analysts think the FOMC’s 

Wednesday statement and press conference were successful in conveying the message that the Fed is 

now on hold without sparking a market selloff. The strong jobs report on Friday is likely to give the Fed even 

more confidence. Gains in the all-important services sector were especially notable, and services jobs saw 

the largest upwards revisions to the September and August jobs reports. Strength in the services sector 

may somewhat allay worries about the continued slowdown in manufacturing.  
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Investment grade credit spreads remained close to their year-to-date tight levels in the dollar, euro 

and sterling markets as bullish sentiment spreads from the stock market to other parts of the 

financial complex. New deal issuance has been well received and foreign investors are returning to US 

markets because the Fed rate cuts have lowered dollar hedging costs. However, the high yield bond market 

has been less robust due to credit issues with companies with weaker balance sheets. The energy sector 

in particular has come under pressure (as it did in 2015 and 2016) due to the perception that oil and other 

commodity prices are unlikely to rise much higher.  

 

 

Europe          back to top 

Equity markets continued to post gains this morning albeit smaller than yesterday: DAX (+0.2%), 

CAC 40 (+0.2%), EuroStoxx 600 (+0.1%). Spanish Ibex 35 (-0.2%) underperformed after the televised 

debate among presidential candidates last night. Local media note that the debate did little to dispel 

concerns over another hung parliament after the general election this Sunday. Bank stocks (+0.5%) 

marginally outperformed main indices. 

Sovereign debt yields edged higher across countries. German 10-year yields at -0.32% (+3 bps); 

French OATs at -0.02% (+2 bps); Spain’s at +0.31% (+1 bp); Italy’s at 1.01% (+2 bp). 

Macro data releases: 

• Ireland’s PMI indicators inched down in Oct., with the Composite gauge printing at 50.6 (from 

51.0 in Sept.) and Services slowing down to 50.6 from 53.1. 

• UK’s PMIs suggest Britain’s economy remains somewhat resilient to Brexit uncertainties, 

as the Composite and the Services metrics accelerated marginally in Oct.: Composite at 50.0 from 

49.3; Services at 50.0 from 49.5. 

 

In European credit markets, corporate credit spreads have continued to trend lower across credit 

classes and are now at levels similar to end-2017/early-2018. Analysts note that the aggressive search for 

yield has led about €400 bn-worth of IG corporate bonds to yield negative returns if held to maturity. 
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Other Mature Markets          back to top 

Japan 

Equities (+1.8%) rose to their highest level in a year, led by electronics. Separately, Japanese Prime 

Minister Shinzo Abe and South Korean President Moon Jae-in agreed to ease tensions during their first 

meeting in 14 months on the sidelines of the ASEAN summit in Bangkok. The two leaders said that the 

relationship between the two countries is important and the issues between the two nations should be 

resolved via dialogue. 10-year JGB yields rose 5.4 bps to -0.14% while the yen weakened -0.3%. 
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The Reserve Bank of Australia (RBA) left its cash rate unchanged at a record low of 0.75%, in line 

with expectations. Having reduced interest rates by a total of 75bps this year, the statement mentioned 

that the easing is supporting employment, income growth and inflation. However, the RBA still left the door 

open for further easing, saying that the board will continue to monitor developments in the labor market. 

The Australian dollar appreciated +0.5% while equities gained +0.2%. 

Emerging Markets          back to top 
Asian equities (+0.6%) continued to gain on further positive trade news flow. Reports that the US may 

roll back some tariffs buoyed markets. The Philippines (+2.0%) and Indonesia (+1.1%) gained the most. 

Regional currencies strengthened, led by the onshore and offshore Chinese yuan (+0.6%), appreciating 

past 7 per dollar for the first time since August. A quiet session in EMEA, with markets generally trading 

with a positive tone. Latin American equities firmed Monday. Argentine equities (+4.3%) have been 

rallying for three consecutive weeks, while a quieter weekend of social unrest helped boost Chilean stocks 

(+1.2%), and Brazil’s Ibovespa (+0.4%) hit a record high. Bond yields were generally higher across the 

region, while currencies were mixed. 
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Corporate Bonds 

JP Morgan gauges that the EM corporate external bond universe totals around $2 tn, and that its ownership 

is quite diverse. The bank notes that only about 5% of the asset class is benchmarked to JP Morgan’s 

corporate CEMBI index. And that EM domestic investors own over half of corporate external bonds, 

with Asian locals accounting for fully 44% of the total. It finds that while both Asian and Middle Eastern 

markets have substantial local investor ownership, Latin American and EM European bonds are mainly 

held by foreign EM dedicated and/or crossover investors. The CEMBI Broad Diversified has lost 9.0% this 

year but is up 6.5% from its May low. 

 

   

 

 

 

 

China 

Equities rose +0.5% while the onshore and offshore RMB strengthened +0.6%, past 7 per dollar. 

This came amid reports by the Financial Times that the US is considering whether to roll back levies 

on $112 bn of Chinese imports including clothing, appliances, and flatscreen monitors, which were 

introduced at a 15% rate on September 1. President Xi meanwhile reiterated China’s commitment to 

economic openness in Shanghai, saying that China will focus on imports and continue to lower tariffs and 

institutional transaction costs.   

 

10-year bond yields fell 5 bps to 3.24% following the People’s Bank of China’s 5 bps cut to its 1-

year medium-term facility (MLF) rate to 3.25%. The reduction was the first MLF rate cut since early-2016 

and was a surprise. Despite the rate cut, authorities drained CNY3.5 bn of loans. Analysts expect the Loan 

Prime Rate (LPR), the reference rate that banks price new loans and is based on a spread to the MLF, to 

decline from the current 4.20%. 

 

Malaysia 

Bank Negara Malaysia (BNM) held its overnight policy rate at 3.0%, in line with consensus, in its 

final meeting for the year. Having cut interest rates by 25bps in July, BNM in its statement judged the 

current stance of monetary policy as ‘accommodative and supportive of economic activity. BNM expects 

growth to be within its projections in 2019 and be sustained in 2020, even though it sees downside risks to 

growth due to uncertainties in global economic and financial conditions, coupled with weakness in 

commodity-related sectors. It expects headline inflation to remain modest in 2020, even though it is likely 

to average higher. The Malaysian ringgit strengthened +0.5% and stocks gained +0.2%. 

 

Brazil 

The government is advancing a broad legislative agenda this week to follow up on pension reform 

progress. There will be initiatives to address public spending, tax reform, oil revenue distribution, 

privatization and local government finances, but the privatization of Petrobras is reportedly off the table. 

Brazil is also taking the opportunity to sell dollar-denominated debt, reopening bonds due in 2029 and 

selling bonds due in 2050. Yields have fallen since Brazil’s last US dollar bond issuance in March.  

EM Local Investors (Asian)

EM Local Investors (non-Asian)

US Investors/Funds

European Investors/Funds

EM Funds

Unknown

EM Corporate External Bond Investor Base
(percent of total)

Source: JP Morgan
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Guyana 

Oil may begin flowing as soon as this year from a large deposit off the Guyana coast, .and Exxon Mobil 

keeps upping its inventory estimates, which are now around 6 bn barrels of oil. If Guyana joined OPEC, it 

would become the cartel’s 12th largest producer. Bloomberg reports the country will have oil revenues of 

$300 mn next year, rising to $5 bn by 2025.   

 

 

 

 

 

 

 

 

South Africa 

The rand gained 0.8% and swap yields fell 3 bps today as President Ramaphosa expressed his concern 

about the outlook downgrade by Moody’s. The whole economy PMI remains in contraction territory but 

was better than expected at 49.4 (49.0 expected). Forward looking data remain concerning. New orders 

in today’s PMI falling to 47.8 (48.8 in September). Consumer confidence unexpectedly fell to its 2017 

low in Q3, fully reversing the 2018 recovery in sentiment. 

 

Turkey 

The lira and equities are little changed but the 1-yr USD yield rose 9 bps to 3.48% as Turkey is selling 5-

yr local currency bonds in its first auctions with a +2-yr maturity since 2018. Turkish local currency 

swap yields were little changed.  
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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