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• Slope of the UST yield curve continues to dictate term premia (link) 

• Italian spreads in limelight as rating reviews loom while issuance supply shrinks (link)  

• Reserve Bank of Australia hiked cash rate by 25bps as expected (link) 

• EM sovereign rating outlook appears stable though with differentiation (link)  

• National Bank of Poland expected to cut policy rate (link)  

• Special Feature: Emerging Markets Issuance Monitor for October (attached)   
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All good things must come to an end, including equity rallies 

The S&P 500’s streak of six consecutive days of positive returns is at risk today with futures 

showing a weaker opening. The move follows earlier declines seen in Asian equity markets overnight and 

European markets this morning, with the Stoxx 600 down 0.3% to start the day. The dip comes despite a 

decline in sovereign bond yields. The UK 10-year is 7 bp lower this morning after comments from the Bank 

of England’s chief economist that there will be a “sharp further fall” in inflation for October. US Treasury 

yields are seeing a more modest decline, as the 10-year is down just 2 bp, with Minneapolis Fed president 

Kashkari saying in an interview that it is too soon for policy makers to declare a victory over inflation. 

Emerging market currencies are broadly negative this morning versus the dollar, with the South African 

rand leading losses, down 0.7% on weaker commodity prices.  

 

 

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

Slope of the yield curve continues to dictate 

term premia. Steepening of the yield curve 

since the summer has allowed term premia for 

long-dated bonds to decompress. This rise in 

excess returns demanded by investors has been 

the major driver of higher nominal yields over the 

same period. Even though the broader level of 

interest rates in the US economy had been rising 

throughout 2022, the subsequent inversion of 

the curve was proving to be a headwind against 

higher term premia. This highlights that last 

week’s decrease in term premia at the 10-year 

tenor was likely to have been driven by the 

recent inversion of the 2s10s curve. Considering the US Treasury decided to issue a higher proportion of 

short-dated securities relative to expectations, the behavior of the slope of the yield curve may continue to 

be an important factor over the next few months. 

Last week’s market rally 

stands out compared to 

recent history. The Federal 

Reserve’s decision to hold 

interest rates steady was 

viewed by markets as the 

central bank finishing its 

tightening cycle. Markets are 

now pricing the first full cut to 

take place by the June 

meeting. The relief rally has 

been more than a two 

standard deviation move both 

for weekly equity and bond 

returns—large enough for the correlation between equities and bonds to turn positive again on a two-week 

basis. Goldman Sachs analysts continue to see some scope for yields to continue their richening with 

softening growth data throughout the rest of the quarter. While this may prove to be a headwind for the US 

dollar’s performance in the near-term, the strategists think the structural reasons for a stronger dollar 

continue to be there. Firstly, Chair Powell’s acknowledgement for a “persistent” shift in financial conditions 

as a substitute for further tightening might be able to provide favorable ground for the dollar to bounce back 

from its recent underperformance. Second, positive supply-side news should benefit the dollar when other 

central banks are revising their growth forecasts lower. Third, FX is a relative asset—its performance is 

dependent on its peers—lower growth forecasts among other regions could encourage markets to price in 

rate cuts earlier than for the US. 

Euro Area 

European government bond yields retraced from yesterday’s sharp selloff. For 10-year Italian 

government bond yields, yesterday’s rise by 13bp to 4.64% reflected the largest daily rise since July 6. 

Today, Italian yields compressed by 6bp at 4.58% while those of Bunds declined by -4bp to 2.7%. Markets 

took solace in today’s downbeat industrial production data out of Germany for September that printed 

extremely soft at -1.4% m/m (expected -0.1% from revised -0.1%), confirming the state of the country’s 

Steepening of the yield curve had paved the way for term premia to decompress 
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troubled manufacturing sector and validating that the euro area might have more arguments in favor of 

lower rates than the US. Euro area producer prices for September validated expectations, printing at +0.5% 

m/m (expected 0.5% from revised 0.7%). Stock markets continued inching lower with the Stoxx 600 

declining 0.2% lower during the beginning of today’s trading session, led by basic resources and energy 

sectors that declined 1.5% and 1.3%. The euro fractionally weakened by 0.4% to 1.07/$. 

Italian bond spreads take center stage as rating reviews loom while issuance supply is dwindling. 

Italian spreads turn back into focus as rating jitters could increase again ahead of the scheduled reviews 

from Fitch on Friday and Moody's next week (left chart). Fitch affirmed its BBB/stable rating in May, which 

was before the budgetary plans for 2024 were published by the Italian government. Early October, Fitch 

stated that Italy's future deficit plans "represent a significant loosening of fiscal policy". While Fitch's slightly 

more optimistic assumption about Italy's trend growth could be supportive, with the risk tilted towards a 

negative rating outlook. Market contacts see scarcer euro-area sovereign issuance supply as a supportive 

factor. To that effect, Commerzbank Analysts estimate that auction supply drops to about €13bn this week 

vs. €33.7bn last week (right chart), with the lion share in maturities up to the 10y sector led by Italy (€7.5bn), 

followed by Germany (€4bn) and Austria (€1.3bn). On a duration weighted basis, Goldman Sachs analysts 

estimate the issuance supply this month to be 50% lower than in September and October on a duration 

weighted basis, falling to one of the lowest levels this year.  

 

United Kingdom 

Gilts rally on dovish remarks from Bank of England 

chief economist and softer grocery prices. Huw Pill 

stated that there will be a “sharp further fall” in inflation 

for October, a development which he hinted could afford 

interest rates to be cut by the middle of next year. Also 

October grocery price inflation as captured by Kantar 

data slowed to single digits to 9.7% y/y (from 11%), 

marking the eighth consecutive decline since the peak of 

17.5% in March and the first time that the grocery price 

increase has fallen below 10% since July last year, which 

confirms a development already seen in data from the 

British Retail Consortium on Tuesday last week. The 

Kantar data further shows that British consumers have 

turned to both discount grocers and increasingly to own-label lines, which have grown ahead of their 

branded counterparts every month since February last year. In reaction, 10-year Gilt yields fell by 7bp to 

4.3% while the pound softened by -0.5% to 1.23/$. 
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Japan 

Equities declined 1.2%. Japan’s labor cash earnings picked up 1.2% y/y (previous: +0.8%) in September, 

however, real cash earnings, adjusted for inflation, remained in contraction -2.4% y/y (previous: -2.8%). 

JPM found that wage growth continued to be disappointing in 3Q, dragged by weakness in wages of the 

manufacturing sector. Japan’s Economy Minister Nishimura said the new economic stimulus package aims 

to support wage growth. He also indicated the government wishes to see wage growth of “5% plus alpha” 

to boost the economy. 10Y yields were little changed. Some investors saw the next resistance level for 

10Y yields will be at 1.1–1.2%. The 10Y inflation-index bond bid cover ratio fell to 2.73, the lowest since 

2017, signaling poor investor appetite amid expectations of higher yields. The yen weakened 0.2%. 

 

Australia 

The Reserve Bank of Australia (RBA) raised its cash rate by 25bp to 4.35% as expected, to ensure 

inflation returns to target within a reasonable timeframe. Their inflation forecast for end-2024 was revised 

up to around 3.5% from 3.25%. RBA’s forward guidance tempered tightening expectations as they adopted 

a data-dependent stance, a shift from October’s further tightening warning. Analysts thought RBA’s forward 

guidance had a dovish tilt but still expected another 25bp hike in December or early 2024. Separately, PM 

Albanese met with China’s President Xi, amid improved relations between both countries. Albanese 

emphasized the need to remove Chinese restrictions on Australian exports. Both countries sought to 

strengthen cooperation, while managing differences. Equities fell by 0.3%. The Australian dollar weakened 

1% and 10Y bond yields fell -2.7bp.  

Emerging Markets          back to top 

Asian equities broadly declined, net -1.1% amid pullback from the recent rally. South Korea equities lost 

2.3%, followed by Hong Kong SAR (-1.7%). Hong Kong SAR’s Financial Secretary Chan said in an 

interview that economic recovery is weaker than expected, however, GDP growth will likely exceed 3% in 

2023. Asian currencies weakened. The South Korean won depreciated by 0.8%, followed by the 

Malaysian ringgit. 10Y bond yields were mixed. Indonesian yields declined (-16bp). Philippines’ CPI 

inflation was softer than expected at 4.9%y/y (previous: 6.1%), reaffirming a likely hold by BSP in 

November. Meanwhile, Taiwan’s POC’s inflation was stronger than expected rising to 3.1%y/y (previous: 

2.9%) in October. EMEA currencies and equities are mostly weaker. Within Europe, the Polish zloty       

(-0.5%) and Romanian leu (-0.4%) led the decline while the Russian ruble fractionally gained (+0.1%). 

Ahead of the central bank decisions tomorrow, stock markets in Romania defeated the broader downward 

trend, rising 0.7%. In South Africa, stock markets declined by 1.7% and the rand depreciated (-0.5%) on 

weaker Chinese trade data and concerns raised by rating agency Fitch over South Africa's rolling power 

cuts, rail freight challenges, and its ability to meet the fiscal targets that were announced in the mid-term 

budget last week. Equity markets in LATAM opened the week higher, however most regional 

currencies underperformed. In Brazil, the finance minister reiterated the commitment toward zero fiscal 

deficit in 2024. Markets reacted positively with equities and currency gaining 0.2% and 0.3%, respectively, 

while the swap rate fell by 10–16bp in the short end of the curve.  
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EM sovereign ratings  

EM sovereign ratings are seen to be stabilizing after enduring a long phase of downgrades. As per 

a market report, the average sovereign rating of EMs has declined from ~BB+ in 2013 to ~BB- in 2023. 

Using a statistical model, the report attributes the downgrades overtime to three key factors, firstly, external 

shocks in the form of declining commodity prices during 2014–16; secondly, deterioration in fiscal health 

due to the pandemic support related expenditures; and finally, the more recent rise in inflation amid slower 

global economic growth. Further, the report argues that while in 2023 the rate of downgrade seems to have 

stabilized at pre-covid level, EMs are now facing the additional challenge from the higher-for-longer rate 

regime in developed economies. Using IMF and consensus forecasts, the model projects stability in EM 

sovereign ratings in 2024, however with significant heterogeneity. Countries with better outlook on fiscal, 

inflation and economic growth trend show a higher probability of a rating upgrade.  

 

China 

Chinese equities slipped 0.4%. China’s exports slump worsened further in October to -6.4%y/y (previous: 

-6.2%), although imports rebounded to +3%y/y (previous: -6.3%). Barclays believes a quick turnaround in 

exports is unlikely due to declining FDI, slowing global growth and contracting new export orders. 

Separately, China tightened rare earths export controls on Tuesday, requiring exporters to report 

transaction details such as destination and rare earth types; effective through end October 2025. 

Separately, Vanke, China’s second largest builder received a strong signal of public support. 

Shenzhen’s State-owned Assets Supervision and Management Commission said it has confidence in 

Vanke and enough cash and tools to support the developer if required. Vanke’s dollar bonds surged on the 

news, some notes, however, are still trading at distressed levels below 80 cents, Bloomberg reported. The 

offshore renminbi depreciated by 0.1%. 10Y bond yields were little changed. 
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Romania 

The Romanian National Bank (NBR) is expected to remain on hold. For the impending meeting 

tomorrow, consensus expects NBR to maintain 7% where it has kept policy rates since January. The latest 

inflation prints, supported by strong income growth and a new outlook for oil prices, continue to suggest 

that the disinflation process in Romania is not a given. While headline inflation has been fallen from one 

year ago on account of a combination of favorable base effects and underlying price pressures receding, 

the slowdown in sequential core inflation has been less marked in Romania than its CEE peers (left chart), 

leaving a longer way to go before approaching the NBR’s 2.5% +/- 1pp. target range. ING analysts perceive 

that this background sets the stage for NBR to remain cautious—leading to the likely scenario of the NBR 

being the last CEE4 central bank to begin its cutting cycle. In addition to the slower disinflation relative to 

peers, Goldman Sachs analysts expect that a cautious cutting cycle in the first half of 2024 also allows the 

NBR to maintain RON stability (right chart). 

 

Poland 

Market expectations and consensus expect the 

National Bank of Poland (NBP) to cut rates. To recall, 

NBP eased monetary policy by 100bp due to what 

market contacts described as an exceptionally dovish 

short-term reaction ahead of the election. Market pricing 

and consensus continue to expect the central bank 

delivering another 25bp rate cut at its meeting 

tomorrow. However, Goldman Sachs analysts highlight 

that Governor Glapinski's voting history used to be more 

hawkish during his time as a regular MPC member 

under the Civic Platform-led government. This might 

herald the NBP adopting a more cautious approach, 

leaving policy rates unchanged as headline inflation 

approaches the NBP’s 2.5% +/- 1pp. target range in Q1 next year. From then onwards, base effects and 

the planned reintroduction of VAT on foods that is expected to happen gradually throughout 2024 are 

predicted to exert some upward pressure on inflation, keeping it within the upper band of the target range.  
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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