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• Treasury curve continues to bear-steepen (link) 

• Markets still expect end of QT by year end, but delays are possible (link) 

• Pound strengthens back to level seen in March 2022 (link) 

• Another rate cut expected in Switzerland next week (link) 

• The Bank of Japan left its benchmark rate unchanged, as widely expected (link) 

• South Africa starts easing cycle, as expected (link) 

• Türkiye leaves rates unchanged but some analysts anticipate easing in Q4 (link) 
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Rally fades as worries over outlook resurface 

While Asian equities rose overnight, driven in part by yesterday’s rally in US stocks, markets have 

since turned lower with European markets headed into the red. That drop is reflecting some concerns 

over the economic outlook going forward. The decline in European equities is being led by a fall in the 

shares of Mercedes Benz which cut its forecast for the year, in part due to weak Chinese sales. In the US, 

FedEx shares are 13% lower in pre-market trading after it reported weaker-than-expected earnings and 

warned that business is likely to slow in the coming year. Overnight, the Bank of Japan left its policy rate 

unchanged as was widely expected. As part of BoJ governor Ueda’s remarks, he cautioned about 

uncertainty for global economy “especially around the US economy.”  

 

  

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

Treasury yield curve bear-steepens following rate cut. 

While equity markets have rallied since the jumbo policy 

rate cut, the Treasury yield curve has bear-steapened, with 

long-term yields rising faster than short-term ones.This 

contrasts with the bull-steepening observed in the past 

weeks, where short-term rates fell faster, in anticipation of 

rate cuts. Several factors may explain the bear-steapening. 

Technical reasons maybe relevant: Treasuries had rallied 

strongly before the Fed meeting, and some profit taking is 

in progress. Some analysts believe that lingering inflation 

concerns may be pushing longer-term yields higher, 

pointing to modest increases in breakevens. For some, 

bear-steepening can also be a reflection, and perhaps 

validation, that a soft landing can be achieved: Positive economic data and the Fed’s support for the labor 

market suggest a soft landing is possible, implying higher long-term rates for longer. Finally, keeping an 

eye on the upcoming elections, a further rise in fiscal deficits may maintain upward pressure on the               

long-end of the curve.  

Markets still expect the end of QT by year end, but delays are possible. During Chair Powell’s press 

conference, while interest rate policy was the main focus, the Fed’s balance sheet also drew attention. The 

Chair clarified that the balance sheet can continue to normalize alongside rates. Analysts recognise that 

despite the record drawdown of the balance sheet since May 2022 (as a percentage of its maximum size), 

bank reserves remain stable, indicating minimal impact from quantititive tightening (QT) on the financial 

system. This stability is largely due to money market funds exchanging Fed liabilities (RRP balances) for 

Treasury bills. However, some analysts see limited scope for this exchange to continue, and see the 

potential for a reversal which could put presure on reserves and squeeze liquidity. Going forward, the Chair 

indicated that QT might continue for some time, though several analysts expect it to end by year’s end.    

 

Euro Area 

European equities are trading lower while bond yields are little changed. The Stoxx 600 index was 

0.6% lower this morning with most sectors trading in the red and the auto sector (-3.0%) underperforming. 

Losses in the auto sector were led by Mercedes-Benz Group, whose shares fell sharply this morning                

(-6.4%) after it cut its financial forecasts for the year. The Stoxx 600’s autos index is now the worst 

performing sector this year (-10.1% YTD). 10Y bund yields were little changed, trading around 2.20%. The 

euro was little changed against the dollar, trading around 1.1159.  
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Switzerland 

The Swiss National Bank is expected next week to deliver its third rate cut this year. The Swiss franc 

weakened earlier this year with the SNB at the forefront of the G10 policy easing with 25bp of rate cuts at 

both of its quarterly meetings this year to take its policy rate to 1.25%. However, ahead of the SNB’s meeting 

next week, BofA analysts highlight that even though policy rates are now 50bp lower than at the end of 

2023, the Real Effective Exchange Rate (REER) is less than 3% from the highs seen at in December 2023. 

BNP analysts also highlight that since the SNB’s rate cut in June the Swiss franc has appreciated by roughly 

2% on a real trade-weighted basis. BNP analysts argue that favorable inflation developments together with 

a desire to prevent further appreciation of the Swiss franc would be the main factors driving the SNB’s 

decision next week. The analysts expect a 25bp rate cut at the policy meeting next week, but see risks 

skewed towards a larger cut. Markets are now pricing in 35bp of easing for next week’s policy meeting, 

compared to 32bp one week ago 

 

United Kingdom 

The pound strengthens to a level last seen in March 2022 after the BoE left rates unchanged and 

maintained the pace of quantitative tightening (QT), as expected. At yesterday’s policy meeting, eight 

MPC members were in favor of keeping the benchmark rate at 5%, with one MPC member voting in favor 

of a 25bp cut. The sterling appreciated against the dollar yesterday (+0.5%) and was also marginally 

stronger this morning (+0.1%) trading at around 1.3296 against the dollar, the strongest level since March 

2022. Bloomberg analysts highlight that the entire risk reversals curve for GBP/USD has moved higher over 

the past month, reflecting that traders have become more bullish on the pound for the coming month. 

Markets are now pricing in roughly 41bp of easing by end 2024 (compared to 51bp at the end of last week) 

and 141bp by August 2025 (compared to 151bp priced in last week). Analysts mostly expect the next rate 

cut in November but are divided on the pace of future BoE easing thereafter. Gilt yields underperformed 

their counterparts yesterday, with the 10y gilt yield ending the day 4bp higher (at 3.89%). On the data 

front, data released this morning showed retail sales surprising on the upside in August, while a 

separate data release showed an unexpected drop in GfK UK consumer confidence in September 

(to -20 from -13 in August).  
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Japan 

The Bank of Japan (BoJ) left its benchmark 

rate unchanged at 0.25%, as widely 

expected. The yen initially appreciated after the 

BoJ upgraded its assessment of private 

consumption in the meeting statement but 

reversed gains (-0.8% to 143.7/US$) following 

Governor Ueda’s cautious guidance during the 

press conference. Ueda reiterated that the BoJ 

would continue to raise rates if growth and 

inflation trends align with its outlook. However, 

his remarks that “upside inflation risk has eased, 

giving the BoJ time to consider its policy” appeared to reduce expectations of a rate hike this year. Ueda 

emphasized the need for caution in the timing of future rate hikes as the benchmark rate approaches the 

neutral rate. He noted that authorities will keep assessing the impact of the two rate hikes implemented this 

year and cautioned that risks are rising somewhat for the US economy. The OIS implied data show that 

traders believe the BoJ is unlikely to raise rates in October, with less than a 5% chance, while the chances 

for a December hike declined to 21% from 27% yesterday. Japanese equities, which closed before the 

BoJ press conference gained on the day (Nikkei 225: +1.5%). On the data front, August core CPI 

growth came in firmly at +2.8% y/y as expected (prior: +2.4%). JP Morgan analysts expect the gauge to 

come down due to the reintroduction of a temporary energy subsidy, before rising again in December. 

Commodities 

The Fed cut has given some impetus to oil 

prices, which are now on course for their 

largest weekly gain since April. Concerns over 

future oil demand due to a possible slowdown in 

China amid adequate supply had been weighing 

on oil prices lately. However, the 50bp rate cut by 

the Fed on Wednesday this week has raised the 

possibility of a soft landing in the US and led to a 

general risk-on sentiment in the markets. This has 

pushed oil prices higher, with Brent rising 4.3% 

this week, though the spot price remains just 

below $75/barrel. Meanwhile, markets remain cautious about escalating tensions in the Middle East.  

Emerging Markets          back to top 

Asian equities rallied (EM Asia: +0.9%), tracking gains in US equity markets. Hong Kong equities (+1.4%) 

outperformed, led by property stocks, after Bloomberg reported that China is considering further removing 

home purchase restrictions in major cities. Most Asian currencies advanced (EM Asia: +0.1%). The 

Indonesian rupiah (+0.6%) led gains amid a bond rally, with the 10y government bond yield declining by 12 

bp. Similarly, 10y yields in the Philippines declined by 13 bp after Bangko Sentral ng Pilipinas announced 

a jumbo 250 bp reserve requirement ratio (RRR) cut for large banks, effective October 25, along with 

100-200 bp cuts for other types of banks. This move aims to reduce financial system distortions, lower 

intermediation costs, and improve financial service pricing. EMEA equities were mixed while currencies 

were mostly weakening against the dollar. CEE currencies were little changed against the euro. 

Elsewhere, Bloomberg reports that a 7Y €600m bond sale from the Republic of Latvia (A3/A/A-) earlier this 

week was the most subscribed deal in European publicly syndicated debt markets, with the deal 8.7x 

oversubscribed. LatAm markets traded higher Thursday. Among major equity markets, Colombia (1.0%) 
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and Mexico (0.6%) led the gains. Regional currencies also rose, with the Brazilian real and Colombian peso 

advancing by 0.7% and 0.5%, respectively. The Mexican peso, on the other hand, bucked the regional 

trend and continued to depreciate (-0.2%). 

China 

Chinese banks kept their Loan Prime Rates 

steady, as expected (1-year: 3.35%, 5-year: 

3.85%), following the People’s Bank of China 

(PBC)’s trend of maintaining the 7-day reverse 

repo rate since July. While banks are hesitant 

to lower lending rates further due to historically 

low profit margins, there have been growing 

expectations for future easing after the PBOC 

signaled additional support measures, 

accompanying the soft credit report for 

August. According to data from Bloomberg, 5y 

offshore swap rates have fallen below the 

1-year rate since last week, the first time in nine years. The inversion of the swap curve indicates investors’ 

concerns about growth prospects and suggests that the PBC’s monetary policy is too restrictive. Analysts 

expect that the 1y medium-term lending facility (MLF) rate will be kept unchanged at 2.3% next Wednesday. 

Today, the offshore RMB reached its strongest level in about 16 months (+0.4% to 7.0568 at one 

point) before paring some of the gains, boosted by a stronger fixing (+0.5%). Chinese equities rose (CSI 

300: +0.2%), with a rally in property stocks (+1.5%), on the news that China is considering relaxing rules 

for non-local buyers to purchase homes in major cities like Beijing and Shanghai and removing distinctions 

between first- and second-home purchases in terms of down payments and mortgage rates to revive the 

property market. 

Foreign purchases of Chinese bank paper 

slowed amid RMB strengthening. Foreign 

holdings of negotiable certificates of deposit 

(NCD) issued by Chinese banks jumped to 

RMB 1.1 trn (US$158 bn) in August from RMB 

249 bn one year earlier, in a popular trade 

involving foreign investors swapping dollars for 

RMB to buy bank paper, which brought 

expected yields to about 6% earlier in the year. 

However, the net purchase of RMB28 bn in 

August is the lowest since October 2023 and 

only a quarter of the prior month, as the returns from such trades have become less attractive due to a 

strengthening RMB and reduced dollar borrowing by Chinese state banks, a likely sign of a pullback from 

currency intervention, Bloomberg reported. Standard Chartered analysts expect that foreign holdings of 

NCDs will likely decline in Q4 2024 and H1 2025 as the trades mature. 

South Africa 

The South African Reserve Bank (SARB) yesterday started its easing cycle with a 25bp rate cut to 

take its policy rate to 8%, as expected. The central bank lowered its inflation forecast, but also cited the 

risk of inflationary shocks and an unpredictable geopolitical environment. Analysts at Goldman Sachs note 

that the unanimity of yesterday’s decision amongst MPC members to cut the policy rate by 25bp came as 

a slightly hawkish surprise to the market consensus, which had expected at least one dissenting vote for a 

larger 50bp cut. The analysts also see the MPC’s updated projections as “dovish and significant”. Citing 
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recent data outturns, including downside surprises to inflation, the strengthening of the rand and a 

supportive external backdrop, Goldman Sachs analysts now expect a more front-loaded easing cycle from 

the SARB with a policy rate forecast that now involves consecutive 25bp cuts down to their terminal policy 

rate assumption of 6.5%. Their revised forecast now implies that the terminal rate will be reached by Q3’25, 

versus Q1’26 previously. JPMorgan analysts, however, have retained their expectations for three more 

25bp rate cuts by mid-2025 to take the policy rate to 7.25%, but think that a further strengthening of the 

rand could open the door for a fourth rate cut to take the policy rate to 7.0%. This morning, the rand was 

trading weaker against the dollar (-0.5% at 17.57/$), and is now roughly 4.5% stronger YTD.  

 

Türkiye 

The Central Bank of Türkiye (CBRT) left policy 

rates unchanged, as expected, and some analysts 

continue to expect rate cuts in Q4. The CBRT 

yesterday left its benchmark rate unchanged at 50%, 

in line with expectations, but some analysts have 

noted a slight shift from the central bank towards a 

less-restrictive stance. Analysts at JPMorgan, for 

example, think that the CBRT is looking to prepare 

markets for upcoming rate cuts, noting that 

policymakers removed previous tightening bias by 

stating “monetary policy tools will be used effectively” 

instead of “further tightening if needed.” The analysts think it is likely that the CBRT would cut its policy rate 

by 250bp at both the November and December meetings to take the policy rate to 45% by end-2024. 

Meanwhile, HSBC analysts expect rates to remain on hold for the remainder of the year with rate cuts only 

likely to start in 2025. That said, the analysts note that Q4 inflation data will be key and a significant 

improvement in the data could potentially lead the CBRT to start easing sooner than the analysts currently 

anticipate. The Turkish lira was marginally weaker against the dollar this morning (-0.2% trading at 

around 34.11), now roughly 13% weaker YTD.  
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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