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The day in the markets

What you need to know

» Oll price plummets after Trump fires
national security adviser Bolfon

' Bonds sell off and stock moves are
muted ahead of ECB policy meeting
‘»US and China equities soft following
weak Jobs and price data

Sovereign bonds sold off while stock
moves stayed muted ahead of fomorrow's
European Central Bank meeting, where
policymakers were expected fo unveil
stimulus measures aimed at reviving the
region's sluggish economies.

The yield en Germany's benchmark
10-year bonds rese more than 3 basis
points fo minus 0.55 per cent, while
‘the FTSE All-World index retreated
0.2 per cent.

“The equity rally seems to have
stopped;” said Peter Garnry, head of
equity sirafegy at Saxo Bank. “If seems
investors are waiting for the important
ECB meeting before adding more risk.”

The pan-regional Stoxx Europe 600
edged up 01 per cenf as invesfors paused
1o see just how far policymakers would go
o boost growth on the confinent.

Milan's FTSE MIB fell 0.6 per cent while
‘the CAC index in Paris ended the day
01 per cent higher.

The cautious tone followed on from
trading in Asia where the CSI 300 index
of Chinese stocks fell 0.3 per cent affer
reports that the country’s producer
prices had fallen at their fastest pace in
three years.

‘ Qil price falls after exit of national security adviser Bolton ‘
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Negative yields leave
EM investors with
nowhere to hide

Steve Johnson

Markets Insight

arely has the choice facing

the emerging market inves-

tor been so stark. Bonds are

so richly priced that around

30 per cent of the entire
universe of euro-denominated EM debt
with aface value of about €115bn trades
at a negative yield, accurdmg to invest-
ment bank

Sentiment on Wall Street was equally
cautious after employment data revealed
that the once-hot US labour market
was cooling.

Job openings slid fo the lowest level in
five months in July, according to the US
labour department.

The Dow Jones Industrial Average was
flat by midday in New York while the S&P
500 and Nasdaq Composife indices both
slid 0.2 per cent.

However, a befter employment
picture in the UK alongside further
stalled progress on a no-deal Brexit

helped keep sterling above $1.23 against
the dollar.

In the three months fo July, annual
growth in average weekly earnings for
employees increased to 4 per cenf for
fotal pay, said the Office for National
Statistics, up from 3.8 per cent in the
three months fo June.

Brent, the international benchmark,
erased an early 19 per cent gain affer
Donald Trump fired national security
adviser John Bolton. WTT's rise also
vanished as the US marker fell 0.2 per
cent to $57.72 a barrel. Ray Douglas

Markets update

That has never happened before. Not
all of this negatively yielding debt con-
sists of short-maturity bonds issued by
the EU sovereigns of eastern and central
Europe, which are usually considered
“safe” by fixed income investors.

The bundle includes Polish govern-
ment debt at a maturity as far out as
2026, along with bonds from Indonesia,
China and South Korea. The sub-zero
club even includes Mexico, which is run
by a leftist president who has already
renegotiated contracts with foreign
investors.

One-fifth of the negative-yielding EM
debt comes courtesy of corporate issu-
ers, such is the demand for income from
investors grappling with vanishing
yieldsin the eurozone’s core.

At the same time, emerging market
equities are in desperate need of some
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‘Wendy's fumbled affer revealing plans to
relaunch a breakfast menu across the US
next year.

Management booked a one-off $20m
cost for 2019 to support the expansion as
well as backing away from 2020 fargefs
ahead of an investor day next month.

The burger chain operator had
atfempted fo break the crowded, low-
margin US breakfast market in 2012 but
abandoned the sirategy at nearly all of its
restaurants within a year. “The breakfast
launch infroduces a layer of operational
and financial risk we had not previously
confemplated,” said BMO.

Chipotle Mexican Grill fell after New
York City officials sued it for alleged
violatfions of ifs Fair Workweek law.

Schlumberger rose after a Morgan
Stanley upgrade of the oil services group.

It said a restructuring under Olivier Le
Peuch, the new chief execufive, could
improve free cash flow even without
higher oil prices and contract values.

Mallinckrodt, whose potential opioid
liabilities have reportedly forced it to
consider seeking bankruptcy protection,

after selling a
subsidiary fo private equity for $250m.

Merlit Medical faded affer Raymond
James furned cautious on the device
maker. Bryce Elder

EDF refreated affer warning that its
nuclear engineering unif, Framatome, had
found flaws In reactor components
including some that were in service.

The French utility said it had starfed an
in-depth investigation fo identify all
components and reactors affected.

Ferrarl led a drop for the year-fo-date's
best-performing stocks, which traders
blamed on a rotation fowards lower
valued sectors such as property, airlines
and banks as bond yields rose.

Payment companies also suffered in
the switch, with Germany’s Wirecard
lower after JPMorgan Cazenove starfed
coverage with a “neutral” rating.

DSV, the Danish freight transport and
logistics group, weakened affer Bernstein
Research started coverage with an
“underperform” rating.

It said the integration of Panalpina, the
Swiss peer that DSV bought last month
for about £3.5bn, was likely to cause
indigestion.

Electrolux edged higher affer seffing
ouf plans fo cut almost 1,700 jobs.

Bic, the maker of lighters, razors and
pens, gained after an Exane upgrade.

Medium-ferm growth looked tough
given “struciural headwinds against
lighters” from vaping buf the risk was in
the price, it said. Bryce Elder

Competition worries weighed on Rentokil
after US-listed peer ServiceMaster
expanded its European operations with
the purchase of Nomor, the continent's
fourth-biggest pest-control company.

‘The wider market was held back by
sterling strength and sector rotation
away from growth sfocks such as Aveva,
the sofiware maker.

Barclays and Lloyds Banking Group
led the financials higher as bond yields
rose while perceptions of a lessening no-
deal Brexif risk moved easyJet and
British Airways owner IAG upwards.

Just Eat dropped in fandem with
Takeaway.com, its Amsterdam-listed
predator.

The fall came after Naspers-backed
peer Delivery Hero hedged part of its 15.5
per cent stake in Takeaway.com using an
equity collar agreement, which added
another layer of complication fo
counterbid hopes around Just Eat.

Traders also noted web traffic analysis
from Cifigroup suggesting Just Eat was
losing market share in the UK, Canada
and potentially Brazil.

Purplebricks gained on a Dealreporter
refread of falk that Axel Springer, the
estate agent's 27 per cent shareholder,
was inferested in a full fakeover.

Bryce Elder

The European Central Bank seems

demermmedm unleash another wave of

“There are lots of reasons to be bear-

ng, despite indi:
thateach round of bond-buying delivers
less marginal utility than the last.
Barring a resolution of the US-China
trade war, it is hard to see an obvious

ishbutp is already very bull-
ish anyway so we have the potential for
Ppositive surprises,” Mr Hauner said.
Even Mr Hauner admitted it was hard
to tell what “story” might justify any

catalyst to drive i higher
global growth, which would pep up EM
equities.

Logic might dictate that some degree
of reversionto the mean in both equities
and bonds is inevitable, however, even if
the path to such an outcome remains
murky.

An index operated by Bank of Amer-
ica Merrill Lynch d that sucha

market
He expected the US-China trade war

to linger and said it would be hard for

either the US Federal Reserve or the

ECB to pleasantly surprise investors

already expecting] doses of easing.
His best stab at answering this ques-

honwas uuaytherewere signs lhatthe

drop”inglobal

’ indices appeared

‘Positioning is already
very bullish anyway so
we have the potential
for positive surprises’

moment could be nigh. The bank’s Bull
& Bear Indicator, based on factors such
as asset allocation, flow data, and
futures and options pricing has just
flipped into “extreme bearish* territory,
triggeringa contrarian “buy” signal.

According to David Hauner, head of
EM cross asset strategy and economics
at BofA, this is the 17th time this has
‘happened since 2000. Oneach of the 16
previous occasions, 10-year Treasury
yields rose in the ensuing three months
byanaverageﬂfsﬂ basls pmms

onio ks rose in

to be petering out with activity stabilis-
ing at low levels, “just short of falling
into amajor recession”.

What the markets do nextis clearly

n the macr
hackdrup I[ the US is heading into
recession, as some fear, then there was
nothing unusual about large swaths of
EM equities trading below book value,
amid a general flight to quality.

More likely, perhaps, is that both the
global economy and the markets bump
along largely as they are, pending any
resolution of the trade stand-off.

But any major breakthrough could
have an outsized impact on EM assets.
Not only would it be good for stocks and
bad for bonds but the impact would be
magnified by the fact the EM equity
index hasa 73 per cent weighting to Asia
— the most trade-sensitive EM region —
which is far higher than for the major
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the following quarter with a median
return of 6.3 per cent. The previous buy
signal, triggered on January 3 this year,
saw the S&P 500 stock index rally 17 per
cent in the following three months. The
latest signal is a far stmnger one than
that of January, BofA.

cor

So far, President Donald Trump has
caused EM equity investors to grind
their teeth in frustration. They are now
looking to him to make their asset class
great again.
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