
 

1 

September 22 - 26, 2014 

Highlights of the week  

● Eurozone: economic surveys show the slowdown is continuing and that bank lending is still contracting, but at a slow-

er pace. 

● United States: Q2 GDP growth figure revised up and solid numbers for durable goods orders. 

● China: the HSBC Manufacturing PMI surprised the markets, but the sub-index on employment continues to contract. 

● Markets: European rates are down, the dollar continues to appreciate and the equity markets fall sharply. 

 

 

Key focus  

Buy news and hold the action? So says the steep depreciation of the euro-dollar 
Earlier this month, the ECB laid the ground for the boldest change of gear in its non-conventional anti-deflation strategy by 

cutting its rate to 0% and announcing a €1 trillion balance-sheet expansion. In themselves, these two figures are ground-

breaking, be it (i) the notion of running a Zero Interest Rate Policy (ZIRP) as well as (ii) that of inflating the ECB’s balance sheet by 

50%. They are so also because they signal that the ECB (i) is foreseeing deflation hitting the Eurozone (a third of which of is already 

deflationary) and (ii) taking the appropriate measures to fight this risk of Japan’s syndrome 

Since relative Fed/ECB liquidity has largely determined the €/$ FX rate ever 

since QE-2
[1]

, the 6% depreciation in the half-year since April signals the 

market is aware of Europe’s deflationary turn. Indeed, this is the third largest 

such depreciation the 11% of Aug-Dec 2011 and the 6% of Jan-Jul 2012, which 

took place during the first and then second phase of the now infamous Eurozone 

crisis of late 2011. Back then, this directional inflection in the €/$ rate was even-

tually heeded with the strongest non-conventional action by the ECB, namely the 

injection of €1 trillion in the form of LTRO. 

The question now is whether the market is indeed (i) buying a change of 

gear in monetary policy that now appears to be pretty well communicated in 

advance or (ii) forcing such a move as in 2011. The question arises from the 

clear disconnection between the effective €/$ rate (in red on the chart) and its fair 

value (in blue on the chart) as determined on the basis of the relative stocks of 

Fed/ECB liquidity. A cursory comparison with the previous such episode (i.e. the 

second half of 2011) shows that there was no such disconnection back then, 

which, in turn, clearly begs the question: why? 

The proximate cause for the gap is an acceleration of the early repayment 

of their LTRO holdings by commercial banks that wanted to rationalise their 

balance sheets in the last straight of the AQR. In this respect, the disconnec-

tion looks more like the side effect of technical measures meant to mop useless 

excess liquidity in the Eurozone banking sector. Indeed, right after the June 

announcement, the liquidity-based fair value of the €/$ (blue line on the chart) was seemingly turning around until it rose again in July-

September, when (at least some) banks gave back their excess cash to the ECB. 

Beyond, the gap between the market value of the €/$ and its central-bank fair value signals that the market is indeed buying 
the ECB announcement and expecting confirmation with strong action. This carries a warning to the ECB (and the investment 

world at large): if Mr. Draghi’s words are not heeded quickly with deeds, there is a risk of a directional reversal as the market will un-
derstand that the ECB has not really taken an anti-deflation stance and bet on the euro as a carry-trade currency. In this respect, Mr. 
Draghi’s latest call for a proper QE (i.e. government-bond purchases) are reassuring.  

                                                           
[1] See in particular our Cross Asset Monthly dated December 2013, where the underlying model is exposed. 
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The week at a glance  

 Other events 

India > 
On September 26th, Standard and Poor’s changed the outlook on India’s BBB- rating to stable, from 

negative. The change in outlook was motivated by the prospect of reforms of the new government which the 

agency deems necessary to restore India’s growth potential and redress its fiscal accounts. 

 
We are not very surprised by this move. India merits to be an investment grade credit despite some of its structur-
al weaknesses.  India’s external liquidity position is much stronger than some of the other BBB rated sovereign 
peers. Moreover, we expect that Prime Minister Modi will be able to implement some structural reforms so as to 
enhance India’s medium term growth prospects.  

 Economic indicators 

Eurozone > 
Economic surveys show the slowdown is continuing. The German IFO fell to 104.7 in September (vs. 106.3 

in August), hitting its lowest level since April 2013. The downturn involved both the Current Situation and Expecta-

tions components, with this latter at its lowest level since December 2012. In France, the INSEE Business Climate 

Index was also down in September. Finally, preliminary estimates of PMI indexes show a slight deceleration of 

activity in the eurozone (the weakest level since end-2013), a slight acceleration in Germany (driven by services, 

whereas the slowdown continues in industry) and a slightly more marked contraction in France (with a decline in 

services, while the downturn in industry is a little less marked than in August). 

Bank lending still contracting, but at a slower pace. The volume of bank loans was still contracting at -1.6% 

over one year, in August (-0.5% for consumer loans, -2.2% for business loans), a slightly slower pace than in July. 

Meanwhile, the M1 monetary aggregate was up +5.8% (its biggest jump since February), and the M3 by +2% (its 

biggest jump since May 2013). 

 
The IFO continues to fall, though it is getting harder to point fingers at the Ukrainian crisis, which has been easing 
for some weeks. If this slowdown in the German economy is confirmed in coming months, the deployment of new 
monetary measures by the ECB will only become more likely, while calls for budget-stimulating measures (on the 
scale of Germany or of the eurozone as a whole) will probably intensify. Bank credit figures show that the euro-
zone's financial repair goes on, though very slowly. 

United States > 
Q2 GDP growth revised up. According to the third estimate, real GDP rose an annualized 4.6% year-on-year in 

Q2 (compared to the second estimate of +4.2%). This is the sharpest growth recorded since Q4 2011. A reason 

for this revised figure is stronger than expected growth in business investment (+8.7% vs. +8.4% expected). 

Residential investment, public spending and the contribution of foreign trade were also revised up, while growth in 

personal consumption was +2.5%, identical to the figure indicated by the previous estimate. 

Good numbers for durable goods orders. While the overall balance of durable goods orders was down -18% in 

August after exceptional numbers due to aviation in July, the balance excluding defence and aviation (traditionally 

used to forecast business investment) was up +0.6%, more than expected, compared with July's number which 

was itself adjusted slightly upward. 

 
The US recovery is continuing at a sustained pace. The short-term trend remains highly conducive to investment, 
even though the labour market recovery is still incomplete. 

China > 
An optical illusion on manufacturing activity. The HSBC Manufacturing PMI rose 50.5 in September, per an 

initial estimate (vs. 50.2 in August and 50.0 expected). However, the sub-index on employment continues to 

contract, settling at 46.9, its lowest point since March 2009. The other sub-indexes explain this unexpected rise; 

the new export orders sub-index is even at its highest level since March 2010. 

 
This index – even as it shows expansion in manufacturing activity as a whole – is one more sign that the labour 
market is getting worse. It appears that unemployment rate in urban areas (4.1% at end-June) could be widely 
underestimated due to the influx of migrant workers looking for jobs. On top of that, the scope of prices in the real 
estate sector is down. This sinking economy could force the Chinese government, which has made it clear that 
growth rates could not be lowered at the expense of jobs, into action. In addition, the PBoC could also be forced 
to further ease its credit conditions in the coming months. 
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 Financial markets 

Fixed-income 

 European yields down. The German 10-year yield closed out the week at 0.97%, with peripheral spreads virtual-

ly holding steady. The rate spread between the US and Germany continued to widen, marginally. 

 
European rates were pushed downward by the fact that Mario Draghi reiterated several times – notably in front of 
the European Parliament – that the ECB would have recourse to new unconventional measures, if necessary, and 
could alter the composition of those measures as needed. 

 Emerging rates remain highly volatile. The spread on the EMBI index returned to its July level at around 

320 bp. The yield on the GBI-EM Diversified index of local debt remained stable on average at 6.6%. In regional 

terms, yields declined in Europe: in Poland, Hungary and also Russia. Yields rose in Turkey, particularly on the 

short end of the curve, after the governor of the Turkish Central Bank mentioned the possibility of interest rate 

cuts due to declining oil prices. Brazilian long rates were also up following recent polls that indicated Dilma 

Rousseff was leading the presidential race. 

 
The emerging debt markets are facing some headwinds but we continue to believe that local debt carry remains 
attractive and that the risk of emerging currencies plummeting therefore remains limited. 

Foreign exchange 

 The US dollar rose again, appreciating against virtually all currencies, with the notable exception of the 

yuan. The commodity currencies (AUD, CAD, NZD, BRL, COP) lost the most ground, with Latin American curren-

cies hit particularly hard. The EUR/USD exchange rate fell again, reaching its lowest level since November 2012. 

 
The slight dip in oil prices dragged the commodity currencies with it. We remain negative on Latin American 
currencies, which will continue to suffer from the slowdown in China. As we indicated in the editorial, the ECB’s 
more aggressive monetary policy will continue to drag down the euro. 

 

Credit 

 The credit markets are at a standstill. The CDS indexes are spreading (Main: +7 bp, Crossover: +35 bp). On 

the cash market, junior issues underperformed. The primary market was very active in September, with the year's 

second highest monthly volume. Longer maturities of 5+ years are preferred. 

 
S&P's new methodology will result in lowering the ratings of the majority of subordinated securities one or two 
notches for the majority of subordinated securities. The rating agency wants to do a better job of factoring in the 
regulatory and legislative environment, which is now stricter for subordinated securities. LT2 securities should 
remain one notch below the issuer's rating and could even be raised if the cushion created by Tier Ones is sub-
stantial enough. This new methodology will result in many downgrades in high yield. 

Equity 

 The sharpest weekly downturn in two months. Virtually all of the equity markets were 2 to 3% down this week 

(-2.2% on Wall Street, -2.5% for the emerging markets, -2.8% in the eurozone and -3.2% in London). Only Japan 

and, to a lesser degree, Switzerland managed to hold out. Among the various factors behind this correction were 

investor jitters over the Chinese economy, an anaemic eurozone, a robust dollar, and the markets reaching their 

high points, or nearly.   

 
As for China, Tuesday's PMI (see China section, above) was not enough to dispel anxieties after last weekend's 
statements by the finance minister that there would be no new stimulus. Besides, Thursday's WSJ article stating 
that the PBoC's governor, a popular figure in the markets, could be replaced, kept up the confusion over the 
economy's readability. In the eurozone, the IFO Index and the German Manufacturing PMI added to doubts over 
the vigour of growth. As for the actual dollar exchange rate, up 7% since end-June, and at a seven-year high, it is 
likely to end up dragging down US corporate earnings. After a very brisk two years, the equity markets are still 
unsure on the “after tapering” and the reality of recovery. Meanwhile, mid-term elections are approaching in the 
US. In this uncertain climate, the dollar's vigour should be a boon to eurozone businesses. 
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Key upcoming events  

 Economic indicators 

 - United States: data should be mixed on real estate and manufacturing. Eurozone: September's inflation figures 

are expected to be stable, but still very low (core) or even negative (periphery). China: the official PMI manufactur-

ing index is expected to be stable for September.  

Date Country Upcoming macroeconomic data Consensus Prior

29 September Spain CPI, YoY, September -0.2% -0.5%

Germany CPI, YoY, September 0.8% 0.8%

US Core PCE, MoM, August 0.0% 0.1%

US Pending home sales, MoM, August -0.5% 3.3%

30 September Italy CPI, YoY, September -0.1% -0.2%

Eurozone CPI, YoY, September 0.3% 0.4%

US S&P/Case-Shiller 20 house price index, YoY, July 7.4% 8.1%

US Consumer confidence, September 92.2 92.4

1 October China Manufacturing PMI (off icial), September 51.0 51.1

US Manufacturing ISM, September 58.5 59.0

2 October Brazil Industrial production, YoY, August -6.0% -3.6%

3 October Eurozone Retail sales, MoM, August 0.2% -0.4%

US Change in nonfarm payrolls, September 213 K 142 K

US Non-manufacturing ISM, September 58.5 59.6

Source: Bloomberg, Amundi Strategy  

 Auctions 
Date Country Auctions of European sovereign debt [maturity, amount (if available)]

29 September Italy Long-term, € 8.5 Bn

Germany Short-term, € 2 bn

France Short-term, € 7 Bn

1 October Germany 10 years, € 5 Bn

2 October Spain Long-term, amounts not available on Friday

France Long-term, amounts not available on Friday

Source: Bloomberg, Amundi Strategy  

 Key events 

 - Worth watching: the ECB's Monetary Policy Committee meeting, as well as the subsequent press conference. 

Date Upcoming monetary policy committee meetings

2 October European Central Bank (ECB)

7 October Bank of Japan (BoJ)

9 October Bank of England (BoE)

29 October Federal Reserve (Fed)

17 December Federal Reserve (Fed)  

Date Upcoming political events

5 October 2014 Presidential election in Brazil

6 October 2014 European Summit

November 2014 Midterm election in US

Source: Amundi Strategy
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 Market snapshot 
 

Equity markets 26/09/2014 Over 1 week Over 1 month Ytd

S&P 500 1969 -2.1% -1.6% 6.5%

Eurostoxx 50 3220 -1.6% 0.7% 3.6%

   CAC 40 4395 -1.5% 0.0% 2.3%

   Dax 30 9491 -3.2% -1.0% -0.6%

Nikkei 225 16230 -0.6% 4.6% -0.4%

MSCI Emerging Markets (close -1D) 1026 -2.7% -5.7% 2.3%

Commodities - Volatility 26/09/2014 Over 1 week Over 1 month Ytd

Crude Oil (Brent, $/barrel) 95 -2.2% -5.8% -14.4%

Gold ($/ounce) 1215 -0.1% -5.2% 1.1%

VIX 16 3.4 3.9 1.8

FX markets 26/09/2014 Over 1 week Over 1 month Ytd

EUR/USD 1.27 -1.1% -3.8% -7.8%

USD/JPY 109 0.2% 5.0% 3.7%

EUR/GBP 0.78 -0.9% -2.0% -6.2%

EUR/CHF 1.21 0.0% -0.2% -1.6%

Fixed Income markets 26/09/2014 Over 1 week Over 1 month Ytd

EONIA 0.00 -1 bp -1 bp -45 bp

Euribor 3M 0.08 -- -9 bp -21 bp

Libor USD 3M 0.23 - -- -1 bp

2Y yield (Germany) -0.07 -- -5 bp -28 bp

10Y yield (Germany) 0.97 -7 bp +3 bp -96 bp

2Y yield (US) 0.59 +2 bp +9 bp +21 bp

10Y yield (US) 2.53 -5 bp +13 bp -50 bp

Eurozone Sovereigns 10Y spreads vs 

Germany
26/09/2014 Over 1 week Over 1 month Ytd

France +34 bp -1 bp - -29 bp

Austria +20 bp - -3 bp -15 bp

Netherlands +14 bp - -1 bp -17 bp

Finland +11 bp +1 bp -4 bp -9 bp

Belgium +28 bp -2 bp -3 bp -35 bp

Ireland +69 bp -1 bp -15 bp -89 bp

Portugal +213 bp -- +2 bp -208 bp

Spain +123 bp +7 bp -1 bp -100 bp

Italy +141 bp +9 bp -6 bp -78 bp

Credit markets 26/09/2014 Over 1 week Over 1 month Ytd

Itraxx Main +63 bp +7 bp +7 bp -7 bp

Itraxx Crossover +262 bp +35 bp +32 bp -24 bp

Itraxx Financials Senior +63 bp +7 bp +5 bp -24 bp

Source: Bloomberg, Amundi Strategy 6 pm Paris time
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