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Treasuries sell off on solid
US economic data
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• US Treasuries sell off. The US ISM non-manufacturing gauge rose
to 61.6 in September, its highest level since 2008. Meanwhile and
despite some weakness in the September US jobs data due to the
hurricane impact last month, sharp upward revisions to July and
August numbers acted as a catalyst for the 17bps jump in the 10-year
US Treasury yield to 3.23%. Fed chair Powell’s comments describing
the US economy as “firing on all cylinders” also added to the sell-off
in US treasuries.
• US-Canada agree to revised trade terms. Last week and after
months of bitter negotiations, the US and Canada finally agreed on
a revised NAFTA, moderating investor concerns on the trade front.
Meanwhile, US Vice President Pence lashed out at China on its trade
policy and attempts to meddle in upcoming US mid-term elections,
escalating trade tensions. For the week, equities came under pressure
with the S&P500 losing 1.0%.
• Italy’s government tries to calm markets on budget. Amid intense
scrutiny over its budget, Italy’s government proposed to reduce its
2020 and 2021 budget deficits to 2.1% and 1.8% of GDP, respectively,
while maintaining the 2019 figure at 2.4%. Despite the somewhat
conciliatory move, Italian assets continued to slide with the 10-year
government bond yield rising 28bps to 3.42% last week. The FTSE
MIB dragged the broader EuroStoxx50 lower by 1.6% while the EUR
weakened 0.7% against the USD.
• Japan’s PMI highlights trade war impact. While Japan’s
manufacturing PMI for September came in flat at 52.5 compared to
August, factory output growth slowed to a 14-month low with export
orders showing a further decline. Escalating trade tensions between
the US and China alongside Japan’s ongoing trade negotiations with
the US are hurting business sentiment and affecting demand for
Japanese manufactured goods.
• India’s RBI changes stance. The RBI kept its benchmark interest
rate unchanged after two back-to-back rate hikes, while changing
its stance to “calibrated tightening”. With inflation now within the
Central Bank’s comfort range and the extremely weak INR already
tightening monetary conditions, the RBI decided to pause. The
benchmark NIFTY has lost 12% from its August peak while the INR
has reached an all-time low amid rising oil prices and deteriorating
macroeconomic data.

LOOKING FORWARD
• Japan’s trade balance figures will be released on Monday while the
UK reports its GDP and Industrial Production (IP) data on Wednesday.
US CPI will be announced on Thursday while the Eurozone publishes
its IP on Friday.
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