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REVIEW
Risk sentiment continued to be strong through
November. Trade headlines were mostly positive.
Despite the Hong Kong Human Rights and Democracy
Act and potential sanctions against Chinese officials for
abuse against Uighur Muslims, markets were
constantly reassured that trade talks were progressing
as planned. Both parties were reportedly closer to
agreeing on amount of tariff rollbacks while China
increased scrutiny on intellectual property theft.
In addition to improving trade sentiment, several sets
of decent economic data during the month,
particularly out of US and Europe, along with signs of
stimulus from China, supported the view of a recovery
in global growth. Morgan Stanley expects a recovery in
the global economy from Q1 next year, led by
Emerging Markets (EM) amid easing trade tensions
and easing monetary policy, while Goldman Sachs
expects the US economy to pick up pace as effects of a
lower interest rate kicks in.
Overall the positive backdrop was supportive for
global equities. US indices kept pushing all-time highs
while Stoxx 600 reached within 1% of its all-time high
during the month. Asian equities were mixed with
protests in the Hong Kong continuing to weigh on the
Hang Seng Index (HSI) while mostly weaker economic
data from China led the A-Shares index, along with
MSCI ASEAN, lower. Investors also rotated out of
defensive/interest rate sensitive sectors like Utilities
and Real Estate and back into Tech.
The risk on mood was also supportive of corporate
credit, particularly high yield (HY) debt as investors
chased higher yields and rotated out of sovereign
debt, causing sovereign yields to push higher. The US
Treasury (UST) curve also bear steepened as the Fed
held rates and indicated that it will continue to do so
unless something dire happened to the US economy.
Fedspeak throughout the month reiterated this stand,
lending support to the notion that a new quantitative
easing cycle will not be happening.
The risk-on backdrop also meant safe haven currencies
weakened. However, the dollar was spared, with the
DXY gaining on the back of stronger data, as did the
EUR, while GBP continues to be driven by the UK
elections, which in turn represents the probability of
an orderly Brexit. Latin American currencies were
severely hit amid the ongoing protests in Chile and the
resumption of steel tariffs on Brazil and Argentina.

OUTLOOK
Hong Kong equities are almost flat year-to-date relative to the double-digit
gains in global equities, including Asia ex-Japan where Chinese equities have
led the way up. The difficult question is whether this underperformance since
protests began, and the economic recession as a consequence, has discounted
much of the plausible risks. There are, arguably, three scenarios being
a)

A Chinese crackdown that would ultimately end Hong Kong’s separate
system and unique appeal overnight, which would see Hong Kong
equities fall sharply and struggle to recover

b)

A compromise in which case Hong Kong equities would soar

c)

A continued stalemate, marked by episodic spikes in violence, that the
city slowly gets used to, and ultimately the protests lose ground to the
realities of jobs and studies while the people move on.

History would suggest, should common sense prevail by the Hong Kong and
Chinese governments, as well as protesters’ use of violence, Hong Kong will
survive this latest test and continue to prosper given its separate system and
its unique set of skills, position and importance. We have heard arguments
Hong Kong is no longer important to China, that it is only 2-3% of China’s GDP
and that the Chinese government would be happy to see a colonial era
creation become a backwater. This, we believe, is inaccurate. Hong Kong raised
the bulk of Chinese corporates’ offshore capital – a role even more important
given US’s veiled threats to close its capital markets to Chinese companies (as
it did to Russian companies). China will retain its capital controls for many
more years, making Hong Kong’s role as the key offshore intermediary critical,
thus making no sense for China to allow Hong Kong to wither on the vine,
barring extraordinary circumstance, suggesting the medium- to long-term view
on Hong Kong equities ought to be positive even if, in the short-term, it looks
obscure and horrifying on occasions.
Other than the British imposing self-harm via Brexit, most people do not
deliberately damage their country, which suggests support for protesters will
decline should the Hong Kong and Chinese governments do things to address
the underlying socio-economic problems and allow some greater democratic
accountability of the, so far, dire Hong Kong governments under Chinese rule.
A huge affordable housing programme, limits on mainland migration to Hong
Kong, assistance for the young in creating jobs and improved infrastructure are
all well within the remit of the Hong Kong government given its huge reserves,
and if this is not a sufficient crisis to justify spending, what is? If history
repeats, in terms of solutions to this crisis, then Hong Kong equities are buys
and become more so if short-term events result in further selloffs.
Our base case remains common sense will prevail, that the Chinese
government will avoid cracking down on Hong Kong and that measures will be
taken to address underlying grievances. Undoubtedly, radicals in the
protesters will never accept what will be offered as it will deemed too little but
the key is to win back the 2mn+ people that marched in position to Chinese
government’s misrule in Hong Kong as history shows Hong Kong people to be
pragmatic and that their protests does lead to change.
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Equities
Markets in the US continued to push all-time highs in
November as talks of a “Phase One” trade deal – despite the
concern around Trump’s signing of HK’s Human Rights and
Democracy Act – added support to sentiment, on top of
news that a United States-Mexico-Canada Agreement deal
was nearing. The S&P 500 gained +3.40% MoM,
underperforming the Dow Jones (+3.72% MoM) and Nasdaq
(+4.50% MoM) (Figure 1).

Figure 1: US indices returns

Data, in general, continued to remain relatively positive – the
University of Michigan’s Consumer Sentiment Index rose to
96.8 (vs est. 95.7) in November, on top of a slight
improvement in small business optimism.
Source: Bloomberg
Figure 2: S&P 500 sector returns
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October’s consumer price index rose +1.8% YoY, while the
producer price index picked up +0.4% MoM after
September’s disappointing -0.4% figure.
Ironically, despite stronger earnings Utilities, along with Real
Estate, were the only detractors this month, while all other
sectors were positive as Info Tech, Financials and Health Care
outperformed (Figure 2).
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Figure 3: Returns of major European indices

Despite the European Commission cutting their eurozone
growth and inflation outlook earlier in the month, European
equities were up +2.69% MoM, helped higher by the German
DAX (+2.87% MoM) and French CAC40 (+3.06% MoM). The
FTSE 100 (+1.35% MoM) amid political concerns ahead of the
snap general elections which will be held on Dec 12th (Figure
3).
Nevertheless, data in the region was also generally positive,
suggesting a bottoming in economic weakness. This was
particularly so in Germany where the ZEW survey (though
still negative), rose unexpectedly to -2.1 (vs est. -13.0) from
October’s reading of -22.8, while the Ifo business survey
improved for its third consecutive month.

Source: Bloomberg

December 2019

Equities
Defensives in Europe underperformed this month, with
Utilities and Telecommunications being the only sectors in
the red, while IT, Basic Resources and Industrial Goods &
Services outperformed (Figure 4)
Based on the chart below, it was clear that returns in Asia
were mixed despite the rally in both US and European
equities. Nikkei and Sensex outperformed at +1.60% and
+1.66% MoM respectively, while A-shares (-1.93% MoM),
the HSI (-2.08% MoM) and MSCI ASEAN (-1.79% MoM)
lagged severely (Figure 5).

Figure 4: Stoxx 600 sector returns
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Figure 5: Returns of major Asian indices

Exports in China fell for a third consecutive month (albeit beating
estimates at -0.9% YoY vs est -3.9% YoY), while Oct industrial
production weakened to +4.7% YoY (vs est. +5.4% YoY). Capital
spending slowed, while retail sales growth slowed to +7.2% MoM
(vs est +7.8% MoM). Industrial profits also fell 9.9% in Oct amid
slowing domestic demand and trade tensions. The silver lining
came in Caixin’s manufacturing PMI, which rose to 51.8 in Nov (vs
est. 51.5), with output and new orders seeing some pickup.

Source: Bloomberg

To some extent, this was mitigated by the People’s Bank of China
which made unexpected moves to add liquidity to the banking
system by offering loans to banks and trimming its benchmark
1Y/5Y Loan Prime Rate (LPR) by 5bps, and cuts to its short-term
repo rate (for the first time in 4Y).
Overall, weakness in China was understandable given the poor
data readings, and this in turn weighed on equities in the ASEAN
region. Likewise, this applied to Hong Kong, although share prices
in the HSI also came under heavy pressure from the ongoing
protests and concerns around a decline in economic activity.
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Fixed Income
Figure 6: UST curve

Risk-on markets in November saw sovereign yields
extending their rise throughout the month. The UST yield
curve flattened slightly, and yields rose across the curve
with the belly of the curve seeing the largest MoM shifts
(Figure 6), resulting in a 30bps MoM fall in USTs. Reports at
the start of this month showing the Fed, in its review of its
monetary policy tools, considering allowing inflation to
temporarily run above its 2% also helped the curve
steepen, but effects from multiple trade-related headlines
took over and introduced volatility in USTs, causing the
MOVE index, which tracks US interest rate volatility, to
shoot up. (Figure 7).
Source: Bloomberg
Figure 7: MOVE Index shooting up in first week of December

Over the month, several FOMC members also came out saying
that they think US monetary policy is at a good place and
reinforced last month’s meeting decision to hold rates, and to
continue holding rates, leading markets to price in a 0%
probability of a rate cut this month.
Corporate credit outperformed sovereign debt again this
month as the hunt for yield continued to lead inflows into HY
debt. US and Asia were slightly more resilient, with both IG and
HY managing to register positive returns, while IG in other parts
of the world fell.

Source: Bloomberg

Data over the month also seem to point towards a global
growth recovery, supporting the case for HY. However, we
continue to watch default risks very closely. The number of
bonds in the ICE HY index trading with spreads of more than
10% - a commonly used definition for distressed debt – have
risen during the month to the highest since ’16 as investors
move out of lower-quality CCC debt.

Protests in Chile and Columbia saw the countries’ debt weigh on the EM USD-denominated debt index. However, the index
managed to eke out a gain as modest gains in Russian and Turkish debt managed to offset losses seen in the Latin American
countries. However, USD strength weighed on EM local currency debt, causing it to be the worst performing sector after global
treasuries.
We remain of the view that opportunities in the EM space, particularly in Asia, are still present. Asian central banks still have space
to ease monetary policy, with several of them also expressing preparedness to do so.
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FX
Overall, the dollar performed moderately well as recent data began to lead investors away from fears of a drastic slowdown. The
10Y and 30Y yields have found some support at 170bps and 221bps respectively, supported by shorts continuing to unwind. 10Y
contracts have sold off to be at their lowest net-short position since November '18
Despite overall USD exposure remaining lower in markets since June '19, November has seen a pickup in dollar longs, likely due to
the continued sell-off in treasury bonds.
The EUR advanced earlier this month on short coverings as ZEW and exports reported better than expected, however YoY
industrial production reported -4.30% vs. an expected -2.90%. We continue to see positioning to remain flat until we near
clarification on ECB policies. Resistance still remains strong along 1.11.
AUD positioning was very reactive towards interest rate decisions. The decision to hold rate movements until ‘20 saw a large
unwinding in shorts, resulting in a stronger AUD. Positive trade development also supported AUD further. We will likely see a
build-up in shorts again on further tariff developments. AUD still remains on a downtrend with key resistances seen along 0.687.
In our previous monthly, we noted that there would be an obvious increase in volatility between 1.25 and 1.35 as elections drew
nearer and labelled a Corbyn victory as unlikely, simply due to the self-destructive nature of Labour policies. Johnson now leads
43% to Labour's 32%, which implies more distance between the UK and a No-Deal. GBP remains net short with more being added
in November. We expect more volatility with 1.30 to remain a very support and are still Sterling bears in the long run.

Commodities
Oil and gold mainly reacted towards trade developments. Oil’s positioning has picked up since October and is now at its highest
since June this year. Likewise, for Gold, positioning remains extremely net long and has in fact, risen, despite the recent sell-off
during pulsated fears as Hong Kong grew larger as a wedge between China and the US.
Gold has fallen through technical levels and saw a prolonged period of trading between 1,550 and 1,480. We continue to believe it
remains a diversifier in portfolios simply due to the prolonged acquisition from Central Banks and the ever-reliable haven
attributes that it possesses in times of trade uncertainty.
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Markets
Name

MSCI ACWI Index
S&P 500
DJIA
NASDAQ
RUSSELL 2000
Russell Top 200
STOXX 600
Euro Stoxx 50
FTSE 100
MSCI AXJ
Stock Exchange of Thailand
Jakarta Composite
Philippines Stock Exchange
NIKKEI 225
KOSPI Index
Nifty 50
S&P BSE SENSEX 30
Straits Times Index
Hang Seng Index
Shanghai Comp
SHANGHAI A SHARE
S&P/ASX 200
MSCI AC ASEAN Index
MSCI EM Ex. Asia Index
MSCI EM Asia Index
MSCI EM Index
US10YT Yield
US2YT Yield
Bunds 10Y Yield
Global Investment Grade
Global High Yield
EUR
JPY
SGD
GBP
AUD
US Dollar Index
China RMB Spot Currency
Offshore Deliverable CNY
Brent Crude
Generic 1st Crude Oil, WTI
Gold Spot Price

29.11.2019

546.70
3140.98
28051.41
8665.47
1624.50
753.50
407.43
3703.58
7346.53
646.73
1590.59
6011.83
7738.96
23293.91
2087.96
12056.05
40793.81
3193.92
26346.49
2871.98
3009.43
6846.00
774.63
1355.21
529.78
1040.05
Fixed Income
1.7758
1.6119
-0.3600
508.70
1378.84
Forex
1.1018
109.4900
1.3677
1.2925
0.6763
98.2730
7.0324
7.0309
Gold/Oil
62.43
55.17
1463.98

31.10.2019

MTD

YTD

Equities
534.41
3037.56
27046.23
8292.36
1562.45
727.12
396.75
3604.41
7248.38
645.51
1601.49
6228.32
7977.12
22927.04
2083.48
11877.45
40129.05
3229.88
26906.72
2929.06
3068.72
6663.37
788.72
1383.18
527.07
1041.98

2.30%
3.40%
3.72%
4.50%
3.97%
3.63%
2.69%
2.75%
1.35%
0.19%
-0.68%
-3.48%
-2.99%
1.60%
0.22%
1.50%
1.66%
-1.11%
-2.08%
-1.95%
-1.93%
2.74%
-1.79%
-2.02%
0.51%
-0.19%

19.98%
25.30%
20.25%
30.60%
20.46%
25.40%
20.67%
23.39%
9.19%
8.40%
1.71%
-2.95%
3.66%
16.38%
2.30%
10.99%
13.10%
4.08%
1.94%
15.16%
15.24%
21.25%
2.00%
3.85%
9.15%
7.69%

1.6910
1.5239
-0.4070
512.59
1377.75

5.01%
5.77%
-0.76%
0.08%

-33.84%
-35.21%
6.22%
9.72%

1.1152
108.0300
1.3603
1.2942
0.6894
97.3520
7.0391
7.0465

-1.20%
1.35%
0.54%
-0.13%
-1.90%
0.95%
-0.10%
-0.22%

-3.92%
-0.18%
0.35%
1.34%
-4.06%
2.18%
2.24%
2.33%

60.23
54.18
1512.99

3.65%
1.83%
-3.24%

16.04%
21.49%
14.15%

Total Return Total Return
MTD
YTD
2.49%
3.63%
4.11%
4.66%
4.11%
3.86%
2.86%
2.82%
1.82%
0.25%
-0.58%
-3.46%
-2.84%
1.61%
0.22%
1.51%
1.66%
-0.83%
-1.98%
-1.94%
-1.93%
3.47%
-1.64%
-1.87%
0.54%
-0.14%
MTD bps
8.48
8.80
4.70

22.95%
27.64%
23.05%
31.94%
21.97%
27.79%
25.07%
27.81%
14.06%
11.03%
4.78%
-0.71%
5.37%
18.68%
2.95%
12.42%
14.38%
8.19%
5.61%
17.98%
18.06%
27.75%
5.28%
7.69%
11.60%
10.52%
YTD bps
-90.84
-87.59
-60.20

