
Economic conditions in Europe remain challenging, but there are a few encouraging 

signs. The eurozone April industrial production data were better than expected and 

consumer price indices rose across Europe but still at a rate below what is considered 

appropriate by the ECB. Even as the International Monetary Fund and European 

Commission debate the effects of austerity, some of the weakest countries have 

made impressive improvements. Greece is moving towards a primary budget surplus. 

Italy has been released from the EU’s Excessive Deficit Procedure, and in Portugal 

and Ireland, structural reforms are on track. Meanwhile, in Spain, the banking 

restructuring is underway. Europe is on the road to reducing imbalances and 

relaunching expansionary initiatives, which will widen opportunities for equity and 

bond investors.                         – Paola Toschi    

Day  Country  Event  Period  Survey  Prior  

Mon India RBI rate announcement Jun 7.25% 7.25% 

Tue UK CPI (y/y) May 2.6% 2.4% 

Germany ZEW econ. sentiment Jun 38.1 36.4 

USA CPI (y/y) May 1.4% 1.1% 

USA Housing starts May 950k 853k 

Wed  USA FOMC rate decision Jun 0.25% 0.25% 

Thu China HSBC Flash PMI manufacturing Jun 49.4 49.2 

France PMI manufacturing Jun 47.0 46.4 

Germany PMI manufacturing Jun 49.9 49.4 

UK Retail sales (m/m) May 0.8% -1.3% 

Eurozone Consumer confidence Jun -21.5 -21.9 

Market statistics 

Note: All index returns are total returns in local currency. Fund flows are for US-domiciled funds only, excluding 

ETFs. *Term = index duration. †GDP q/q seasonally adjusted annual rate. Data sources listed on page 4. 

Thought of the week 

  Change (%)  

Equities  Week ago YTD Year ago  

MSCI Europe  -1.5 8.4 26.0 

DAX  -1.5 6.8 32.4 

CAC 40  -1.7 7.2 30.4 

IBEX  -2.4 0.9 27.1 

FTSE MIB  -3.2 1.1 28.3 

FTSE 100  -1.4 9.2 19.8 

S&P 500  -1.0 15.2 25.2 

TOPIX  0.0 24.1 48.9 

MSCI EM  -2.5 -5.0 7.8 

MSCI China  -3.6 -10.3 7.5 

MSCI Brazil  -4.1 -9.6 -0.6 

MSCI AC World  -1.2 10.2 24.0 

   Energy  -1.7 4.3 13.5 

   Materials  -1.4 -6.8 5.5 

   Industrials  -1.1 11.7 28.0 

   Cons Discr  -0.9 17.1 35.6 

   Cons Staples  -0.7 13.3 22.5 

   Healthcare  -0.2 20.7 34.3 

   Financials  -1.8 11.0 35.3 

   Technology  -1.4 8.1 15.6 

   Telecom  Svc  -0.4 8.8 14.7 

   Utilities  -0.2 7.4 10.0 

   Value  -1.2 10.8 25.7 

   Growth  -1.1 9.6 22.4 

Fund flows ($bn) w/e 5 Jun w/e 29May  4 wk ma  

Equity  -0.9 -1.0 0.8 

Fixed income  -10.9 1.4 -0.2 

Money market  -2.5 12.2 7.0 

Level Change (bps) 

Bond spreads 14 Jun Week ago YTD/YE Year ago 

Global IG 146 4 -2 -79 

EMBI+ (USD) 314 2 66 -66 

Global High Yld 513 18 11 -165 

Bond yields (10 yr) 

UK 2.06 -1 25 33 

Germany 1.51 -3 20 3 

USA 2.13 -5 37 49 

Japan 0.81 -4 2 -6 

EMD* (local fx) 6.01 0 56 -31 

Commodities Change (%) 

Brent $/bbl 104 -0.3 -6.2 7.4 

Gold $/oz 1,391 0.4 -16.1 -13.8 

Copper $/lb 3.20 -1.9 -12.6 -5.5 

Currency Level 

$ per € 1.33 1.32 1.32 1.26 

£ per € 0.85 0.85 0.81 0.81 

$ per £ 1.57 1.55 1.63 1.55 

¥ per € 126 129 114 100 

¥ per $ 95 97 86 79 

CHF per € 1.23 1.24 1.21 1.20 

Volatility (%) 

VIX 17 15 18 22 

Macro GDP (%)†  CPI (%) Valuation Fwd P/E 

Eurozone -0.8 1.4 MSCI Europe 12.0 

UK 1.3 2.4 FTSE 100 11.4 

US 2.4 1.1 S&P 500 14.2 

Japan 4.1 -0.7 MSCI EM 9.8 

China 6.6 2.1 MSCI World 13.4 

Week ahead 
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Unit labour costs 

Relative to Germany 

Latest data December 2012, rebased to 100 4Q98. Source: ECB, J.P. Morgan Asset Management. 
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No to ‘94 

The rise in yields from Treasuries to investment grade credit to high yield debt has 

prompted a quick response from investors. The week ending 7 June saw the largest 

outflow from US-domiciled taxable bond funds since October 2008 according to data 

from ICI (see Figure 1). The potential for further redemptions can be seen in what 

happened in 1994, when bond and income funds saw 12 months of consecutive 

outflows.  

It is relatively rare for yields to rise across the risk spectrum. Over the last 23 years, 

there have been few instances when yields for both Treasuries and high yield increased 

at the same time, 1994 being one of those times (see Figure 2). Core government debt 

yields typically reflect central bank policy rates and expectations for growth and inflation. 

Spread products, like investment grade corporate debt or high yield, incorporate the 

relative risk of the issuers. This explains why the correlation between yields for 

Treasuries and high yield is just 50%.  

There are key differences between 1994 and today, however, and we do not expect the 

losses that fixed income investors saw then to be repeated today. The most obvious 

difference is that in 1994, rising Treasury yields reflected tightening by the central bank 

as the Fed funds target rate rose from 3% to 6%. Few expect the Fed to increase policy 

rates in the near future, which will limit the increase in Treasury yields. Importantly for 

high yield investors, they receive much more income compared to Treasuries today 

than they did in 1994. When rates began rising then, the average coupon on the 

constituents of the Treasury index was 7.4%, not much less than the 7.9% being paid 

on high yield. So as interest rates rose for both asset classes, and rose more for high 

yield, there was little extra income from high yield to offset the price decline. Today, the 

average coupon for Treasuries is 2.1% compared to 7.4% for high yield. So while yields 

for high yield will still likely rise more than for Treasuries, within a relatively short period 

of time the total return will surpass that of Treasuries.               (continued on next page) 

 

 Large redemptions from bond funds echo the outflows seen in 1994, when 

yields rose across the risk spectrum 

 The environment today is quite different, however, and we do not expect 

investors will see the same losses as they did then 

 The yen tail continues to wag the equity dog in Japan; nonetheless, 

fundamental drivers for further yen weakness remain in place 
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Figure 2: Bond yields and interest rates 

Last data 14 June 2013. Note: grey bars indicate periods of rising yields for both Treasuries and high yield 

debt. Source: Investment Company Institute, Barclays, Bloomberg, J.P. Morgan Asset Management.  

Figure 1: Flows to bond funds (US-domiciled, ex-ETFs) 
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Japan: Go with the flow  

The 9% increase in the value of the yen since late May has been more than matched by 

a 17% drop in the MSCI Japan Index. Bets on further moves in the yen have declined, 

according to data from the US Commodity Futures Trading Commission (CFTC), but 

they still remain elevated (see figure 3).  

Despite the gains in the currency, fundamentals continue to argue for further yen 

weakness and, therefore, for a recovery in the stock market. Fund flows, driven both by 

Japanese investors buying or selling foreign assets, and by foreigners investing in the 

Japanese market, point towards a weaker currency. Inflows into the country have 

broadly corresponded with a weaker yen versus the dollar, and outflows with a stronger 

yen, as figure 4 illustrates. This relationship has partially broken down since 2008, 

however, thanks to quantitative easing. The US Federal Reserve’s massive money 

printing (the monetary base has increased from $800 billion to $3 trillion over the last 

5½ years), means that the yen has not weakened to the degree one would expect given 

the trend in investment flows; the dollar’s weakened more thanks to QE, pushing the 

yen up.  

The Fed is still buying bonds with fresh cash, but the Bank of Japan’s (BoJ) own money 

printing, plus anticipation of tapering of quantitative easing from the Fed, has helped to 

redress the balance between the forces weakening and strengthening the yen. 

Moreover, flows into Japan are at the highest they’ve been in years. What is notable is 

that the flows are coming not only from foreign investors, but also from Japanese 

investors selling their holdings of foreign bonds and equities. Given the amount of 

outward investment by Japanese investors over the years (the blue bars in the chart 

below the line), there is a significant amount of money that could flow back into Japan if 

current trends continue. Whether these funds should be invested in JGBs depends on 

whether one believes that the BoJ’s purchases will be enough to offset the increase in 

yields that must result from rising inflation expectations. Equity markets probably offer 

greater potential. The longer term outlook still depends on the scope of economic 

reform, and the recent speech by Prime Minister Shinzo Abe outlining his programme 

was deemed disappointing by most analysts. But the BoJ will likely still be printing 

money long after the Fed has stopped. Perhaps the phrase ‘Don’t fight the Fed’ needs 

to be replaced by ‘Don’t fight the BoJ’. 

Dan Morris 

Global Market Strategist 
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Figure 4: Investor flows in to and out of Japan 

Last data 15 June 2013.  Source: CFTC, Bloomberg, Bank of Japan, Bloomberg, J.P. Morgan Asset 

Management. 

Figure 3: Open interest in yen options contracts and exchange rate 
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Unless otherwise stated, all data is as of 14/06/2013.  

Economic releases: Bloomberg. 

Equities: All data represents total returns for the stated period. 

Fund flows: ICI.  

Bond Yields: JPMorgan EMBI+ OAS over Treasuries ; Barclays Global Aggregate Corporate OAS; Barclays Global High Yield OAS; Government bond yields: Source: Tullett Prebon Inflormation, UK Government Bonds 10 Year Note Generic Bid Yield; German Government Bonds 10 Year 

Debencher; Japan 10 Year Bond Benchmark; US Generic Government 10 Year Yield.  

Commodities: WTI and Brent are the crude oil price in $ per barrel, gold is $ per troy ounce, copper is $ per pound. 

Rates: Bank of England Official Bank Rate; ECB Minimum Bid Refinancing Rate 1 Week; Federal Funds Target Rate; Bank of Japan Target Rate of Unsecured Overnight Call Rate; Bank of China 1 Year Best Lending Rate. 

Macro: Headline CPI year on year percentage change; GDP growth quarter on quarter seasonally adjusted annualised rate.  

The Market Insights programme provides comprehensive data and commentary on global markets without reference to products. Designed as a tool to help clients understand the markets and 

support investment decision-making, the programme explores the implications of current economic data and changing market conditions.  
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additional information and do not necessarily reflect the views of J.P. Morgan Asset Management. Any forecasts, figures, opinions, statements of financial market trends or investment techniques and strategies expressed are unless otherwise 
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J.P. Morgan Asset Management is the brand name for the asset management business of JPMorgan Chase & Co and its affiliates worldwide. You should note that if you contact J.P. Morgan Asset Management by telephone those lines may be 
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EMEA Privacy Policy which can be accessed through the following website http://www.jpmorgan.com/pages/privacy.  
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Kingdom. 

 

http://www.jpmorgan.com/pages/privacy
http://www.jpmorgan.com/pages/privacy
http://www.jpmorgan.com/pages/privacy
http://www.jpmorgan.com/pages/privacy
http://www.jpmorgan.com/pages/privacy
http://www.jpmorgan.com/pages/privacy
http://www.jpmorgan.com/pages/privacy

