
Day  Country  Event  Period  Survey  Prior  

Mon Italy Business confidence Apr 88.9 88.9 

Tue Japan Industrial production (m/m) Mar 0.4% 0.6% 

Eurozone Flash CPI (y/y) Apr 1.6% 1.7% 

Eurozone Unemployment rate Mar 12.1% 12.0% 

USA Consumer confidence Apr 60.4 59.7 

Wed China PMI manufacturing Apr 50.7 50.9 

UK PMI manufacturing Apr 48.5 48.3 

USA ISM manufacturing Apr 51.0 51.3 

USA FOMC rate announcement May 0.25% 0.25% 

Thu Eurozone ECB rate announcement May 0.50% 0.75% 

Fri India Bank of India rate announcement May 7.25% 7.50% 

USA Non-farm payrolls Apr 143k 88k 

USA Unemployment rate Apr 7.6% 7.6% 

USA Factory orders Mar -2.5% 3.0% 

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 
The UK avoids a triple dip recession — to the government’s relief — but a full 

economic recovery appears remote. GDP grew by 0.3% q/q during the first three 

months of 2013, or 0.6% over the same period a year earlier, beating expectations. 

Investors were only mildly impressed, perhaps reflecting the provisional nature of the 

first GDP estimate as well as scepticism that it heralds the beginning of a sustained 

period of robust economic growth. On-going fiscal austerity, weak export demand 

growth, restricted bank lending and inflation running at higher levels than wage 

growth, all suggest low to no growth for some time to come. Chancellor George 

Osborne can expect continued pressure to ease up on austerity, not only from 

opposition parties but, more recently, from the IMF.                                    – Tom Elliott 

  Change (%)  

Equities  Week ago YTD Year ago  

MSCI Europe  3.4 8.6 20.1 

DAX  4.8 2.7 15.9 

CAC 40  4.6 5.1 23.3 

IBEX  4.8 3.5 26.7 

FTSE MIB  5.4 2.1 18.9 

FTSE 100  2.4 10.4 16.1 

S&P 500  1.8 11.7 15.6 

TOPIX  3.1 36.3 46.6 

MSCI EM  1.0 -1.8 5.5 

MSCI China  2.0 -4.2 4.9 

MSCI Brazil  0.3 -4.7 -3.1 
        

MSCI AC World  2.2 10.2 17.1 

   Energy  3.1 3.3 3.7 

   Materials  3.1 -5.2 -1.7 

   Industrials  2.6 10.4 17.3 

   Cons Discr  2.8 14.6 23.4 

   Cons Staples  0.3 15.7 23.7 

   Healthcare  0.7 20.4 32.6 

   Financials  2.7 12.1 27.4 

   Technology  2.7 4.7 2.6 

   Telecom  Svc  1.5 12.0 20.3 

   Utilities  1.3 12.7 15.4 
         

   Value  2.4 10.8 19.5 

   Growth  2.0 9.6 14.8 

Fund flows ($bn) w/e 17Apr w/e 10Apr  4 wk ma  

Equity  2.4 1.5 2.3 

Fixed income  1.5 1.7 3.3 

Money market  -27.6 -8.9 -7.5 

Level Change (bps) 

Bond spreads 26 Apr Week ago YTD/YE Year ago 

Global IG 139 -3 -9 -67 

EMBI+ (USD) 284 0 36 -47 

Global High Yld 456 -13 -46 -151 

Bond yields (10 yr) 

UK 1.68 1 -13 -42 

Germany 1.20 -5 -11 -48 

USA 1.67 -4 -9 -28 

Japan 0.59 0 -21 -33 

EMD* (local fx) 5.27 -2 -18 -102 

Commodities Change (%) 

Brent $/bbl 103 3.5 -7.2 -14.0 

Gold $/oz 1,472 4.7 -11.2 -11.0 

Copper $/lb 3.19 1.2 -13.0 -16.1 

Currency Level 

$ per € 1.30 1.31 1.32 1.32 

£ per € 0.84 0.86 0.81 0.82 

$ per £ 1.55 1.53 1.63 1.62 

¥ per € 127 130 114 107 

¥ per $ 98 99 86 81 

CHF per € 1.23 1.22 1.21 1.20 

Volatility (%) 

VIX 14 15 18 16 

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

Eurozone -2.3 1.7 MSCI Europe 12.2 

UK 1.2 2.8 FTSE 100 11.7 

US 2.5 1.5 S&P 500 13.9 

Japan 0.2 -0.9 MSCI EM 10.4 

China 6.6 2.1 MSCI World 13.6 

Week ahead 

Source: ONS, FactSet, J.P. Morgan Asset Management. 
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Curiouser and curiouser 

Is the Great Rotation leading to the Great Unwinding? The decline in the yen over the 

last several months is only partly a function of the Abe government’s plans to revitalise 

the Japanese economy. It is also a reversal of the appreciation the yen underwent 

during the financial crisis. The currency traded between 100 and 125 yen per dollar in 

the five years before 2008 and is now moving back towards that level. Gold is similarly 

giving up some of its safe haven gains as memories of the mortgage crisis fade and the 

eurozone crisis becomes ever less acute (see Figure 1). Equity indices have been more 

volatile recently but have managed to advance nearly 2% this month. Most notably, 

yields on European peripheral government debt have fallen to levels not seen in years. 

They, too, seem to be finally benefiting from the hunt for yield.  

But the unwinding is not universal (and certainly not complete). The curious part has 

been the behaviour of US Treasury, Bund and Gilt yields. Improving investor optimism 

during the first quarter led to rising yields for US Treasuries and declining yields for 

peripheral government bonds. But the pattern has since changed as peripheral yields 

have continued to fall while core sovereign debt yields have now started dropping, too 

(see Figure 2). 

What might explain the apparent disconnect? Quantitative easing (QE) is not an 

obvious candidate as the yields on US, UK and German debt have fallen largely in line 

even though the US is the only country where QE is underway. Nor can we look to the 

influence of Japanese investors fleeing the dismal yields in their own government bond 

market. The latest data show they are still repatriating funds held abroad as the yen 

declines. Economic growth expectations, on the other hand, have been softening as 

marginal data from China disappoints, worries linger about the impact of payroll tax 

increases and sequestration in the US, and Germany looks increasingly burdened by its 

neighbours' slow growth. If this is the cause of falling yields, we believe that the trend is 

likely to reverse, however.                (continued on next page) 

 

 Safe haven assets like gold and the yen have fallen, and peripheral bond 

yields are dropping, as financial crisis trades unwind 

 But the pattern is not universal with US, UK and German government bond 

yields approaching historic lows again 

 This may be because of disappointing GDP growth, but we expect yields will 

rebound 
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Figure 1: Safe haven assets 

Last data 26 April 2013 . Source: Bloomberg, J.P. Morgan Asset Management.  

Figure 2: Government bond yields 
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While China’s first quarter growth rate was below expectations, domestic consumption 

increased and net exports contributed to growth for the first time in several years. The 

US GDP release also showed growth slower than economists had forecasted, but a look 

at the components is encouraging. Consumer demand thwarted the naysayers worried 

about high unemployment and a payroll tax increase by contributing 2.2% to growth in 

the quarter, above average and the second highest reading since 2006. Residential and 

business investment continue to grow, but net exports subtracted from growth as did 

government spending (though this is not necessarily a bad thing; see Figure 3). 

The data for the UK economy indicated GDP growth stronger than forecasted, though at 

1.2%, on an annualised basis, it is hardly robust. Germany is less likely to provide 

positive surprises given recent weak PMI readings for the manufacturing sector. But 

even if the outlook for growth is still cloudy, current yields on government debt are too 

low relative to inflation, and the continued ‘rotation’ and ‘unwinding’ fund flows should 

lead to a rebound in bond yields. 

Earnings not economies 

Investors in equities are buying a share in earnings not GDP. US corporations are again 

proving their ability to increase earnings even when economic growth is challenging. 

With more than half of the companies in the S&P 500 having reported (and two-thirds of 

the index market capitalisation), earnings look to grow by 2.3% instead of the 0.5% 

expected at the beginning of the quarter. Every sector has managed to beat analysts’ 

forecasts, with the index overall topping estimates by 4.7% (see Figure 4). But all is not 

rosy, however. Revenues have risen by just 2%, largely in line with forecasts (excluding 

the energy sector), but the performance has varied across the sectors (see the orange 

diamonds in Figure 4). Moreover, company guidance has weakened below what we 

have seen in recent quarters. Consequently, earnings growth for the rest of the year is 

now likely to average 9% instead of 11% as originally hoped. The point, however, is that 

earnings will continue to rise, and thanks to good valuations, equities are still about the 

best game in town. 

Dan Morris 
Global Market Strategist 
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Figure 4: S&P 500 earnings and revenue surprise percentage 

Last data  31 March 2013 (figure 1), 26 April 2013 (figure 2).  Note: *Energy sector revenue surprise -8%. EGY = Energy, MAT = Materials, IND = Industrials, C-D = Consumer Discretionary, C-S = Consumer Staples, HLT = 

Health Care, FIN = Financials, I-T = Information Technology, TEL = Telecom Services, UTY = Utilities, SPX = S&P 500, xEG = S&P 500 excluding energy. Source: BEA, Blue Chip, Bloomberg, J.P. Morgan Asset 

Management. 

Figure 3: US 1Q13 GDP growth contribution 
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Unless otherwise stated, all data is as of 26/04/2013.  

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.  
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