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Event Risk Rising
Near-term market dislocation could bring opportunities.
Summary
US equities made new highs this week but the pace of gains has
moderated somewhat. It is notable that emerging and European
equity markets actually ended in the red, with Chinese equities
one of the underperformers.
US equities were spurred on by Federal Reserve (Fed) chair Jerome
Powell’s testimony and the release of Fed minutes, both of which
confirmed that a July interest rate cut is as good as done.
On the data front, the US consumer price index (CPI) actually
showed some signs of life, with a marginal uptick vs expectations
in both headline and core readings. Chinese trade data was
weaker, with imports dragging. However, this was overshadowed

by the positive read-through to infrastructure from June’s total
social financing report, which showed a large increase in special
local government bond issuance.
One theme worth noting was the weakness in core rates markets,
with US 10-year Treasury yields 9bps higher on the week, and
German Bunds up 15bps. The extent of the move in Bunds has
raised some concern of a value-at-risk (VaR) shock, and is worth
monitoring closely given the extent of long positioning in core rates.
In EM fixed income, returns were mixed as local-currency markets
outperformed on good EM FX performance. In hard currency, the
backup in US Treasuries made for negative total returns, despite a
small tightening in spreads.
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■■ In Mexico, the Finance Minister Carlos Urzua resigned and was

replaced by Arturo Herrera. Urzua is the third member of the
AMLO cabinet to resign, but the most significant in terms of the
importance of the position, and the timing – as the Ministry of
Finance is working on both next year’s budget and the Pemex
business plan.
■■ On Pemex, the business plan is due to be released this week

and has already been talked about in the government’s
morning briefings. At this stage the plan looks underwhelming,
and certainly will do nothing to stave off a potential Moody’s
downgrade, which would take the credit into high-yield status.
■■ Brazil’s lower house approved the base text of the pension

reform bill with a large majority, but final approval will have to
wait until after the two-week recess. It should pass some time in
August, and will subsequently go to the Senate.
■■ Turkey began to take deliveries of components of the Russia

S-400 missile-defence system, but hasn’t yet received the actual
missiles. Negotiations with the US appear to be ongoing at this
stage, with the threat of US sanctions looming large over Turkish
assets. With this in mind, and a new central bank governor at the
helm, the CBRT meeting on 25 July will be watched very closely.
■■ EM central banks have taken a decidedly dovish tilt lately, with

Turkey, Russia, South Africa, Brazil, Mexico and India all easing,
or likely to ease, over the coming months.
Market Outlook
The economic data remains mixed, despite some stronger
numbers out of the US this week, with the poor Chinese trade
print a case in point. This leaves the Fed on course to cut rates at
the end of July, particularly as Mr Powell has begun to reference
global factors as being relevant to the decision-making process.
Investor attention will surely now focus on the earnings season,
which is upon us. A trend of falling profitability and declining
margins will make the current lofty valuations hard to sustain, but
equally important will be company guidance for the second half.
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Here investors will be trying to gauge when companies see
conditions recovering, if at all. Any sense that recessionary risks
are receding will of course be welcomed by risk assets.
Emerging markets continue to enjoy global tailwinds, but there
are some key catalysts approaching. In August we should get
lower-house approval of pension reform in Brazil, and we have
the primaries in Argentina.
Even more imminently, we will likely have further noise around
US sanctions on Turkey given the S-400 deal. We should also
have both the official Pemex business plan and the company’s
second-quarter results release (scheduled for 26 July).
So while EM continues to benefit from a very supportive global
backdrop, we see heightened event risk in the next few weeks,
and expect there will be excellent opportunities to take advantage
of the resultant market dislocations.
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