Weekly Market update
8 November 2020

Markets : Political Gridlock
• A week after dropping around 6%, the major U.S. stock indexes more than recovered that lost ground during the last
week. S&P 500 jumped around 7% while NASDAQ surged more than 9%. The market reaction to the election result has

been much more positive than we had expected. it prefers political gridlock to a so-called blue wave.
• Markets began to price in the scenario of a split government that potentially reduces the likelihood of immediate tax hikes
and increased regulations, while not removing the potential for an agreement on some form of fiscal-aid package.
• However , the Senate election remains extremely close and it seems that who is going to win the majority in the Senate
will be decided at two special Senate elections for both seats in Georgia in January, as no candidate has been able to get

more than 50%.
• If Democratic Party wins both seats, it would secure a majority (as Vice President is decisive if both parties have 50 seats).
• That would make it is much easier for the party to pass both a short-term relief package and larger changes to economic
policy (both in terms of tax changes and increased spending on infrastructure and green energy, among other things).
• This also means that markets may be in limbo for two months if we do not get other news in the meantime.

US Data : Highlights
• ISM manufacturing index soared to 59.3 in October. The monthly jump was propelled by sizable gains in new orders, inventories
and employment. The improvement was also well ahead of expectations and marked the highest reading since 2018. By contrast,
the services side of the economy is having a tough time getting back on track. During October, the ISM services index declined to
56.6.
• COVID crisis has led to a similar divergence in residential and commercial construction.
• Total construction spending rose 0.3% in September and overall outlays are up 4.1% year to date. All of the recent strength in
construction spending, however, has been in the residential sector. Record low mortgage rates and shifting preferences for more
livable space to accommodate home offices and remote learning has been a boon for single-family development.
• On the other hand, sluggish demand for commercial space as well as heightened economic uncertainty continues to hold back
nonresidential construction.
• Friday's jobs report showed the U.S. economy added 638,000 new jobs in October, pushing the unemployment rate down to 6.9%.
Unemployment is still double where it was before the pandemic, and the pace of new monthly job additions has slowed, but the
October data is quite positive in that it confirms the labour market continues to heal, even if more slowly

Post Election Dynamics
• The conclusion of the election will shift the market's immediate focus toward the health and pace of the economic rebound and the
Negotiations around a needed fiscal-aid package
• But for perspective, here's a look backward at what happened after presidential elections since WWII:
• One Week Later:
• The stock market dropped an average of -1.5% in the week following the election.
•

The worst one-week performances followed the 1948 (-5.8%) and 2008 (-15.1%) elections, while the best followed election day in
2004 (3.0%) and 1996 (2.2%).

• The stock market has fallen more than 60% of the time in the week following the election.
• One Month Later:
• The stock market increased an average of 0.3% in the month following the election.The worst one-month performances followed
the 1984 (-4.1%) and 2008 (-15.6%) elections, while the best followed election day in 2004 (5.5%) and 2016 (5.2%)
• The tables are flipped versus the one-week figures, with the market positive more than 60% of the time in the following month
• Performance over this wider period also begins to reflect more factors beyond just election responses

Historical Precedence
• It would be appropriate to equate the current presidency with that of Jimmy Carter .The recently published “His Very
Best,” a history of Carter would be the key guide . Carter , who, like Biden today, was in position to revive the country in
part by demystifying the presidency of a predecessor (Richard Nixon, in Carter’s case). Carter raised the prospect that

the country’s politics could do better than it had done previously . Biden too is assuming office in that backdrop.
• “Carter’s job was to be a healer and to be a healer he had to approach the presidency with some modesty.”
• A fragile economy and poor congressional relations thwarted Carter’s presidency. (Biden likely won’t have the latter
problem though he may be plagued by the former, depending on pandemic recovery.)
• However , Carter produced a robust legislative record. These were not sweeping New Deals or Great Society packages,
but a series of “small steps “ - which assumed significance in the medium term .
• Biden would do well to emulate. Hence the markets may be wrong footed in cheering the gridlock
• Biden will have to keep the purists in his own party at bay and make the case for progressive incrementalism.

China : Rebound continues
• Growth: Activity has gained further strength into the autumn. GDP growth was 4.9% y/y in Q3 and has closed much of the
gap to the pre-COVID-19 pandemic trend. PMIs for October were strong again, with Caixin PMI manufacturing reaching the
highest level in nine years. A rally in copper prices supports this picture. Retail sales have also recovered but not as much as
industrial data.
• Monetary policy: The credit impulse remains strong, driven partly by infrastructure investments and mortgage financing.
M1 growth has tapered off a bit after a boost earlier this year. The Loan Prime Rate (LPR) has remained at 3.85% since
April, signalling an end to monetary easing. Money-market rates have also increased on the back of better data.
• USD/CNY has declined for some time mirroring the relative strength of the Chinese economy relative to the US and other
countries. The growth outperformance is also reflected in a rise in the relative spread between Chinese and US moneymarket rates, a good medium-term anchor for the USD/CNY.

China :Internal Circulation
• The central committee of the Chinese Communist Party (CCP) met in Beijing during 26 and 29 October to discuss its 14th
Five Year Plan (FYP), as part of its fifth Plenum meeting. The communique and press conference after the Plenum did not

give many details on the FYP
• There was no explicit GDP growth target in the FYP. Rather, China aims to become ‘moderately developed’ by 2035, which
contains an implicit growth target, although the definition is vague enough to not know how high that target really is.
• However, the main message seems to be one of increased self-reliance for China, especially in terms of technology.
Presumably, an increase in the domestic production of semiconductors will be a big part of this technology drive.
• Economic growth will be driven mostly by the Chinese consumer (‘internal circulation’), although international trade and
foreign investment will continue to play an important role (‘external circulation’).
• Importantly, this implies that China will have to make trade-off between exports and domestic consumer demand since
wages will have to up for the latter, which may make exports less competitive.

Europe : Double Dip ?
• With COVID-19 second waves still on the rise and governments across Europe tightening curbs on economic
activity or even imposing partial lockdowns again fear of a double dip recession has made a stark comeback.
• Judging purely from the data, a double dip recession is not yet a foregone conclusion. Although service PMI

further slipped into contraction territory in October (46.9, lowest level since May), the European
manufacturing recovery accelerated at the start of Q4. Especially German industry continues to be 'on fire'
with rising order books

• The manufacturing sector and global supply chains are in much better shape than in spring due to the recovery
in China, and the likelihood that production and construction will remain intact in most European countries.
However, Europe is likely to contract in Q4 given the blow to certain service sectors. As such, Europe’s
downturn in Q4 would be much milder than in Q2.
• Bank of England eased monetary policy further, expanding its asset purchase program by a larger-thanexpected £150B. Separately, U.K. Chancellor Sunak announced an extension of the government’s salary
support program until the end of March 2021.

India : Trade Deficit
• India's exports in October fell 5.4% to $24.82 billion, as
compared to $26.23 billion in October 2019
• Exports during April-October 2020-21 were $150.07 billion,
exhibiting a decline of 19.05% over the same period last year.
• Imports in October declined 11.56% to $33.6 billion, as
compared to $37.99 billion in October 2019.
•

Merchandise imports during April-October 2020-21 were
$182.29 billion, as compared to $286.07 billion during the
same period last year, exhibiting a negative growth of 36.28%

• Consequentially, India's trade deficit for the month of October
narrowed to $8.78 billion, as compared to trade deficit of
$11.76 billion, an improvement by 25.34%.

India : Bond Markets
• The Finance ministry has internally estimated the Centre's fiscal deficit to rise to 6.4% of GDP in the current financial year
ending March on account of lower revenues and higher demands on expenditure.
• The rise in fiscal deficit is mainly on account of a sharp decline in government revenues, especially tax collections. This
internal assessment is more optimistic than most independent projections. Most economists expect the Centre's fiscal
deficit to exceed 7.0% of GDP in 2020-21.
• Operation Twist and OMOs are designed to compress the term premium - the added liquidity usually increases the
probability of a reflationary growth comeback, which is why there are effects pulling in opposite directions. However In
the absence of growth , these operations historically have tended to be supportive of inflationary forces
• This goes to show that despite all the announcements and actions by the RBI, there is no demand among investors and
that they believe that yields at this level are not sustainable
• Auction result was indicative of weak demand for dated securities among investors.
• This is the second consecutive week when the coupon for a new paper has been set higher than expected. Last week, the
coupon for the 2035 paper was also set 3 basis points higher than expected.

Equity Markets
• Nifty has completed its V-shaped recovery and regained everything it
had lost during the pandemic meltdown

The week gone by saw stocks rally on global risk-on sentiment. Not only
was the trading range wide at 723 points, volatility too declined to a
great extent.
•

The market’s bias remained secularly bullish. By the end of Friday’s
session, Nifty made a net gain of 621 points, or 5.34 per cent, on a
weekly basis.

• The rally was driven by global buoyancy. There was a slight difference
between the technical setups of Indian and US markets. Before the
current rally, Dow had tested its 200-DMA while the S&P500 bounced
off its 100-DMA. Indian equity benchmark Nifty50 has been relatively

strong and bounced back from its 50-DMA .
• This shows that the Indian market has run up little more than the US
market, Likely Range 11930 - 12350 for the next week

