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US Economy : Strength Continues
• Retail sales jumped 1.7% in October, on the back of e-commerce and holiday sales categories. While these nominal figures are buoyed by rising

inflation, a sustainable increase in real retail sales may signal an earlier start to holiday shopping this year.
• NAHB/Wells Fargo Housing Market Index climbed to a six-month high in November and remains above the peaks of the prior two cycles.
• But total starts fell 0.7% in October as builders struggle to secure materials, fixtures and labor to complete homes. The total number of housing
units currently under construction rose to 1.45 million in October, the most since 1974.
• With building permits rising 4.0%, the total number of units that have been authorized but not yet started rose to a series high of 265,000.
• Events in Washington were in focus, as the House passed Biden's $1.75 trillion social spending package by a narrow margin. The bill now moves to
the Senate, where it is set to see revisions in the coming weeks.

• Markets await the announcement of the next Fed Chair—in particular, whether Biden would reappoint Powell or instead promote Fed Governor
Lael Brainard, who is widely viewed as among the most “dovish” of Fed officials.
• The market repositioning in the short end of the sovereign curve due to pressing inflation and exacerbated supply disruptions has prompted global
money market futures to heavily position for an earlier-than-anticipated general hiking cycle in an attempt- successful or not- to suppress cyclical

and non-cyclical inflation pressure.

US Equity : Bulls have no fear -1/2
• With less than two months left in what has been an extraordinary (and mystifying) year on multiple fronts, stocks have maintained a
largely uninterrupted trek higher (at the index level) in the face of myriad headwinds—not least being the mid-year surge in the delta
variant, supply chain disruptions on a global scale, surging energy prices, and an uncomfortable spike in inflation
• That unwavering conviction in risk assets has brought with it a sharp resurgence in stretched sentiment. Across several metrics—both
attitudinal and behavioral—complacency looks to again be settling in.
•

While not every indicator is flashing red, a handful have returned to zones in which they found themselves earlier this year, when
euphoria was permeating multiple segments of the market.

• The silver lining is that Of the 475 S&P 500 companies that have reported thus far, roughly 68% have topped revenue forecasts and
nearly 82% have overwhelmed profit projections. Compared to last year, sales growth has been approximately 18% higher and earnings
are up 41%.

• Earnings are still growing, but at a decreasing rate; and while companies’ profit margins are still benefiting from massive cuts to capital
and labor last year—as well cost pass-through to customers—stellar growth will inevitably ease

US Equity : Bulls have no fear -2/2
•

S&P 500 has a total return of more than 25% so far this year, putting it on

track for the third consecutive year of double-digit gains.
•

This would be the third such three-year stretch in the last 30 years, with
the late-1990s producing five straight years with returns above 20%

• S&P 500 has now recorded 66 record-high daily closes in 2021, the
second most over the last half century, trailing only 1995.
• The index would need to hit a new high in 43% of the remaining trading

days to reach the top spot
• Tranquility in the market does not have to come to an end simply because
of the clock. After all, it went though nearly 4 years without a 10%
correction between 2011 and 2015

What to Expect this week
• Next week will be shortened by the Thanksgiving holiday market closures and a short session on Black Friday. However, the Economic calender will bring
some reports that could garner some attention and potentially move the markets. Consumption-related indicators will remain in focus this week.
• Euro area consumer confidence data for November will be released on Monday and it will be interesting to see whether we see a decline similar as in the
US in light of high inflation pressures. So far consumer confidence has been quite resilient, still standing above pre-pandemic levels.
• German consumer confidence data on Thursday.
• In US, the most important release is the PCE data on Wednesday. The inflation part of it is not so interesting given we already got CPI statistics two weeks

ago. Instead, the monthly private consumption data is the one to watch. Considering the strong retail sales data, we could expect goods consumption to
remain elevated.
• Flash PMIs from euro area, UK and the US on Tuesday. Recently, the gap between US and euro area economic surprise indices has been growing with data
releases from US often surprising to the upside. Negative data surprises from the euro area could add further pressure on EUR/USD.

• On the central bank front, FOMC minutes on Wednesday and ECB accounts on Thursday. Several FOMC policymakers have spoken since the November
meeting so it may be a non-event for markets. For ECB, the focus will be on the inflation debate in the Governing Council and on any indications why
Lagarde at the time was not willing to push back more on the aggressive market pricing on the short-end.
• Lastly, the Reserve Bank of New Zealand will meet early Wednesday morning, and consensus is looking for a 25bp hike.

End of the conglomerate era
•

The news last week has been marked with headlines of “the end of the conglomerate era” as high profile companies such as General Electric, Johnson & Johnson and
Toshiba have announced plans to split themselves up. While each of the companies had their own distinct reasons, the headlines just before the start of 2022 point to
the changes businesses will encounter in this decade . There’s an old and unscientific saying, popular in the press, that three makes a trend. If so, is the downsizing of
iconic companies a new one, or the recent headlines coincidental in timing?

•

The business model and structure of Conglomerates were built in such a manner that every sector it dealt with supported the other. Multi-business companies justify
their existence by arguing that they provide good returns due to their diversification, and the ups-and-downs of different businesses compensate each other. But
increasingly, it has become obvious that the individual stockholder can diversify his or her portfolio more efficiently than the company can.

•

Such a structure was intended to multiply profits and mitigate risks by overcoming business downturns through diversification. However, things began to get
complicated on the balance sheets. It made a wide mess and began pumping money from profitable organizations to the ones making losses.

•

While demand for business loans rose throughout 2021, this could mean that 2022 may be the year that firms are actually able to put into place some strategic
improvements inspired by the pandemic-era.

•

If this is the case, this week's high profile headlines are likely just the start of an onslaught of business makeovers to come.

•

The end of conglomerate era may have signalled the last gasp of a bigger-is-better ethos that has been loosing favour in every aspect of the market dynamics since last
few years .

•

Markets gave a muted response to last week’s breakups, in contrast to the enthusiasm that greeted similar moves from IBM and Hewlett-Packard Co. in recent years.

Fixed Income – Shifting Tides
•

It hasn’t exactly been smooth sailing for fixed income investors in 2021. Bond yields have ridden waves of

optimism and pessimism about the economy for most of the year.
•

As year ends, short-term yields have moved up to the highest levels since early 2020 in anticipation of
tighter monetary policy, but 10-year Treasury yields have fallen back from the 1.70% level reached in
October despite soaring inflation.

•

Tapering itself will not have much impact on bond yields since it has been widely communicated to the

market. Moreover, the decline in Fed purchases of Treasuries should be offset by a decline in Treasury
issuance in 2022, so there won’t be excess supply for the market to absorb relative to this year.
•

Over the long run, potential GDP has a strong relationship with 10-year Treasury yields.

•

Yields will likely move higher for all maturities with more volatility and the markets should be prepared
for shifting tides and the risks and opportunities they present.

•

The yield curve could go through bouts of steepening from time to time, but the long-term trend is likely
to be a “bear flattener,” where yields rise but the difference between short- and long-term yields
narrows.

•

Despite market expectations for a series of rapid increases in rates over the next two years, it’s notable
that it is pricing in a lower longer-run rate for federal funds than Fed.

•

A low estimate of this “terminal rate” suggests markets don’t believe economic growth will be strong
enough on a sustained basis to warrant a policy rate much above 2% in this cycle, which is slightly lower
than the previous cyclical peak in 2019 and far below the 5.25% levels seen in 2006.

Growth and Yields :Conventional Connect
• According to the Atlanta Fed, current quarter real GDP is on track to grow over 8%. With the GDP deflator estimated to rise around 7%, Q4 2021
nominal growth may top 15%. Excluding the Q3 2020 rebound following the national lockdown, this would be the largest increase in nominal GDP
growth since Q1 1981 (19.9%). For the record, the yield on 10-year treasury notes averaged 13.0% that quarter compared to a current quarterly

average of 1.56%.
•

Today’s interest rate environment could not be any different than the one that existed in the early 1980s.

• There are three reasons why rates are low while GDP is high.
1.

Bond market expects the economy to slow sharply over the coming quarters. When that happens inflation will come down significantly, certainly to levels
more akin to pre-pandemic readings than 1980s readings.

2.

Long-term inflation expectations are still historically low both in terms of the University of Michigan household survey and treasury breakeven rates. Both
are still under 3%. In essence, the market is telling us through its growth and price expectations that the acceleration in inflation may not sustain

3.

Fed (and other central banks) have purchased record amounts of debt, thereby dampening yields. Balance sheet of Fed is close to 40% of GDP while those

of BOJ and ECB are even higher.

• For example, in the five years prior to the pandemic, when real GDP growth averaged 2.5% per annum, the 10-year treasury yielded 2.25%.
•

On the surface, return to 2% growth tells us today’s yields are too low

Two other Key Indicators
•

It is prudent to be watching two key indicators—Inflation expectations and the
Employment-to-population ratio.

•

Currently, inflation expectations have risen, but mostly for shorter time horizons. Since the
September FOMC meeting, breakeven rates in the Treasury Inflation-Protected Securities
(TIPS) market have spiked up for one- and two-year maturities relative to long-term
maturities.

•

Breakeven inflation rates are the difference between the yield of a TIPS and the yield of
nominal Treasury of similar maturities. With short-term breakeven rates higher than longterm breakeven rates, the market is pricing in declining inflation rates over the long run
compared to today’s elevated readings.

•

There are about 4.5 million fewer people working now than in late 2019. Many different
explanations for the relatively slow pace of job growth relative to job openings are possible
—health concerns, child-care issues, shifts in industries seeking workers, and early
retirements.

•

The employment-to-population ratio should be seen as a guide to the Fed’s response. The

ratio for prime-age workers—those between 25 and 54—is the most significant, because it
captures the group that historically has had the highest engagement in the workforce.
Closing the gap for this group would open the door to Fed tightening.

COP26 –Less Sunny
•

After two weeks of discussions and negotiations, COP26 came to an end a day later than scheduled.

•

The conference resulted in an agreement that has been hailed as progress by some and criticized by others. Navigating among the attractive headlines, the reality is
less sunny, as COP26 did not provide enough reassurance to put the world on track to limit temperature increase to 1.5°C above pre-industrial levels.

•

The 1.5°C target is still out of reach post-COP26, but the gap is narrowing .If fully implemented, updated pledges could potentially limit temperature increases to
1.8°C. The “if” must be stressed, since there are concerns about the credibility of the commitments.

•

More than 100 countries signed the pledges to reduce methane emissions and to end deforestation.

•

India’s delegation was in the spotlight both in the beginning of COP26, with its announced net-zero plan, as well as at the end, with its insistence on changing the
wording from coal “phase out” to “phase down”

•

Albeit some progress was made on coal, discussions in Glasgow have not made coal a thing of the past. Yet, for the first time in history, a COP agreement included a
call for decreasing coal dependence.

•

In spite of increased financial aid pledges, tensions between developed and developing countries are increasing as discussions on adaptation, loss and damage funds
failed to make enough progress.

•

The Paris Agreement Rulebook was finalized, establishing the article 6 rules on carbon markets.

•

Even if not formally within COP26, an increasing number of pledges have also come from the private sector. This signals increasing societal attention to climate

matters.

Eurozone : Rough Waters
• Expectations of increasing monetary policy divergence between Fed and ECB drove the markets last week.
• Rate markets pushed back expectations of the first ECB rate hike from 2022 to 2023 after both Lagarde and Schnabel
said that conditions for rate increases next year would be very unlikely to be met.
• Although the ECB will likely end the PEPP in March of next year, the APP will continue and may take the form of a flexible
envelope.

• The rise in eurozone inflation is much more narrowly based, wage growth is subdued and consumer demand is much
weaker than in the US.
• This points to a significant policy divergence between the Fed and ECB over the coming years.

• The fourth wave of Covid is sweeping across many Eurozone countries.
• Austria is imposing a nationwide lockdown, starting Monday, with mandatory vaccination to be introduced next year.
This does not bode well for Austria, for growth and for the rest of the Eurozone . Since the start of the pandemic, Austria
has often been a leading indicator for the rest of Europe in terms of both infection development and containment

measures. And other countries are now following similar paths.

Japan –Tough Summer
•

Japan's Q3 GDP data confirmed another challenging quarter for the country's economy .

•

Overall GDP fell 0.8% quarter-over-quarter (not annualized), more than reversing the
unexpected 0.4% gain seen in Q2. The softness in third quarter GDP was relatively broadbased, as private consumption fell 1.1% and business capital spending fell a larger 3.8%

•

. However, while not fully complete, the income details from the report were mildly
encouraging, as (nominal) employee compensation rose 0.5% quarter-over-quarter and
1.8% year-over-year.

•

The more encouraging news with respect to Japan's economic outlook stems from recent
political and policy developments. The government also announced a new fiscal stimulus
package last week, with the intention of having the package passed by the end of this year.

•

In terms of fiscal spending, the size of the package is ¥56 trillion, or 10% of Japan's GDP.
The proposed fiscal stimulus should offer support for Japan's economy in 2022 in particular.

•

While this is not yet evident in the 'hard' activity data, there has been an improvement in
confidence surveys so far during the fourth quarter. The October economy watchers survey

rose to 55.5, the strongest reading since early 2014, while October consumer confidence
also rose to 39.2.

Asia : Eventful week
• PBoC meets on Monday to set monetary policy and keep the loan rate unchanged. However, PBoC may continue to control daily market liquidity
to help stabilize short term interest rates.
•

Last week’s China's October activity data, while mixed, did have encouraging signs.

•

Most notably, retail sales firmed to 4.9% year-over-year, which is perhaps surprising given COVID-related restrictions were tightened during the month.
Industrial output also firmed to 3.5%.

•

On the soft side, the broader measure of service sector activity slowed further to 3.8%, and fixed investment spending slowed more than expected

• At the last meeting, Bank of Korea Governor, Lee, noted that the BoK would probably hike at the November meeting, all things being equal With
Korean inflation currently 3.2%, and a further rise likely from the November data, coupled with a reasonable ongoing economic recovery, this
looks clear case for a rate hike this month. Korean rate hike would bolster the view of hardening global rates in CY 2022
• Next week has Taiwan industrial production the whole global manufacturing sector will be looking out for hints on the status of world computer
chip supply. Although month-on-month growth in production of integrated circuits as the production capacity should have hit its limit, YoY
growth should still be strong.
• Singapore will be reporting October CPI inflation also next week with monetary authorities monitoring the pickup in price pressures. Core
inflation will likely accelerate to 1.3% as supply-side bottlenecks keep price pressures elevated.

Bond Markets: Split between two views
•

Reports that the listing of gilts on global bond indices is unlikely to happen in the current financial year as the tax changes required to implement
the plan are likely only in the Budget for 2022-23 (Apr-Mar) weighed on sentiment.

• RBI Deputy Governor ‘s remarks : Our experience has been that India can sustain a current account deficit of 2.5-3.0 per cent without getting into

an external sector crisis. In fact, in a telling reminder of this fact, a record increase in gold imports took the current account deficit above this
Plimsoll line to historically high levels during 2011-13.
• Real yields—nominal adjusted for inflation expectations—have been negative since the onset of the pandemic. Even with easing inflation pressures
next year, yields may need to move higher to close the gap, because negative real yields don’t make much sense in an economy growing at a

healthy pace with rising inflation.
• There is generally a very limited interest in gilts due to negative factors such as Inflation amidst global normalization and hence most of the action
is concentrated in swaps.
• Bond Markets stay relatively stable since there are no perceptible near-term triggers for RBI to raise rates whereas it does not sound equally
prudent to hold the reverse repo rate at this level. There is a significant level of uncertainty in respect of the next policy review in December.
• The market is split between the two views, and a sustained trend in global Factors is most likely to be the eventual determinant in the run-up to the
policy

Nifty : Weakness ahead
• Markets started off this week with a positive bias, eventually to give up all
the gains.
• Auto sector was in the limelight this week as expectations of normalization
and a potential turnaround led Nifty Auto, which otherwise has been
sluggish as compared to Nifty, to rise 0.35% this week while Nifty declined
by 1.87%.
• ‘Head and Shoulder’ pattern on the daily chart of Nifty has been in
process. After Thursday’s close, the final (right) shoulder of this
pattern is completed and prices are placed exactly at the ‘Neckline’
point of the same. A sustainable move below 17700 (which seems
likely) would activate the pattern and as a result of this, we could
see a fresh leg of correction in coming days.
•

After this, next levels to watch out for would be 17450 and 17200
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