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Morning all!

HAPPY FRIDAY!!

Just a quick note on a question I've been asked a number of times in recent weeks and that is

"why is the stock market rallying when the economy is going through the floor?"

Well firstly we need to get away from saying "the stock market", there is more than one and

they are all different.

For instance, the NASDAQ100 in on a tear and quite frankly, it should be!

It's a market containing technology stocks, and in that market, only 10 stocks make up ~55%

of the entire indices! It's basically a defacto basket of the most profitable tech companies in

the world such as Apple, Google, Microsoft etc etc.. These companies are still doing well in

the COVID era so it makes sense that the indices that contain them are.

OK but what about the Russell2000 (RTY) you ask.. Well the RTY is definitely a truer gauge of

the American broad-based and it has been on a tear until recently, but you will notice its been

by far the underperformer to the rest of the US indices.

There's an element of RTY just being pulled along by the other markets, as funds flow into

stocks you often find that 'a rising tide lifts all boats' but there is more to it than that.
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Simply put..

The stock market is not the economy.

And that is the entire reason you need to find additional ways of expressing economic outlook

other than buying or selling stocks.

I'm sure this is a subject we will build on so, for now, I'll keep it short and sweet today.

On with the Ramble

Chart Of The Day - Japan Pension Funds Buying Overseas

Via JPM -

After exceptionally large pension fund buying of overseas debt in 1Q20, Japan’s portfolio

investment outflows are moderating further through early May. While we continue to expect

some residual pension fund rebalancing flows into foreign assets even after record-buying

last quarter, net purchases of foreign equities and debt are now flat-lining in aggregate.

Japanese investors net bought a modest JPY0.2 trillion worth of overseas fixed income last

week, while equity purchases were almost flat. This leaves cumulative year-to-date net

portfolio investment outflows at JPY 9.5 trillion through the first week of May, only a touch

higher than the pace at this point last year

A more moderate pace of investment outflows should be supportive of JPY albeit from a

position of significant weakness.

Combined with the recent lifting of emergency restrictions in many regions of Japan, a cheeky

long in JPY may have legs.

Something to definitely have on the radar.



CV19 Roundup 

 

Deaths

More than 4.45 million people have been reported to be infected with the novel coronavirus

globally and 301,141 have died, according to a Reuters tally, as of 0457 GMT on Friday.

 

Americas

* More than 1.42 million people have been infected in the United States and 85,397 have died,

according to a Reuters tally, as of 0459 GMT on Friday. 

 

* U.S. President Donald Trump said the pandemic has cast a pall over the U.S.-China trade

deal, while a White House spokeswoman said Trump is open to negotiations on another

possible stimulus bill.  

 

* The U.S. Department of Labor issued its first workplace guidance to nursing homes, saying

residents, staff and visitors should keep 6 feet (1.83 meters) apart.  

 

* California slashed its proposed budget for the next fiscal year by $19 billion. 

 

* Canadians should accept the world will change even if a vaccine is found and the pandemic

ends, Prime Minister Justin Trudeau said. 

 

* Brazil registered a daily record of 13,944 new cases and 844 additional deaths, and is said to

be considering 12 billion reais ($2.06 billion) in emergency loans to power utilities  

 

* Mexico confirmed 257 additional deaths and 2,409 new infections, while its central bank

unanimously voted to cut its key interest rate by 50 basis points to 5.50%

 

Europe

* The death toll in the United Kingdom rose by 428 to 33,614, health officials said on Thursday.

 

 

* Total cases in Germany increased by 913 to 173,152 and the death toll rose by 101 to 7,824.

 

* Italy reported 262 new deaths on Thursday, against 195 the day before, and said it will start

testing a representative sample of 150,000 people in 2,000 cities next week to understand

the extent of its COVID-19 epidemic.  

 

* France's death toll edged back above Spain's as the number of people who died of COVID-

19 in the past 24 hours increased by 351.  

 

* Lithuania, Latvia and Estonia opened their borders to each other, creating the first "travel

bubble" within the European Union.

 

* Slovenia called an official end to its COVID-19 epidemic, becoming the first European

country to do so.  

 

* President Vladimir Putin said Russia's education minister had caught the new coronavirus,



making him at least the sixth senior official to be swept up in the pandemic that has infected

more than 250,000 people nationwide.

 

Asia-Pacific

* China reported 4 new cases for May 14, up from 3 cases a day earlier, while Wuhan said it

has tested over 3 million of its 11 million citizens.  

 

* Vietnam reported 24 new cases on Friday.  

 

* Restaurants, cafes and bars in Australia's most populous state were reopening on Friday

after a two-month shutdown.  

 

* The novel coronavirus has been detected in one of the southern Bangladesh camps that are

home to more than a million Rohingya refugees.  

Headline Roundup

Stocks Edge Up on Thin Volumes; Oil Climbs

Asian equities drifted Friday along with U.S. futures as investors took stock of data that

offered a mixed picture on China’s post-lockdown economic recovery. Treasuries were

steady. 

 

Shares edged up in Tokyo, Hong Kong and Seoul, while those in Shanghai fluctuated. U.S.

futures were flat as of 6 a.m. in London. Industrial production in China showed signs of

improvement in April, while retail sales figures were disappointing. In a volatile Wall Street

session Thursday, beaten-up bank stocks led gains and energy shares joined a surge in crude

oil. President Donald Trump said he doesn’t want to talk to his Chinese counterpart Xi Jinping

right now and there was another weak reading on U.S. jobless claims.

Meantime, some Asian economies that had enjoyed success quelling the coronavirus,

including South Korea and China, are now facing a fresh rise in cases that underscore the

tough path ahead. In the U.S., Texas saw its deadliest day and its biggest increase in new

cases since the start of the outbreak -- two weeks into reopening.

The industrial improvement in China signaled that government stimulus efforts are having

some impact, though weaker retail sales underscore the caution on consumers returning as

the economy reopens. 

 

“Overall, this data set shows only small and gradual improvements in economic activity, which

could upset markets as China is seen as the ‘first out’ economy from Covid-19,” said Iris Pang,

chief economist for greater China at ING. 

 

Elsewhere, oil continued to grind higher on the back of Saudi Aramco slashing its sales to key

buyers and the IEA saying that the market is showing signs of improving. 

 

These are some of the main moves in markets:

Stocks

 

Futures on the S&P 500 added 0.1% as of 6 a.m. in London. The gauge rose 1.2% Thursday. 



Japan’s Topix index rose 0.6%. 

Hong Kong’s Hang Seng added 0.4%. 

South Korea’s Kospi index gained 0.3%. 

Australia’s S&P/ASX 200 Index rose 1.2%. 

The Shanghai Composite advanced 0.2%. 

Euro Stoxx 50 futures rose 1.3%.

Currencies

 

The yen was little changed at 107.24 per dollar. 

The offshore yuan was at 7.1158 per dollar, down 0.1%. 

The euro bought $1.0806, little changed.

Bonds

 

The yield on 10-year Treasuries remained at about 0.62%. 

Australia’s 10-year yield added one basis point to 0.91%.

Commodities

 

West Texas Intermediate crude gained 1.1% to $27.86 a barrel, after rising 9% in the prior

session. 

Gold was flat at $1,730.79 an ounce.

Fed Buys $305 Million of ETFs at Launch of Historic Program

The Federal Reserve bought $305 million of exchange-traded funds on the first day of its

historic intervention into U.S. corporate debt markets, according to data published Thursday. 

 

The figures were revealed in the central bank’s weekly balance sheet update, which also

showed that total assets rose to a new record of $6.93 trillion in the week through May 13.

The ETF purchases, which began on Tuesday, are part of the latest emergency lending

program the Fed has rolled out to help cushion the impact of the coronavirus pandemic on

the U.S. economy and financial markets. 

 

The weekly update reports trades with a one-day lag, which means any ETF purchases made

on Wednesday were not incorporated into the numbers.

First announced on March 23, the so-called Secondary Market Corporate Credit Facility has

been credited by investors and policy makers alike with having a major calming influence on

markets, even well before it officially launched on Tuesday. Under the program, the Fed plans

to make both outright purchases of corporate bonds as well as ETFs invested in the asset

class, including potentially some sub-investment grade debt. 

 

While the weekly balance sheet data did not disclose which ETFs the Fed bought, the central

bank has said it will disclose the names of borrowers participating in the program at least

once a month.

U.S. Jobless Claims Report Marred by Inaccuracy, Quirk

A clerical error and a data-collection quirk brought significant distortions to the latest U.S.

jobless claims report, which has taken on elevated importance as the coronavirus pandemic

upends the labor market. 

 

Connecticut said Thursday afternoon that it incorrectly reported unemployment claims as a

whopping 298,680, about 10 times higher than the correct number of 29,846. The error likely



inflated the U.S. Department of Labor’s reported national figure of 2.98 million, which

exceeded economists’ median projection by almost half a million.

The state’s figure had stood out in the report issued Thursday morning as anomalous because

it was the highest in the nation, when Connecticut is one of the smallest states and posted

36,138 claims the prior week. 

 

Nancy Steffens, a spokesperson for the state’s labor department, said in an email that it was a

“data entry reporting error.” 

 

A U.S. Labor Department spokesperson said in an email that the federal report’s figure for

Connecticut initial claims matches what the state submitted. Any revisions will be reflected in

the next release on May 21, the spokesperson said. 

 

Meanwhile, the U.S. Labor Department’s continuing claims data were influenced by a

staggering unadjusted 1.9 million decline in California -- the most populous state -- during the

week ended May 2, or about a 40% drop from the prior week. Some 22.8 million continuing

claims were reported by the federal government on a seasonally adjusted basis, well below

the 25.1 million median estimate in a Bloomberg survey. 

 

Economists are focused on continuing claims to provide insight into how quickly the labor

market can stabilize and begin to improve as states begin opening from pandemic-related

shutdowns. 

 

In many states, a person who has already filed an initial application needs to file continued

claims each week to receive funds while remaining unemployed. In California, residents file

every two weeks. Other states use this method as well, but in the Golden State, surging

unemployment and the biweekly cycle -- plus a much larger population -- have potentially

combined to create outsize swings from week to week. 

 

The actual number of continuing claims in California may be closer to the number of

individuals paid in the week ended May 2 -- 3.1 million -- which is the four-week rolling total

shown in a May 7 release from the state government. That’s higher than the 2.9 million figure

in Thursday’s Labor Department report.

Sen. Burr to Step Aside as Intelligence Panel Chairman While Facing Stock-Trade Probe

Sen. Richard Burr will temporarily step down as the chairman of the high-profile Senate

Intelligence Committee after FBI agents seized his cellphone in their investigation of stock

trades he made shortly before the coronavirus roiled markets. 

 

The seizure of Mr. Burr’s cellphone at his Washington-area home and a related search of his

cloud-storage accounts represents a major escalation of the department’s illicit-trading probe.

Law-enforcement officials are examining whether the North Carolina Republican sold stocks

based on nonpublic information he learned from Senate briefings anticipating the spread of

the coronavirus. 

 

The decision to execute a search warrant on a sitting member of Congress was approved at

the highest levels of the Justice Department, a senior department official said. Such a move

also requires federal prosecutors and agents to persuade a judge there is probable cause to

believe a crime has been committed. 

 

Mr. Burr, who has denied wrongdoing, told reporters on Capitol Hill Thursday he will continue

to cooperate with the intensifying investigation. 

 

“This has become a distraction to the work on a committee that’s really, really important to the

national security and a distraction to its members, and I thought this was the best thing to do,”



Mr. Burr told reporters. 

 

Mr. Burr, the author of the 2006 Pandemic and All-Hazards Preparedness Act, sat on two

committees that received detailed briefings on the growing coronavirus epidemic, including

one on Jan. 24. On Feb. 13, he sold shares of companies worth as much as $1.7 million that he

owned with his wife. The stock market’s tumble began in late February and accelerated in

March. 

 

The sales saved the couple at least $250,000 in losses based on what those stocks were

worth at the close of trading on March 19, The Wall Street Journal has reported. An analysis of

all of Mr. Burr’s trades by the WSJ determined that the February trades were his best timed—

in terms of both losses avoided and beating the results of his previous trades—since joining

Congress. 

 

Previously, when Mr. Burr sold stock, his returns roughly matched the overall market over the

next 20 trading days. But this year, Mr. Burr’s stock picks were much more successful, helping

him avoid losses of nearly 13% against the market. In prior years, Mr. Burr routinely bought

more stock than he sold. But this year he and his wife only purchased between $16,000 and

$65,000 worth of stock, all before their Feb. 13 sales.

Brexit Talks Head to the Brink With Key Disagreements Unresolved

Britain and the European Union’s talks about their future relationship are stumbling toward the

brink, with few signs of progress being made ahead of a key deadline next month. 

 

As the latest round of negotiations end Friday, the U.K. is refusing to compromise in key areas

-- most notably on the conditions the EU wants the country to accept in return for a trade deal,

but also on fisheries and on the role of the bloc’s courts. 

 

Meanwhile, the two sides are trading blows over promises they have both already signed up

to. On Thursday, the European Commission threatened the U.K. with a lawsuit for breaking

the bloc’s rules on freedom of movement. Downing Street warned that the EU is at risk of

failing to honor commitments it made in the Brexit Withdrawal Agreement to protect the rights

of U.K. citizens living in the bloc. 

 

Just one more round of talks remains before politicians meet in June to decide if it’s worth

carrying on. British Prime Minister Boris Johnson has threatened to walk away if insufficient

progress has been made by then. If he follows through on that threat, Britain could end its

post-Brexit transition period on Dec. 31 without a free-trade deal, putting more pressure on an

economy already reeling from the coronavirus pandemic. 

 

Nothing Special? 

David Frost, Johnson’s chief Brexit negotiator, briefed the cabinet on the status of talks at a

meeting Thursday and told ministers the bloc was asking for too much. 

 

“David reiterated that we weren’t and never had asked for anything special bespoke or

unique from the EU,” Johnson’s spokesman, James Slack, told reporters. “We are looking for

a free-trade agreement based on precedent and similar to those the EU has already got with

other countries like Canada.” 

 

Frost told ministers the EU “has asked far more from the U.K. than they have from other

sovereign countries with whom they have reached free-trade agreements,” Slack said. The

bloc’s excessive demands include access to fishing waters and a commitment for Britain to

abide by EU rules on areas such as workers’ rights, he said. 

 

Citizens’ Rights 

After the last round of negotiations, EU chief negotiator Michel Barnier accused the U.K of



failing to engage “substantially” in several key areas while refusing to extend the deadline to

reach a deal. The EU argues that geographic proximity dictates it has to seek guarantees that

the U.K. won’t try to undercut the bloc’s economy. 

 

In a further escalation of tensions, Cabinet Office Minister Michael Gove pressed the EU to

honor the pledge it made in the Withdrawal Agreement to protect the rights of U.K. citizens

living in the bloc. In a letter to Maros Sefcovic, co-chair the EU-U.K. Joint Committee, Gove

complained that member states haven’t contacted British citizens or told them what they need

to do to obtain residency rights or health coverage. 

 

“When viewed cumulatively these themes amount to a serious risk that the EU will not fulfill its

obligations under the Withdrawal Agreement,” Gove wrote. 

 

Bloc’s Rules 

Meanwhile, the European Commission threatened the U.K. with a lawsuit over what it called

breaches of rules on the free movement of people. Officials say the U.K. failed to notify the EU

about new laws banning people it deported from applying for re-entry as well as rules making

it harder for EU citizens to claim welfare. 

 

Migration was a key battleground in the 2016 Brexit referendum, with the Leave campaign

claiming that quitting the EU would enable the U.K. to take back control of its borders. 

 

The Commission gave the U.K. four months to rectify its shortcomings. If the U.K. fails to take

the necessary measures, the bloc will move to the next stage of the legal process, which

could eventually see fines being levied. 

 

“The rights of EU citizens resident in the U.K. after the end of the transition period, as set out

in the Withdrawal Agreement, are built on the rights that they currently enjoy in the U.K. under

EU rules,” the commission said. 

 

The move underscores how Britain remains tied to the bloc’s rules during the transition period

despite formally leaving the EU four months ago.

Model Portfolio

A mixed bag yesterday, equities spent the European session getting ironed out only for the

bin dippers to scoop it all the way back during US cash market hours. They don't make it easy

to be bearish!

WTI too refused to play ball, being lifted into the close where the June options went off with

the day's settlement, all eyes now on the 'window of discontent' until the June Futures roll off

the table next week on the 19th. We'll know very soon at least if being short was a muggy

trade!

Something that did go in my favour was US long end yields which were soft throughout the

day, sending the price northward.

Bottom line is that there was very little change to the PnL of the book, and I'm happy enough

with that.

I don't envisage doing anything in today's session but never say never.

As always, check @PiQViP for any updates throughout the day.

https://twitter.com/PiQViP


Looking Ahead

Fairly lively on the data front today with German and €urozone 'FLASH' GDP data (for those

that may not be aware, the 'flash' reading simply means the first reading of the data, it will be

revised over a number of occasions as cleaner data can be analysed).



We also see US Retail Sales, Industrial Production and the University of Michigan forward-

looking survey data. All of which will be keenly watched.

Newsquawk with a handy little Retail Sales preview -

 Retail sales are seen falling by 10.0% M/M in April; the range of forecasts is wide, between 

-20% and -5.5%, and if we hit the lower end of that range, we will be in ‘largest one month 

decline ever’ territory. The ex-autos measures is seen -8.0% (again, wide range: -18.0% to 

-2.7%). Some states initiated shutdown measures in the latter part of March, while others 

followed in April. Accordingly, both auto and gasoline spending should push sales sharply 

lower, Credit Suisse believes, with gasoline prices down around 25% M/M seasonally 

adjusted, amid a consumer demand collapse. Vehicle sales are also seen dragging, after 

falling to a rate of 8.6mln SAAR in April, down from 11.3mln. CS warns that there is likely to be 

drastic divergence in the various spending categories; restaurants, malls, clothing, and home 

improvement store sales should fall off significantly as shops shut down, the bank says, but 

grocery, health care, and online shopping likely rose in the month as stockpiling continued 

and more purchases shifted online. Regarding the control group measure, which feeds into 

GDP, CS looks for a decline of 3.7% after the prior month's +2.0%. Looking ahead, the bank 

argues that as states reopen in May, it expects April to mark the trough in consumption. 

"However, the recovery in spending will only be gradual as reopening occurs in phases and 

consumption behaviour shifts." Overall CS expects consumption to fall by 23% Q/Q 

annualised in Q2, the worst quarter since WWII.

Be mindful of the May equity contracts expiring today, I'm not expecting them to have any

impact but this is a year for firsts!

You know the drill by now, eyes and ears firmly open for unscheduled comments, especially

on the US v China front

 

Have a great day, a fantastic weekend and keep it tight.
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