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Daily - Asia edition  Extract from a report 
 

On our minds today 
UK SMEs still in the Doldrums 
 

The Big Picture 

EUROPE 

News: Spanish retail sales popped by 2.2% yoy in 

September – the largest rise since March 2010 – after 

the 4.4% yoy decline of August. The information 
contained in this report hints at a sizable 0.5% qoq rise 

in household consumption expenditures in Q3. The UK 

money and credit release showed mortgage approvals 
picking up much as expected - a slightly faster pace 

from 63.4k to 66.7k.  

Up Next: In Spain, GDP growth might be back into 

positive territory in Q3, while inflation is expected to 
decelerate. In Germany, the jobless rate and the HICP 

inflation measures likely remained stable in October. 

UNITED STATES 

News: As the FOMC began their two-day meeting, 

market participants were treated to decidedly mixed 

readings on the economy. A reported contraction in 

auto-dealer revenues left headline retail sales a tick 
lower in September, but ‚control‛ purchases 

reaccelerated, besting the median Street expectation. 

Home prices reaccelerated in August, lifting the 

S&P/Case-Shiller Index 12.8% above its year-ago level. 
Consistent with the Washington-induced slide in other 

sentiment soundings, the Conference Board’s 

consumer confidence gauge tumbled to a six-month 
low in October. Inflation remained quiescent at the 

producer level last month. 

Up Next: The FOMC will release their post-meeting 

communiqué. Although there may be some tweaks to 
the assessments of economic conditions and risks, we 

anticipate no substantive policy changes. ADP 

employer services will provide an update on private-

sector job creation in October. Price pressure probably 
remained dormant at the retail level last month. 

ASIA 

News: As expected, Japan’s unemployment rate fell 

back to 4.0% in September from 4.1% in August. The 
Reserve Bank of India retained a hawkish stance and 

lifted its policy repo rate by 25bps to 7.75, in line with 

the expectations. 

Up Next: South Korea’s IP likely fell rather sharply by 

2.5% mom and 3.6% yoy in September, reversing the 

August gains. On the contrast, Japan’s IP should grow 

1.3% mom or 5.1% yoy in September, following the 
temporary pullback in August. 

 

Low availability of credit is usually cited as the main reason 

for the lack of lending to UK SMEs. However, the problem 

might equally lie on the demand side. SMEs’ investment 

intentions are currently quite muted and the key factor they 

cite in this regard is the uncertainty of demand, not lack of 

finance. This uncertainty should be reduced as the 

economy continues to improve but the process might be 

slow. Don’t hold your breath for a rapid increase in SME 

loan growth. 

The UK government and the Bank of England have gone 

to great lengths to try to boost lending to SMEs, most 

recently In April this year with an enormous subsidy via 

the Funding for Lending Scheme (FLS). The extension to 

the scheme specified that “For every £1 of net lending to 

SMEs in 2014, banks will be able to draw £5 from the 

scheme in the extension period.  And to encourage banks 

to lend to SMEs sooner rather than later, every £1 of net 

lending to SMEs during the remainder of 2013 will be 

worth £10 of initial borrowing allowance in 2014.”   

Yet the impact has been minimal. The latest money and 

credit data for the month of September released on 

Tuesday show that lending to SMEs is still falling.  

Loans to SMEs not responding to funding subsidies 

 

 

Source: BoE, Datastream, SG Cross Asset Research/Economics 

brian.hilliard@sgcib.com 
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Continued from page 1 

Why might this be so? 

The government suspects that the banks have been 

restricting the supply of credit to that class of borrower. 

Thus, the key motivation for the extension to the FLS was 

to provide a massive incentive to the banks to increase 

that supply to such companies.  

According to the banks’ response to the Bank of England 

Q3 Credit Conditions survey, they are planning to boost 

lending significantly to SMEs in the current quarter, 

perhaps because of the increased incentives from the 

FLS scheme.   

Corporate credit availability by firm size  

(Positive balance indicates an increase in availability; blue bars 

are actual, red diamonds are expectations for the coming quarter) 

 

 

Source: Bank of England,  SG Cross Asset Research/Economics 

 

SME demand for finance has until recently been weak 

However, according to the same survey, it is only recently 

that SMEs’ demand for finance has increased rather than 

decreased. This could be for a variety of reasons. For 

example, those companies might have felt dissuaded 

from applying for loans because they felt that supply 

factors not captured in this survey might have been 

making loan conditions too onerous to contemplate. But 

another possibility is that the demand conditions that 

SMEs were facing made it uneconomic to take on fresh 

finance commitments.  

 

 

 

 

Corporate credit demand by firm size 

 

 

Source: Bank of England, SG Cross Asset Research/Economics 

We need to ask whether SMEs actually need more 

money at present 

The CBI SME survey provides a wealth of detail on SME 

operations. The chart below shows that, despite the 

marked improvement in the state of the economy evident 

since the spring, this class of company remains reluctant 

to invest in new plant and machinery. Why? Capacity 

utilisation has not risen, which suggests that they are still 

experiencing weak demand.   

SME investment restrained by weak demand? 

 

 

Source: CBI, Datastream, SG Cross Asset Research/Economics 
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Often, one hears anecdotal evidence that the problem lies 

in access to finance but the CBI survey results suggest a 

more subtle story. When asked what factors have limited 

their investment plans for the coming year, companies 

respond that finance is not at the top of the list. Of the 

factors considered, by far the most important was the 

uncertainty of demand.  

Uncertainty of demand dwarfs finance concerns 

 

 

Source: CBI, Datastream,  SG Cross Asset Research/Economics 

The level of uncertainty appears to be falling, not only in 

the UK but across Europe generally, and that should in 

time lead to increased demand for credit from the smaller 

companies in the economy. However, such changes tend 

to occur only slowly so don’t hold your breath for a rapid 

improvement in the loan numbers for SMEs. 
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EUROPE 

Spanish consumer bounces back; lending in the UK positive 

again but SME finance remains weak 

The Spanish National Statistics Institute (INE) revealed that 

retail sales popped by 2.2% yoy in September – the largest 

rise since March 2010 – after the 4.4% yoy decline of 

August. The information contained in this report hints at a 

sizable 0.5% qoq rise in household consumption 

expenditures in Q3, which would be the first advance 

recorded since the first quarter of 2012. 

In the UK, lending was positive again but SME finances 

remain weak. 

 

Be careful in interpreting Spanish yoy figures 

The September rise, mostly driven by a 5.2% yoy surge in 

non-food retail sales, should however not be taken at face 

value. There have definitely been some signs of recovery 

in Spanish retail sales in recent months, but not as strong 

as the latest yoy gyrations might suggest. 

Spanish retail sales entering Q4 with a light wind at their backs 

  

 

Source: Spanish INE, SG Cross Asset Research / Economics 

Anyway, retail sales rose in Q3 

On a monthly basis, retail sales in volume terms – 

excluding petrol station receipts – were indeed down by 

1% in September, after seasonal adjustment. However, 

even with that drop, retail sales were on average 1.3% 

stronger in Q3 than in Q2. 

Household consumption expenditures should reflect 

that improvement 

The information contained in this report hint at a sizable 

0.5% qoq rise in household consumption expenditures in 

Q3, which would be the first advance recorded since the 

first quarter of 2012. We will nevertheless have to wait 

until the final release of Spanish GDP (on November 28) 

to know whether that estimate was valid, since the INE 

will not provide a detailed breakdown in the National 

Accounts report to be published today. 

Q4 set to be decent as well 

The momentum entering the final quarter of the year now 

looks mildly favourable. Retail sales in September 

remained 0.1% above the Q3 average. Though modest, it 

is at least positive, in contrast to the negative values of 

recent quarters. (see accompanying chart, right). 

yacine.rouimi@sgcib.com 

 

Better tone continues in UK lending data but SME 

finance still weak 

The UK money and credit release showed mortgage 

approvals picking up much as expected - a slightly faster 

pace from 63.4k to 66.7k. This is still very low compared 

to all the hype about the housing boom though but further 

gains are certain to follow. Consumer credit was a little bit 

weak at only £0.4bn.   

UK money and lending growth 

  

 
Source: BoE, Datastream, SG Cross Asset Research/Economics 

The most encouraging detail of the data was the second 

successive month of positive lending growth on the key 

M4ex IOFC lending measure, at 1.5% 3mth pa after 

2.1%. Moreover, the sectoral breakdown was better than 

last month’s. The bulk of the improvement in lending last 

month was due to a surge in lending to other financial 

corporations (so money flows staying within the financial 
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sector) but this month it fell. The driver this month was the 

pickup in lending to non-financial corporations (3.8% 

3mth pa after only 0.3%). Lending to households 

continued at 1.3% 3mth pa in September.   

Unfortunately, the news remained poor for SMEs a key 

target of government and BoE Funding for Lending 

initiative. Lending to SMEs fell yet again by £0.4bn after 

£0.6bn the previous month.  Overall, the report is showing 

some better lending growth but a revival in SME finance 

is still lacking – see today’s front story.  

brian.hilliard@sgcib.com 

Upcoming Data & Events 
 GMT Period Prior SG  Con 

Wednesday 30 October 

SP GDP QoQ 08:00 Q3 -0.1 0.1 0.1 

SP GDP YoY 08:00 Q3 -1.6 -1.2 -1.2 

SP CPI EU Harmonised (% yoy) 08:00 Oct. P 0.5 0.4 0.4 

SP CPI (% yoy) 08:00 Oct. P 0.3 0.1 0.3 

GE Unempl. change (000’s) 08:55 Oct 25 7 0 

GE Unemployment rate, % (s.a.) 08:55 Oct 6.9 6.9 6.9 

GE CPI (% mom) 13:00 Oct. P 0.0 0.1 0.0 

GE CPI (% yoy) 13:00 Oct. P 1.4 1.4 1.4 

GE CPI EU Harmonised (% MoM) 13:00 Oct. P 0.0 0.1 0.0 

GE CPI EU Harmonised (% YoY) 13:00 Oct. P 1.6 1.6 1.5 

Spain to exit recession in Q3 

In Q3 2013, we expect the Spanish real GDP to have 

grown by 0.1%, pulling Spain out from a 9 quarters long 

recession. As mentioned in our Country Notes, we 

anticipated H2 to see a turn in the Spanish GDP trend, 

boosted by external demand. Spanish exports have 

benefited from the improvement in the European 

economic situation, still Spain’s biggest export 

destination. Europe is currently at 71.1% despite a 

significant decrease in favour of emerging markets during 

the last years. We expect internal consumption to stall all 

through H2 2013 - despite the small improvement in 

unemployment in Q3, to 25% vs. a previous 26%, the 

labour market situation is still too poor to stimulate 

domestic demand in the short term. As before, we see the 

2013 real GDP in negative territory at -1.0%, with more 

amendments to government expenditure items expected. 

As the Bank of Spain pinpointed in its latest economic 

report, government consumption and specifically 

employee compensation is yet to be adjusted. We thus 

expect the impact on GDP to kick in early 2014 and bring 

Spain back to recession.  

Spain – Q3 GDP 

  

 

Source: INE, SG Cross Asset Research/Economics 

 

Flash HICP inflation for Spain expected to decelerate 

to 0.4% yoy 

We forecast that the HICP inflation will fall by a tick to 

0.4% yoy in October, while the national CPI measure is 

expected to print at 0.1% yoy. As usual, there will be no 

details with the flash release, but we expect a 

deceleration in the services component to explain the fall. 

In September, the long awaited VAT effect dropped out of 

annual comparison. This effect, combined with a fall in 

food prices brought the HICP inflation reading from 1.6% 

yoy in August to 0.5% yoy in September. 

Looking ahead, we expect HICP inflation to pick up 

marginally at year-end to 0.8% yoy in December. Further 

ahead, HICP inflation should slow down again, to average 

0.1% yoy in 2014. 

Spain – Inflation 

  

 

Source: Eurostat, SG Cross Asset Research/Economics 

 

 

 

-5.0%

-3.0%

-1.0%

1.0%

3.0%

5.0%

7.0%

-0.8%

-0.6%

-0.4%

-0.2%

0.0%

0.2%

Q1 
2010

Q3 
2010

Q1 
2011

Q3 
2011

Q1 
2012

Q3 
2012

Q1 
2013

Q3 
2013

Q1 
2014

Real GDP (% change QoQ) (rhs) Export (% change QoQ)

SG Forecast

-2

-1

0

1

2

3

4

5

6

1999 2001 2003 2005 2007 2009 2011

Spain HICP

Spain Core

This document is being provided for the exclusive use of JACKY SOONG (PACIFIC GROUP)

https://publication.sgresearch.com/en/3/0/0/129776.html?sid=997e43a9c69eb5b81a5b9cde773498b1
http://www.bde.es/f/webbde/SES/Secciones/Publicaciones/InformesBoletinesRevistas/BoletinEconomico/13/Oct/Files/coye.pdf
http://www.bde.es/f/webbde/SES/Secciones/Publicaciones/InformesBoletinesRevistas/BoletinEconomico/13/Oct/Files/coye.pdf


 
 On our minds today 

 

 

30 October 2013 6 

 

30 Oc tob er 2 013  

 

Labour market showing signs of stabilisation in 

Germany 

Having finally increased slightly in the past two months, 

we expect to see a gradual improvement in the labour 

market in the coming months. For October we still expect 

a rise in unemployment, but at a lower rate than in the 

recent past. Employment growth has continued at brisk 

speed, decelerating to 0.5% yoy in August, while also 

have turned around and started to increase again in 

August and September. This suggests that we could soon 

see the German unemployment rate falling back to its 20-

year historical low of 6.8%. Looking ahead into 2014, we 

expect a continued improvement in the labour market 

which may result in emerging wage pressures in sectors 

with skill shortages (such as engineers, health workers 

and specialised technical staff). This should also support 

private consumption in Germany, with subdued inflation 

resulting in additional real disposable income growth, 

which in turn will be helpful for reducing external 

imbalances in Germany and support growth in the rest of 

Europe. 

Germany – Unemployment 

  

 

Source: Datastream, SG Cross Asset Research/Economics 

German October HICP inflation stable at 1.6% yoy in 

October 

German HICP inflation stabilized at 1.6% yoy in 

September and we expect it to grow at the same pace in 

October. Looking at the details, most of the components 

should remain stable except from the energy component 

which will likely reflect a positive base effect on a yearly 

comparison. 

Looking ahead, we expect HICP inflation to edge higher 

to 1.7% yoy at year-end. Further ahead, the tight labour 

market should put more upward pressure on wages; we 

thus expect HICP inflation to average 1.8% yoy next year. 

Germany – Inflation 

  

 

Source: Eurostat, SG Cross Asset Research/Economics 
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UNITED STATES 

Mixed data as the FOMC meets 

As the FOMC began their two-day meeting, market 

participants were treated to decidedly mixed readings on 

the economy. A reported contraction in auto-dealer 

revenues left headline retail sales a tick lower in 

September, but “control” purchases reaccelerated, besting 

the median Street expectation. Home prices reaccelerated 

in August, lifting the S&P/Case-Shiller Index 12.8% above 

its year-ago level. Consistent with the Washington-induced 

slide in other sentiment soundings, the Conference 

Board’s consumer confidence gauge tumbled to a six-

month low in October. Inflation remained quiescent at the 

producer level last month. 

Despite decline, retail sales remained in “control” 

The largest decline in auto-dealer revenues since October 

2012, left retail and food services sales 0.1% lower in 

September, after an unrevised 0.2% uptick in August (see 

accompanying chart). While the month-to-month change 

printed a touch below both our (0.2%) and the median 

Street projections (0.0%), the aggregate result masked a 

broad-based rise in purchases last month. Indeed, nine of 

13 major store categories posted stronger receipts in 

August. Net of a 2.2% drop in motor vehicle purchases, 

retail sales climbed by 0.4%, after a 0.1% uptick in 

August and a 0.6% rise in July. Retail ‚control‛ – the 

portion of the Census Bureau’s advance report that 

further excludes building materials and gasoline 

purchases and is used by the Bureau of Economic 

Analysis to estimate nominal spending on goods – 

jumped by 0.47%, following modestly upward revised 

0.18% and 0.53% advances in August and July. During 

the summer quarter, retail ‚control‛ advanced at an 

annualized pace of 4.1%, up from 2.6% during Q2 and 

the fastest clip since last fall. 

Dip in headline sales masked a pickup in “control” purchases 

  

 
Source: Census Bureau, SG Cross Asset Research, Economics 

Home prices reaccelerated in August 

CoreLogic Case-Shiller reported that their composite 

gauge of home selling prices in twenty metropolitan areas 

climbed by 0.93% in August, after a 0.60% advance in 

July. The reference-month increase eclipsed the median 

Street call of 0.65% and placed the closely followed 

barometer 12.8% above its year-ago level. Home prices 

in the canvassed areas have risen by 17.3% since 

January 2012, reversing roughly one third of the swoon 

from the April 2006 peak (see accompanying chart). For 

the first time in four months, all metro areas posted 

sequential seasonally adjusted gains. The largest price 

hikes were posted in Las Vegas (2.3%), Los Angeles 

(1.7%), San Diego (1.6%), Atlanta (1.5%) and Tampa 

(1.5%). Chicago (0.1%), Cleveland (0.1%) and 

Washington, DC (0.3%) notched up only modest gains. 

Home price increases were universal in August 

  

 
Sources: CoreLogic Case-Shiller, SG Cross Asset Research, Economics 

Consumer confidence dropped sharply in October 

The Conference Board reported yesterday that its 

consumer sentiment barometer dropped sharply by nine 

points to 71.2 in October (1985=100) – softest reading 

since April – following a moderate 1.6-point decline in 

September. Importantly, the aforementioned reading was 

largely attributable to a sizable dive in the expectations 

sub-index, which plunged by 13.2 points to 71.5 during 

the reference period (see accompanying chart). It should 

come as no surprise given that the latest reading 

captured the recent government shutdown and debt 

ceiling crisis. In fact, it is worth highlighting that the cut-

off date for the Consumer Confidence Survey preliminary 

results was on October 17, coinciding with the end of the 

US budget impasse. Indeed, this reading marked the 

brian.jones@sgcib.com 
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strongest deterioration of consumers’ expectations for 

economic activity since August 2011, when the agency 

Standard & Poor’s downgraded the credit rating of the 

United States, resulting in a 22-point decline in this 

forward-looking measure. 

Yet another confidence shock 

  

 
Sources: Conference Board, SG Cross Asset Research/ Economics 

The Present Situation Index fell by 2.8 points to 70.7, 

thereby erasing the modest improvement posted the prior 

month from 70.9 to 73.5. Finally, the labour differential 

worsened relative to the prior month, in light of a less 

favourable appraisal of the current hiring conditions. 

Respondents claiming that jobs are ‚plentiful‛ remained 

broadly unchanged from 11.4% to 11.3%, while those 

affirming that jobs are hard to get increased from 33.6% 

to 35.8%. 

Upcoming Data & Events 
 GMT Period Prior SG  Con 

 ADP Employment, thous. 12:15 

 

Oct 166 

 

150 

 

160 

 
 CPI, % m/m 

 

12:30 

 

Sep 0.1 

 

0.2 

 

0.2 

 
 CPI, % y/y 

 

12:30 

 

Sep 1.5 

 

1.2 

 

1.2 

 
 Core CPI, % m/m 

 

12:30 

 

Sep 0.1 

 

0.1 

 

0.2 

 
 Core CPI, % y/y 

 

12:30 

 

Sep 1.8 

 

1.7 

 

1.8 

 
 CPI-U Index, NSA 

 

12:30 

 

Sep 233.877 

 

234.117 

 

234.086 

 Core CPI Index, SA 

 

12:30 

 

Sep 234.302 

 

234.506 

 

234.700 

 Consumer prices accelerated marginally in September 

With the Bureau of Labor Statistics’ (BLS) update on 

producer costs delayed due to the federal government 

shutdown, our projections for the September Consumer 

Price Index (CPI) report should be considered provisional 

and subject to revision once upstream soundings are 

released. Firmer retail food quotes, combined with 

anticipated rebounds in energy and core commodities 

costs, probably pushed the headline CPI 0.2% higher in 

September, after a 0.1% uptick in the preceding month 

(see accompanying chart). Excluding projected increases 

in food (0.2%) and energy (0.9%) costs during the 

reference period, the core CPI likely edged just 0.1% 

higher for a second consecutive month. Our forecasts 

would place the overall and core CPIs 1.2% and 1.7% 

above their respective year-ago levels. 

Firmer energy costs boosted the headline CPI in September 

  

 

Sources: Bureau of Labor Statistics, SG Cross Asset Research, Economics 
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FOMC Meeting 
Wednesday 30 October 2013  GMT Previous SG Forecast Consensus 

United States FOMC Rate Decision   0-0.25% 0-0.25% 

 Asset purchases   $85bn $85bn 

 

SG View:  Timeout 

We expect no material changes from the FOMC 

statement today, with odds of the Fed either increasing 

or decreasing the pace of purchases very close to zero. 

The economy is currently going through a period of 

uncertainty following the government shutdown, and 

having yet to fully digest the impact of higher rates. 

Therefore we expect the Fed to take this opportunity to 

take stock of recent events, but opt to wait for more 

clarity before taking any policy steps.  

The decision not to taper in September was the right one in 

retrospect. Data available to date suggests that Q3 growth is 

tracking marginally above 2%, i.e. no higher than trend. 

Employment growth has decelerated, and housing data 

remains very choppy with no clarity on the impact of higher 

mortgage rates on demand. And, the Fed’s concern about 

fiscal uncertainty has materialized. In light of these 

developments, the odds of tapering at next week’s meeting 

are virtually zero. To be sure, we view the government 

shutdown as a temporary disruption that does not alter the 

fundamentals, and we still expect stronger economic 

readings in November and beyond. However, the threshold 

for tapering now seems quite high, and the Fed will at the 

very least want to see a few months of consistently stronger 

data before reducing the pace of asset purchases. We would 

therefore put the odds of a December tapering 

announcement at 5%, January at 30% and March at 60%. 

We believe that by the end of Q1 2014, the economy will be 

on a clearly accelerating path, giving support to the first 

reduction.  

 

As for the upcoming meeting, the language will continue to 

be skewed to the dovish side. The Fed could do this by (1) 

tweaking the economic assessment; (2) revising the risk 

assessment; and (3) by strengthening forward guidance. We 

consider the probability of the latter to be around 40%, i.e. 

slightly less than even, but very possible. Changes to forward 

guidance are almost certainly coming, but we believe that the 

Fed will want to reserve these bullets for later, and use them 

as a way to offset the impact of eventual tapering. In the 

assessment of risk, the FOMC pointed in September to the 

tightening in financial conditions, which has eased modestly 

since then (see chart below). However, the earlier risks – 

namely fiscal drag and higher mortgage rates – appear to 

have had some negative impact on growth. Therefore, the 

most likely tweaks next week will be in the assessment of 

current economic conditions. In the September statement, 

the FOMC noted that the labour market had ‚shown further 

improvement‛, household and business spending had 

advanced, housing had strengthened further, and fiscal 

policy was restraining economic growth. While all these 

statements are still technically true, the Fed could tweak the 

language modestly to acknowledge the recent data 

disappointments.  

 

aneta.markowska@sgcib.com

  

FOMC Checklist  What will the Fed project for 2016?  

Rate 

decision 

No change. Fed funds to remain in 0%-0.25% range. 

Interest rate on excess reserves (IOER) to remain at 

0.25%. 

 

SOMA 

portfolio 

No change. Asset purchases to continue at $85bn per 

month.   

Rate 

guidance 

No change. Rates to remain exceptionally low as long 

as unemployment remains above 6.5%, inflation is 

projected to remain below 2.5%, and inflation 

expectations remain well anchored.  

QE guidance 

No change. Asset purchases to continue until labor 

market has improved substantially in the context of 

price stability.    

Economic 

assessment 
No change.  
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ASIA 

Japan employment improved, RBI raised the policy rate  

As expected, Japan’s unemployment rate fell back to 4.0% 

in September from 4.1% in August. The improvement was 

broadly based, except in the manufacturing sector. 

Separately, the Reserve Bank of India retained its hawkish 

stance and lifted its policy repo rate by 25bps to 7.75% on 

concern over inflation risk, in line with the expectations. 

However, the RBI cut the Marginal Standing Facility (MSF) 

by 25 bps, thereby rolling back in entirety the extraordinary 

liquidity measures adopted earlier to counter speculative 

attack on the INR. 

Japan unemployment rate back on track 

As expected, Japan’s unemployment rate fell back to 

4.0% in September from 4.1% in August, but still above 

the five-year low of 3.8% in July. Seasonally adjusted, the 

number of persons employed rose by 190 thousand (or 

0.3%) in September from August. The rise was broadly 

based, with notable employment increases in various 

business areas, including construction, wholesale/retail 

sales, and accommodations/dining services. However, 

the number of persons employed in manufacturing 

decreased. 

The weak employment in the manufacturing sector was in 

line with the Tankan survey, in which employment 

conditions are measured by a diffusion index (DI) (= 

‚excessive employment‛ minus ‚insufficient 

employment‛, in % points). The latest Tankan survey 

showed that manufacturers’ employment conditions 

improved to 5 in Q3 from 9 in Q2. As a positive DI implies 

excessive employment, the result meant that the 

manufacturing sector was over-staffed and remained 

cautious about increasing hiring. Hence, the 

unemployment rate of around 4.0% may help to stop the 

declines in aggregate wages, but not strong enough to 

support persistent improvement in the domestic demand. 

In our view, further yen depreciation to a level of around 

USD/JPY 110 is necessary to push up the equity market 

as well as the sentiment further to drive a strong 

economic recovery. 

The recent Tankan survey as well as employment data 

show that the Japanese labour market conditions, 

especially in the non-manufacturing, are improving. Once 

the employment conditions in manufacturing follows suit, 

we should expect the unemployment rate to resume a 

steady downward trend, possibly reaching around 3.5%. 

 

 

Japan unemployment rate and jobs to applicants ratio 

  

 
Source: Statistics Bureau, INDB, SG Cross Asset Research/Economics 

kiyoko.katahira@sgcib.com 

 

As expected, the Reserve Bank of India (RBI) hiked the 

policy rate by 25 bp from 7.5% to 7.75%. Contrary to our 

expectations, however, the bank cut the Marginal Standing 

Facility (MSF) by 25 bp, thereby fully rolling back the 

extraordinary liquidity measures adopted earlier to counter 

speculative attacks on the INR.  

The RBI also confirmed its increasing focus on CPI as 

opposed to WPI (as was mentioned in our preview) and 

has, for the first time, given a forecast for CPI. However, 

the central bank continues to be concerned about inflation. 

Indeed, it is fighting a lone battle in the absence of any 

governmental intervention and this means a continued 

hawkish stance. 

Inflation remains the key concern 

As expected, the RBI is concerned about inflation 

remaining elevated during the remainder of the year. 

Persistently elevated non-core inflation and a 

depreciating INR will continue to act as tailwinds on 

inflation and feed through to a wage price spiral. Given 

the clear signals of demand destruction that the Indian 

economy is experiencing, inflation on manufactured 

products is quite benign as reflected in core WPI inflation. 

What is remarkable, though, is that the core WPI index is 

still inching up despite all the evidence of demand 

destruction. On the other hand, core CPI inflation remains 

strong, which is indicative of an elevated level of services 

inflation. The second quarter monetary review clearly 

spells this out. ‚While food inflation pressures could 

recede somewhat on the back of a normal south-west 
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monsoon, upside risks exist. These stem largely from 

second-round effects of high food and fuel inflation. This, 

to an extent, is already reflected in the stubborn non-food 

and non-fuel component of CPI inflation. Risks also arise 

from high wage growth and rising costs of transport, 

education and health services. Furthermore, structural 

elements and the ratchet effect may check the fall in food 

inflation arising from a good harvest 

Core CPI remains elevated 

  

 
Sources:, RBI, SG Cross Asset Research, Economics 

However, the slowdown in growth will also play on the 

RBI’s mind 

With India heading towards its 16th general election during 

spring 2014, government expenditure has spiked while private 

domestic demand exhibits continuous signs of running out of 

steam. What is even more alarming is that gross fixed capital 

formation (GFCF) has been easing and actually contracted 

during Q1 14. The RBI is relatively hopeful of a recovery during 

the second half of the financial year, though it expects the 

recovery to be modest at best. Not surprisingly, the RBI has 

cut its annualised GDP growth forecast for the year from 5.5% 

to 5% while the revised consensus estimate of the RBI’s 

professional forecasters survey pegs the GDP forecast for the 

current year at 4.8% of GDP (in line with our estimate), down 

from the previous estimate of 5.7%. 

With domestic demand persistently losing steam, 

manufacturers ended up with increasing inventories for 

the whole of last year. Not surprisingly, during the first 

quarter of the current year, they responded by reducing 

capacity utilisation and preferred to draw down 

inventories, albeit marginally. This will prove to be an 

additional headwind for the economy, though the recent 

pick-up in exports may provide some succour 

 

 

 

Sustained inventory accumulation led to a fall in capacity utilization 

  

 

Sources:, : RBI, SG Cross Asset Research, Economics 

Government unlikely to prevent fiscal slippage 

Unfortunately, the RBI is fighting a lone battle as the 

government is clearly in election mode. Although the RBI is 

exhorting the government to undertake measures to avert 

fiscal slippage by reducing revenue spending, especially 

poorly targeted subsidies, the government responded by 

planning to roll over $15 bn worth of subsidy spending to next 

year’s budget without taking any worthwhile measures to cut 

wasteful expenses. Clearly, election imperative has resulted in 

the government getting into an ‘I owe you’ mode of managing 

its expenses. The only positive outcome of this development is 

that, through this accounting gimmick, the government may be 

able to keep the fiscal deficit down to 4.8% of GDP and may 

avert what would have been a potential cutback in its capital 

expenditure this year. It is important that public investment be 

boosted to crowd-in private investment with a view to 

supporting a revival in the economy as this would unleash a 

virtuous cycle and boost overall business sentiment in the 

economy. 

Without doubt, the slowdown in the Indian economy is 

more structural than cyclical. Multiple cases of corruption, 

continued policy paralysis, elevated levels of inflation and 

falling domestic demand have led to a major downturn in 

investment activity in the economy. Hence, ensuring a 

revival in investment is key to turning around India’s 

fortunes. 
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Falling fixed capital formation 

  

 

Source: RBI, SG Cross Asset Research, Economics 

Monetary policy outlook 

While the RBI hiked the repo rate by 25bp, it restored 

normalcy to the interest rate corridor by cutting the MSF 

(marginal standing facility) by 25bp, thereby fully reversing the 

extraordinary liquidity (read squeezing) measures adopted 

earlier to contain currency volatility. It also sought to increase 

liquidity (provided through term repos of 7-day and 14-day 

tenor) by increasing the availability from 0.25% of net demand 

and time liabilities (NDTL) of the banking system to 0.5%. 

 

With inflation being an over-riding concern, we believe 

that the RBI will make one final tightening move at the 

next policy meeting, increasing the policy rate by another 

25bp before taking a pause. It is also important to 

encourage Indian household to save more and reduce 

dependency on foreign funding to finance India’s 

investment needs and hence keep the CAD (current 

account deficit) under check 

kunal.kundu@sgcib.com 

Upcoming Data & Events 
 BST Period Prior SG  Con 

Wednesday 30 October 

SK Industrial production,  % mom 00:00 Sep 1.8 -2.5 -0.4 

SK Industrial production, %  yoy 00:00 Sep 3.3 -3.6 1.9 

JN Industrial Production % mom 00:50 

 

Sep -0.9 

 

1.3 

 

1.8 

JN Industrial Production % yoy 00:50 

 

Sep -0.4 

 

5.1 

 

5.5 

 South Korea - Auto sector should continue to drive 

volatility in overall industrial production 

Industrial production likely fell rather sharply, by 2.5% 

mom and 3.6% yoy in September, reversing the August 

gains. The fall in the number of working days owing to 

longer Chuseok holidays this year can partially explain the 

decline in yoy growth. However, it is auto sector which is 

expected to drive volatility in overall industrial production. 

Seasonally-adjusted mom growth in auto production rose 

from -6.8% in July to 18.9% in August, which raised 

overall industrial production growth from -0.3% to 1.8% 

over the same period. But, even after taking the Chuseok 

holidays into account, the industry data indicated a 

sizeable contraction in auto production in September, of -

18% mom on a seasonally-adjusted basis, which would 

weigh on industrial production. Other key sectors such as 

electronics and chemicals also showed largely sluggish 

performances according to trade data. We await the 

October data to see a clear trend in industrial production 

that is free of the volatility generated by the auto sector as 

well as the distortion from the Chuseok holidays. 

South Korea – Industrial Production 

  

 
Source: Statistics Korea, Korea Customs Office, CEIC, SG Cross Asset Research/Economics 
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Japan - Industrial production to rebound from a 

temporary pullback 

Japan’s industrial production in August was weaker than 

expected at -0.9% mom and -0.4% yoy. However, the 

survey of production plans for the next two months was 

strong (+5.2% mom for September and +2.5% mom for 

October). We think that the weak August result was a 

temporary pullback, and we expect growth of +1.3% 

mom in September, or 5.1% yoy. That said, our forecast 

is notably weaker than production plan survey, mainly 

because of the weaker-than-expected export 

performance in September. But over a longer-term 

horizon a global economic recovery and the more 

competitive yen are expected to support growth in 

Japan’s export industries. 

 

 

Japan – Industrial Production 

  

 
Source: METI, SG Cross Asset Research/Economics: 
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EMERGING EUROPE 

Hungarian Central Bank: key rate cut by 20bp to 3.40% 

Yesterday, the Hungarian central bank cut its key interest 

rate by 20bp to 3.40%, which was in line with market 

expectations. This was the fifteenth cut in a row.   

Yesterday, the Hungarian central bank (Magyar Nemzeti 

Bank - MNB) cut its key interest rate by 20bp to 3.40%, 

which was in line with our and market expectations. The 

key interest rate has been on a downtrend since August 

2012, when it stood at 7.00%, which means that the 

central bank has cut the key interest rate by 360bp in 

more than one year.  

The minutes from the previous meeting showed that six 

central bankers voted in favour of a 20bp reduction owing 

to developments in inflation and the real economy as well 

international events. Consumer price inflation remains at 

historically low levels and below the NBH’s inflation target 

of 3%. In September, inflation stood at 1.4% yoy, near a 

39-year low. In mom terms, consumer inflation increased 

0.5%. The remaining central banker (Pleschinger) 

favoured a 10bp reduction and was of the view that the 

slope of the yield curve of the Hungarian government 

securities market had increased, and also that it might 

reflect market concerns on a continuation of the easing 

cycle.  

This was the eighth meeting under the leadership of 

Governor Matolcsy, the former Minister of National 

Economy in Orban’s government. In March, he replaced 

former Governor Simor. Governor Matolcsy is 

cooperating with Orban in an effort to boost the 

Hungarian economy. Most recently published data 

suggest modest improvement. Final GDP for Q2 13 stood 

at 0.1% qoq (SA), implying year-on-year growth of 0.5%. 

August’s industrial production increased 0.7% mom (SA) 

and 0.9% yoy (WDA). In August, retail sales enjoyed a rise 

of 1.5% yoy. The PMI increased from 51.3 points in 

August to 54.5 points in September, i.e. expansion 

territory. In September the unemployment rate decreased 

to 9.8% from 9.9% in August.  

Before the rate cut announcement, the HUF slightly 

depreciated to 293.60 HUF/EUR. After the 

announcement, the HUF further depreciated. 

jana_malickova@kb.cz 
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Calendar 

Tuesday 29 Oct 2013 
         BST Period Previous 

SG 

Forecasts CNS/Actual 

South Korea BoP Current Account Balance 23:00 (-1D) Sep 5676.7R . 6571.1A 

 

BoP Goods Balance 23:00 (-1D) Sep 5280R . 5703A 

Japan Overall Household Spending (% YoY) 23:30 (-1D) Sep -1.6 . 3.7A 

 

Jobless Rate 23:30 (-1D) Sep 4.1 4 4A 

  Job-To-Applicant Ratio 23:30 (-1D) Sep 0.95 0.96 0.95A 

 

Retail Trade (% YoY) 23:50 (-1D) Sep 1.1 . 3.1A 

  Retail Sales (% MoM) 23:50 (-1D) Sep 0.9 . 1.8A 

 

Large Retailers' Sales 23:50 (-1D) Sep -0.1 . 0.7A 

Brazil Central Govt Budget Balance   Sep 0.1 . -0.5 

Spain Spain Budget Balance YtD 

 

Sep -47.58 . -36.71A 

Japan Small Business Confidence 05:00 Oct 49.8 . 50.8A 

India RBI Cash Reserve Ratio 05:30 

 

4 . 4A 

  RBI Repurchase Rate 05:30   7.5 7.75 7.75A 

 

RBI Reverse Repo Rate 05:30 

 

6.5 . 6.75A 

Germany GfK Consumer Confidence 07:00 Nov 7.1 7.1 7.2 

France Consumer Confidence 07:45 Oct 85 85 85A 

Hungary Unemployment Rate 08:00 Sep 9.9 . 9.8A 

Spain Retail Sales WDA (% YoY) 08:00 Sep -4.4R . 2.2A 

  Retail Sales (% YoY) 08:00 Sep -4.4R . 2.2A 

Taiwan Bounced Check Ratio 08:20 Sep 0.19 . 0.18A 

UK Net Consumer Credit 09:30 Sep 0.6 0.7 0.4A 

 

Net Lending Sec. on Dwellings 09:30 Sep 1.1R . 1A 

  Mortgage Approvals 09:30 Sep 63.4R 67 66.7A 

 

Money Supply M4 (% MoM) 09:30 Sep 0.7 . 0.6A 

  M4 Money Supply (% YoY) 09:30 Sep 2.1 . 2.6A 

 

M4 Ex IOFCs 3M Annualised 09:30 Sep 4.5R . 4.3A 

Chile Manufacturing Index (% YoY) 12:00 Sep -2 . -1A 

 

Retail Sales (% YoY) 12:00 Sep 12 . 7A 

  Copper Production Total 12:00 Sep 492883 . 489170A 

Brazil Outstanding Loans (% MoM) 12:30 Sep 1.3 . 0.8A 

  Total Outstanding Loans 12:30 Sep 2578 . 2598A 

 

Personal Loan Default Rate 12:30 Sep 7R . 7A 

  Private Banks Lending 12:30 Sep 1271 . 1282A 

US PPI (% MoM) 12:30 Sep 0.3 0.3 -0.1A 

  PPI Ex Food and Energy (% YoY) 12:30 Sep 1.1 1.3 1.2A 

 

PPI (% YoY) 12:30 Sep 1.4 0.7 0.3A 

  Retail Sales Advance (% MoM) 12:30 Sep 0.2 0.2 -0.1A 

 

Retail Sales Ex Auto and Gas 12:30 Sep 0.1 1 0.4A 

  Retail Sales Control Group 12:30 Sep 0.2 0.7 0.5A 

 

Retail Sales Ex Auto (% MoM) 12:30 Sep 0.1 0.9 0.4A 

  PPI Ex Food and Energy (% MoM) 12:30 Sep 0 0.2 0.1A 

Hungary Central Bank Rate Decision 13:00 

 

3.6 . 3.4A 

US S&P/CS 20 City (% MoM) SA 13:00 Aug 0.6R 1.04 0.93A 

 

S&P/CS Composite-20 (% YoY) 13:00 Aug 12.31R 12.86 12.82A 

  S&P/CaseShiller Home Price Index NSA 13:00 Aug 162.39R 164.57 164.53A 

 

Business Inventories 14:00 Aug 0.4 0.2 0.3A 

  Consumer Confidence Index 14:00 Oct 80.2R 75 71.2A 

Mexico International Reserves Weekly 15:00 25 Oct 173236 . 174262A 

       
       Wednesday 30 Oct 2013 

         BST Period Previous 

SG 

Forecasts CNS/Actual 

South Korea Business Survey Manufacturing 21:00 (-1D) Nov 82 .   

 

Business Survey Non-Manufacturing 21:00 (-1D) Nov 72 . 

   Industrial Production SA (% MoM) 23:00 (-1D) Sep 1.8 -2.5 -0.4 

 

Industrial Production (% YoY) 23:00 (-1D) Sep 3.3 -3.6 1.9 

  Cyclical Leading Index Change 23:00 (-1D) Sep 0.3 .   

Japan Industrial Production (% MoM) 23:50 (-1D) Sep P -0.9 1.3 1.8 

  Industrial Production (% YoY) 23:50 (-1D) Sep P -0.4 5.1 5.5 

Germany CPI Baden Wuerttemberg (% MoM) 

 

Oct 0.1 . 

   CPI Baden Wuerttemberg (% YoY)   Oct 1.2 .   

 

CPI North Rhine Westphalia (% MoM) 

 

Oct 0 . 

   CPI North Rhine Westphalia (% YoY)   Oct 1.5 .   

Japan Vehicle Production (% YoY) 04:00 Sep -7.6 . 

 Switzerland UBS Consumption Indicator 07:00 Sep 1.32 .   

Euro area ECB Calls for Bids in 7-Day Dollar Tender 08:00 

  

. 
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Germany CPI Saxony (% MoM) 08:00 Oct 0 .   

 

CPI Saxony (% YoY) 08:00 Oct 1.5 . 

 Spain GDP QoQ 08:00 3Q P -0.1 0.1 0.1 

 

GDP (% YoY) 08:00 3Q P -1.6 -1.2 -1.2 

  CPI EU Harmonised (% YoY) 08:00 Oct P 0.5 0.4 0.4 

 

CPI (% YoY) 08:00 Oct P 0.3 0.1 0.3 

Switzerland KOF Leading Indicator 08:00 Oct 1.53 1.62 1.6 

Euro area ECB's Constancio Speaks in Brussels 08:05 

  

. 

 Sweden Wages Non-Manual Workers (% YoY) 08:30 Aug 1.6 .   

Germany Unemployment Change (000's) 08:55 Oct 25 7 0 

  Unemployment Rate 08:55 Oct 6.9 6.9 6.9 

 

CPI Brandenburg (% MoM) 09:00 Oct -0.1 . 

   CPI Brandenburg (% YoY) 09:00 Oct 1.3 .   

 

CPI Hesse (% MoM) 09:00 Oct 0 . 

   CPI Hesse (% YoY) 09:00 Oct 1.1 .   

Norway Unemployment Rate AKU 09:00 Aug 3.6 . 3.6 

  Retail Sales W/Auto Fuel (% MoM) 09:00 Sep 0.2 . 0.5 

Portugal Consumer Confidence Index 09:30 Oct -45.3 . 

   Economic Climate Indicator 09:30 Oct -1.6 .   

Brazil FGV Inflation IGPM (% MoM) 10:00 Oct 1.5 . 0.91 

  FGV Inflation IGPM (% YoY) 10:00 Oct 4.4 . 5.33 

Euro area ECB Announces Allotment in 7-Day Dollar Tender 10:00 

  

. 

   Business Climate Indicator 10:00 Oct -0.2 . -0.19 

 

Economic Confidence 10:00 Oct 96.9 97.5 97.2 

  Industrial Confidence 10:00 Oct -6.7 . -6.5 

 

Consumer Confidence 10:00 Oct F -- . -14.5 

  Services Confidence 10:00 Oct -3.3 . -2.8 

Portugal ECB's Costa Speaks at OMFIF Event in London 10:30 

  

. 

 Brazil PPI Manufacturing (% MoM) 11:00 Sep 1.48 .   

 

PPI Manufacturing (% YoY) 11:00 Sep 5.97 . 

 Germany CPI Bavaria (% MoM) 11:00 Oct 0.1 .   

 

CPI Bavaria (% YoY) 11:00 Oct 1.4 . 

 Portugal Industrial Production (% MoM) 11:00 Sep 8.3 .   

 

Industrial Production (% YoY) 11:00 Sep 0.6 . 

   Retail Sales (% MoM) 11:00 Sep 4.8 .   

 

Retail Sales (% YoY) 11:00 Sep -0.1 . 

 US MBA Mortgage Applications 11:00 25 Oct -0.6 .   

Chile Unemployment Rate 12:00 Sep 5.7 . 5.8 

Russia CPI WoW 12:00 28 Oct 0.2 .   

 

CPI Weekly YTD 12:00 28 Oct 5.2 . 

 US ADP Employment Change 12:15 Oct 166 150 150 

 

CPI (% MoM) 12:30 Sep 0.1 0.2 0.2 

  CPI Ex Food and Energy (% MoM) 12:30 Sep 0.1 0.1 0.2 

 

CPI Ex Food and Energy (% YoY) 12:30 Sep 1.8 1.7 1.8 

  CPI (% YoY) 12:30 Sep 1.5 1.2 1.2 

 

CPI Core Index SA 12:30 Sep 234.302 234.506 234.7 

  CPI Index NSA 12:30 Sep 233.877 234.117 234.086 

Germany CPI (% MoM) 13:00 Oct P 0 0.1 0 

  CPI (% YoY) 13:00 Oct P 1.4 1.4 1.4 

 

CPI EU Harmonized (% MoM) 13:00 Oct P 0 0.1 0 

  CPI EU Harmonized (% YoY) 13:00 Oct P 1.6 1.6 1.5 

Brazil Central Bank Posts Currency Flows' Data for Prev. Week 14:30 

  

. 

 US FOMC Rate Decision 18:00   0.25 0.25 0.25 

 

Fed Pace of MBS Purchases 18:00 Oct 40 . 40 

  Fed Pace of Treasury Purchases  18:00 Oct 45 . 45 

Euro area ECB's Asmussen Speaks in Stuttgart, Germany 19:00     .   
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Recent publications 
Asian Themes – Deflating China’s credit bubbles 

(19/09/2013) 

 
Latam Themes – Latam currencies: Black swan can easily 

eclipse fundamentals (18/09/2013) 

 

China has a debt problem. The most striking 

features of China’s Great Leveraging since 

2008 are: the unprecedentedly rapid growth 

in debt and the resulting alarmingly high 

level of corporate debt, which fed a 

dangerous escalation in capital 

misallocation and declining growth 

efficiency. This has not yet become a 

solvency issue, but liquidity risk is brewing, 

and the rise of the shadow banking system 

is further complicating matters. 

 

 

In a fixed-effect panel model for six Latam 

countries, we find a greater impact from black 

swan type events on currency movement than 

from country fundamentals or fixed effects. A 

financial outflow dummy variable that captures 

the 2008-09 crisis had the largest and 

statistically most significant impact on 

currencies, causing 15% depreciation on 

average after factoring in fundamentals such as 

a growth differential with the US, real interest 

rates and changes in current account balance.  

Global Economic Outlook – Looking under the hood of 

recovery (10/09/2013) 

 
American Themes – Fed exit motto: shorter, stronger, 

higher (04/09/2013) 

 

For recoveries to be sustainable, a certain 

number of conditions must be in place; 

investors would be well advised to look 

under the hood of recoveries before drawing 

investment conclusions. This is the central 

theme of our new Global Economic Outlook 

centred on five anchor themes and 

introducing full coverage of Chile in our 

Country Notes. 

 

 

It has been our longstanding view that the US 

economy will break above trend growth 

beginning in H2 2013, prompting the Fed to 

wind down its asset purchase program and 

beginning a long process of policy reversal. In 

this piece, we offer a guide to the Fed’s 

likely exit path and discuss trading opportunities 

that are likely to emerge in the process. 

European Themes – Germany after the elections: 

Without reform, German growth to fall below 1% 

(03/09/2013) 

 

CEE Themes – Fiscal consolidation in CEE – Some CEE 

countries go into reverse (25/07/2013) 

 

Ahead of the federal elections on 22 

September, the German economy is in a 

good shape -enjoying record low 

unemployment as well as external and fiscal 

surpluses. However, severe headwinds are 

emerging from an aging population. 

Germany’s labour force could drop nearly 

7% by 2025 without reform, resulting in 

potential growth of below 1% by the early 

2020s. This could also put pressure on 

competitiveness through higher wages and 

inflation.  

 

 

Up until now fiscal consolidation prospects in 

Central and Eastern European countries (CEE) 

had been promising. Yet, speculation about the 

Fed tapering spoiled the party. CEE government 

bond yields surged and spreads widened 

notably. We had a more detailed look at the 

fiscal outlook for CEE countries and also find 

domestic factors, which point towards higher 

CEE government bond yields. 

For further details on the Global Economic Outlook see our latest country notes 
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