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Markets await the results of the US elections 

 

Themes 

 We had the first attempt of the 1200 level in S&P500 days ago, but failed. Look for a retest of this 

level as we approach the day for the launch of Fed’s QE programme this week. 

 

What’s going on? 

European markets are expected to open 0.3% lower following a weak session in the US. However, futures 

made a slight comeback in the Asian session as the RBA unexpectedly hiked rates. We have plenty of 

companies reporting results today, including Archer-Daniels-Midland, Pfizer, and MasterCard, but look for 

equities to range trade ahead of news from the US elections. The macro calendar is very light with only UK 

PMI Construction worth taking a look at. PMIs from GE and EZ are ‘final’ and hence not likely to change 

much. 

 

Tuesday’s Key Events 
 

GMT Event Saxo Bank Consensus Previous 

08:55 GE PMI Manufacturing (OCT, final)  56.1 56.1 

09:00 Eurozone PMI Manufacturing (OCT, final)  54.1 54.1 

09:30 UK PMI Construction (OCT)  53.0 53.8 

Bef-Mkt Mastercard Inc. (3Q 2010)  3.540 3.490 

Bef-Mkt Archer-Daniels-Midland (1Q 2011)  0.750 0.700 

Bef-Mkt Pfizer Inc. (3Q 2010)  0.510 0.620 
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Markets at a glance 

The Australian central bank, the RBA, surprised markets 

this morning and raised the cash target rate by 25bps to 

4.75%. It is the first hike in six months and it signals that 

the bank is getting more concerned about the impact of 

the strong Chinese economy. The bank was reacting too 

slowly in 2007 as it refrained from hiking and today’s 

event suggests that they are not prepare to let that 

happen again. 

ISM Manufacturing rose substantially to 56.9 in October 

from 54.4 earlier and overall the report was quite good. 

New orders rose all the way to 58.9 from 51.1, 

employment rose to 57.7 from 56.5, and production rose 

to 62.7 from 56.5. The only negative part of the report 

was priced paid, which rose to 71.0 from 70.5. Can the 

companies pass these higher prices along to the 

consumers or will margins take a hit? Somewhat 

comically, the current string of good reports out of the US 

could end up hurting equities as the odds of large-scale 

quantitative easing dwindle. We still expect QE2 to be 

announced on Wednesday, but the size of the programme 

will likely disappoint those, who continue to expect a $1 

trillion dollar injection. 

 

Personal income declined a tad in September by 0.1% 

MoM while spending rose 0.2%. American consumers, in 

other words, lowered their rate of savings in September 

to finance their additional spending. The savings rate now 

stands at 5.3%, down from 5.6% a month ago. It has 

now either remained flat or declined in every month since 

May. So much for prudent US consumers! 

The problem is that it is government spending that drives 

personal income at the moment (as we saw in last 

Friday’s GDP report where government consumption was 

up 3.4% QoQ annualised and federal spending was up 

8.8%). Transfer payments are up 6% YoY and have 

increased rapidly as a share of overall income. Without 

transfer payments, income is up 2.5% from a year ago, 

but spending is up 3.7%. 

 

Transfer payments were to a large degree responsible for 

the decline in personal income in September. The large 

spike in income in August (0.4% MoM) was due to the 

extension of jobless benefits. If benefits are not extended 

further, we could very well see income continue to decline 

– or grow very slowly – as people fall off of the benefits 

programme. 

 

 

 

Equities: a closer look 

The RBA’s decision to hike rates immediately sent AUD 

crosses higher and we expect that to carry over into 

equities. Despite a weak session in the US, the futures 

are rising and were certainly boosted by the RBA’s rate 

announcement. 
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We expect equities to range trade today in the European 

session as the economic calendar is very light. While we 

do have quite a few earnings reports, we expect equities 

to wait and see what election news comes out of the US. 

BP reported earnings this morning with a return to profit 

despite an additional pre-tax charge of USD 7.7 billion in 

respect of the Gulf of Mexico spill. The company’s 

divestment programme is making good progress with 

sales agreements in place totalling around USD 14 and 

combined with strong operating results net debt is 

unchanged compared to a year ago. On this basis the 

Board intends to review future dividend with the full-year 

results in early 2011. This is clearly a strong signal and 

shows that BP can survive the financial impact and the 

future liabilities from the Gulf of Mexico spill. 

 

 

 

 

Economic data highlights Saxo Bank Consensus Actual Previous Revised 

SZ SVME-PMI (OCT)  59.3 59.2 59.7  

UK PMI Manufacturing (OCT)  53.0 54.9 53.4  

US Personal Income MoM (SEP) 0.0% 0.2% -0.1% 0.5% 0.4% 

US Personal Spending MoM (SEP) 0.5% 0.4% 0.2% 0.4% 0.5% 

US ISM Manufacturing (OCT) 53.0 54.0 54.4 54.4  

US ISM Prices Paid (OCT)  70.0 70.5 70.5  

US Construction Spending MoM (SEP) -0.3% -0.5% 0.4% 0.4%  

AU RBA Cash Target Rate  4.50% 4.75% 4.50%  
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Source: Bloomberg. Our calculations. 

Note: the trend is defined as the slope of the 13-day exponential moving average. 
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For more trading commentary on forex, equities, and commodities go to www.tradingfloor.com or 

www.saxobank.com 

 

NON-INDEPENDENT INVESTMENT RESEARCH 
This investment research has not been prepared in accordance with legal requirements designed to promote the independence of investment research. 
Further it is not subject to any prohibition on dealing ahead of the dissemination of investment research. Saxo Bank, its affiliates or staff, may perform 
services for, solicit business from, hold long or short positions in, or otherwise be interested in the investments (including derivatives), of any issuer 
mentioned herein. 
 
None of the information contained herein constitutes an offer (or solicitation of an offer) to buy or sell any currency, product or financial instrument, to 
make any investment, or to participate in any particular trading strategy. This material is produced for marketing and/or informational purposes only and 
Saxo Bank A/S and its owners, subsidiaries and affiliates whether acting directly or through branch offices (“Saxo Bank”) make no representation or 
warranty, and assume no liability, for the accuracy or completeness of the information provided herein. In providing this material Saxo Bank has not 
taken into account any particular recipient’s investment objectives, special investment goals, financial situation, and specific needs and demands and 
nothing herein is intended as a recommendation for any recipient to invest or divest in a particular manner and Saxo Bank assumes no liability for any 
recipient sustaining a loss from trading in accordance with a perceived recommendation. All investments entail a risk and may result in both profits and 
losses. In particular investments in leveraged products, such as but not limited to foreign exchange, derivates and commodities can be very speculative 
and profits and losses may fluctuate both violently and rapidly. Speculative trading is not suitable for all investors and all recipients should carefully 
consider their financial situation and consult financial advisor(s) in order to understand the risks involved and ensure the suitability of their situation 
prior to making any investment, divestment or entering into any transaction. Any mentioning herein, if any, of any risk may not be, and should not be 
considered to be, neither a comprehensive disclosure or risks nor a comprehensive description such risks. Any expression of opinion may be personal to 
the author and may not reflect the opinion of Saxo Bank and all expressions of opinion are subject to change without notice (neither prior nor 
subsequent). 
 
This [website/communication] refers to past performance. Past performance is not a reliable indicator of future performance. Indications of past 
performance displayed on this [website/communication] will not necessarily be repeated in the future. No representation is being made that any 
investment will or is likely to achieve profits or losses similar to those achieved in the past, or that significant losses will be avoided. 
 
Statements contained on this [website/communication] that are not historical facts and which may be simulated past performance or future 
performance data are based on current expectations, estimates, projections, opinions and beliefs of theSaxo Bank Group. Such statements involve 
known and unknown risks, uncertainties and other factors, and undue reliance should not be placed thereon. Additionally, this [website/communication] 
may contain 'forward-looking statements'. Actual events or results or actual performance may differ materially from those reflected or contemplated in 
such forward-looking statements. 
 
This material is confidential and should not be copied, distributed, published or reproduced in whole or in part or disclosed by recipients to any other 
person. 
 
Any information or opinions in this material are not intended for distribution to, or use by, any person in any jurisdiction or country where such 
distribution or use would be lawful. The information in this document is not directed at or intended for “US Persons” within the meaning of the United 
States Securities Act of 1993, as amended and the United States Securities Exchange Act of 1934, as amended. 
 
This disclaimer is subject to Saxo Bank's Full Disclaimer available at www.saxobank.com/disclaimer. 
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