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Market Review
America
Investor sentiment remained mixed in June, as positive macroeconomic data and the gradual
reopening of the US economy were jeopardized by concerns over a second wave of coronavirus
cases in the US. As a result, gains in risk assets started to pull back. Risk assets aggressively
rallied with the S&P 500 erasing its YTD losses, and the 2-yr rallied by 8bps to 1.50% and 10-yr
rates ended the month at 0.66%. After record high unemployment in May, the US labor market
continued its rebound, as nonfarm payrolls rose by 4.8mln jobs (vs 2.9mln estimated), the largest
single month gain in US history. The May estimate was also revised upward by 190,000 jobs to
2.7mln. Employment in leisure and hospitality accounted for the largest gain at 2.1mln accounting
for approximately 40% of the total growth. US Retail Sales surprised to the upside, as e-commerce
caused sales to increase 17.7% (MoM), more than double the expected 8.4%. The June ISM non-
manufacturing index rose above consensus expectations of 49.7 to 52.6, a 9.5 point increase from
May. This improvement was mainly driven by new orders, which rose a chunky 24.6 points to 56.4,
back above 50 for the first time since January this year, and the highest level since January 2019.
The Production index rose 24 points to 57.3, a level last seen in November 2018. The employment
index remains below 50 but increased 10 points to 42.1 in June. In the US, the FOMC re-iterated its
commitment to provide support and return the labor market to pre-COVID levels. The committee
unanimously voted to maintain the current target range for the Federal Funds Rate at 0-0.25%, and
participants affirmed that a strong combination of accommodative fiscal and monetary policy would
be needed to facilitate a durable recovery in the labor market. This positive sentiment was further
supported by the prospect of a robust infrastructure spending plan. Abroad, the ECB announced
further changes to ease its monetary policy stance considering the severe economic
consequences. It increased the total size of purchases under the pandemic emergency purchase
program (PEPP) by 600 billion euros. In addition, the Central Bank extended net purchases and the
reinvestment of maturing principle payments under this program until at least June 2021 and the
end of 2022, respectively. In Japan, the Bank of Japan maintained its key monetary policy
unchanged, including its policy rates, JGB purchases and forward guidance. With the Japanese
economy re-opening after the pandemic, the BOJ believes that "its economy is likely to remain in a
severe situation" and downgraded its inflation outlook with "the year-on-year rate of change in the
CPI is likely to be negative for the time being."

The US 10-year Treasury opened June at 0.64% and closed 2 bps higher in yield at 0.66%. Once
again, risk-free markets were dominated by the narrative of Federal Reserve stimulus. Federal
Reserve Board Chairman Jerome Powell provided flexible guidance for continued purchases of
treasuries, agency MBS, and agency CMBS at least at the current pace in order to keep borrowing
costs at bay and fixed income markets fully functional. That being said, the SEP (summary of
Economic Projections) revealed that the committee definitely does not expect to see a negative rate
environment either and believes the Federal funds target rate will remain near zero until at least the
end of 2022. Hence, when the 10-year backed up above 95 bps in the first week of June, the Fed
stepped in and increased purchases, allowing rates to rally back within the 60-70 bps range. Rates
continued to trade in this range and move incrementally higher for the remainder of the month.

Europe
Recovery in risk assets has stalled and reversed somewhat in late June amid concerns about a
possible second wave of the virus, although not enough to undo the positive performance
generated in the first week of the month. The lockdown measures are being gradually eased
across Europe although full normalization is still likely some time away. A resurgence of cases in
the US is troubling for the market. Overall, bunds have finished June marginally lower in yield.
Sovereign and corporate markets are a touch stronger overall despite spreads drifting wider in the
second half of the month.

At its early June meeting, the ECB has upsized it’s Pandemic Emergency Purchase Program
(PEPP) by €600m to €1,350m and extended its purchase window to June 2021. The ECB also
committed itself to reinvesting the program proceeds at least until June 2022 and hinted that the
size could be increased should further virus related developments warrant it. Main rates and
TLTRO modalities were left unchanged. ECB forecasts for core CPI reflected an expectation of
0.7% in 2020 rising gradually to 1.1% by 2022.

The IMF has published an updated economic growth predictions in its World Economic Outlook.
The global economy is forecasted to contract by 4.9% in 2020 before rebounding by 5.4% in 2021.
Europe is slated to do worse with -10.2% contraction in 2020 and a 6% recovery in 2021. Italy,
Spain and France are all looking at 2020 dips of over -12% whereas Germany should register at
around -8%. In other economic data, Eurozone unemployment continued to hover near record lows
in May at 7.4% stabilised by short-time work subsidy schemes.

June was another positive month for credit markets as investors continue to favour investment
grade corporates. The OAS for the Bloomberg Barclays Euro-Aggregate Corporate index fell 19bps
to 149bps. The index thus delivered a total return of 1.32% bringing the year-to-date number to -
1.19%. Financials outperformed Non-Financials although issuer and industry level dispersion
remains high.

Corporate primary market remains buoyant with the total deal volume now 33% higher than at the
same point in 2019. June showed little in the way of slowing down with the market nearly matching
the €80bn a month pace of April and May. Inflows into the asset class continue unabated as
investors search for yield amid low rates and buoyant equity markets. The ECB also remains active
purchasing around €1-2bn of corporate bonds per week within its Corporate Sector Purchasing
Program, and a further €1bn per week within the Pandemic Emergency Purchase Program.
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Emerging Markets

EMD ended the first half of 2020 with another month of positive returns. Market
sentiment continues to be supported by unprecedented monetary and fiscal stimulus,
and recent data that has showed a faster economic recovery than expected.

In developed markets, the US economy unexpectedly added 2.5 million jobs in May,
beating expectations of an 8 million cut, and after declining by a record high of 20.7
million in April. In Europe, the overall euro area composite PMI of both manufacturing
and services jumped to 47.5 compared with consensus expectations of 42.4. There
has been similarly optimistic data in those EM countries where the health crisis is
starting to stabilise. This is particularly the case for Asia, where the aggregate
Emerging Asia PMI improved sharply to a three-month high of 48.5 in June. Two
countries, China and Malaysia, reported expansionary PMIs, while India and the
Philippines led the improvements, albeit from extremely depressed levels.

During their June meetings, the ECB and Fed strongly signalled that their
accommodative policies will not be reversed anytime soon. Similarly, many EM central
banks continued to cut rates in June, in-line with consensus, causing the GBI-EM GD
index YTM to touch its lowest historical yield ever.

Emerging markets continue to dominate incremental COVID-19 cases, particularly in
the Latin America region. President Bolsonaro's decision to oppose lockdowns and
focus on the economy has led to Brazil becoming the epicentre of the virus outbreak in
LatAm. Mexico, Peru and Chile have also been particularly badly hit.

Citing idiosyncratic developments, Argentina published another "indicative proposal",
worth 50-56 US cents on the dollar (at a 10% exit yield for reference). Such a proposal
was largely priced in, but the deadline for restructuring talks has been extended into
July.

Looking at returns, the JP Morgan EMBI Global Diversified index of US dollar
sovereign bonds delivered a total return of 3.51%. Of this, the spread return was
3.48% and Treasury return was 0.03%. In local currency bonds, the JPMorgan GBI-
EM Global Diversified index returned 0.47%, of which the FX component was 0.11%.
In corporate bonds, the JPMorgan CEMBI Broad Diversified index delivered a total
return of 2.75%, of which the spread return was 2.69% and Treasury return was
0.06%.
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Japan
Along with other global governments, the Japanese government has committed to
supporting the domestic economy given the long-lasting impact of the pandemic. Two
supplementary budgets were passed to fund a part of the $2.2 trillion stimulus
package, equivalent to 40% of Japan’s GDP, which has created the need for new
issuance of JGBs set to start in July. Meanwhile, the JGB curve steepened as
uncertainty over the supply/demand dynamics put more pressure on the longer-dated
part of the curve. While the 10-year JGB yield remained within the tight range of -
0.06%~+0.06% throughout the quarter, the 30-year yield gradually sold off to 0.63%
as of June-end. The BOJ had also increased the purchase amount of shorter-dated
JGBs steadily over the months, but remained relatively unchanged further out the
curve, which added to the steepening narrative. For the first half of the quarter, major
Japanese cities were under a coronavirus state of emergency. Consequently, along
with the rest of the world, Japan saw drastic drops in economic indicators. Machinery
orders in April fell to a level that was roughly 18% lower than a year ago. On the
personal consumption side, the real consumption activity index (RCAI) published by
BOJ deteriorated to a level that was 19% lower than a year ago for the month of
April. We also saw a marginal slowdown in Tokyo June core CPI with 0.0% increase
from the previous month. Governor Kuroda of BOJ commented that “BOJ would
further lower the yield curve” if necessary but for now “the BOJ is focusing on
supporting corporate financing and maintaining market stability”. The BOJ decided to
further support small and medium-sized enterprises amid the crisis by expanding
funding of the special lending program from ¥75 trillion to ¥110 trillion at June
Monetary Policy Meeting (MPM). As the market expected, the BOJ left its policy
interest rate unchanged throughout the quarter.
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