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Market Review
America
September opened with positive sentiment following better than expected non-farm payroll figures
for August, and optimism surrounding increasingly positive data around coronavirus cases in the
United States (US). However, as the month progressed, risk off sentiment returned to the market
following concerns over rising coronavirus case counts in Europe, and the upcoming election in the
United States. This risk off tone erased some of August’s gains. For Example, the Bloomberg
Barclay’s US Aggregate produced -0.15% in excess returns, compared to a 0.07% gain in August.
Further, the S&P 500 closed out September down 3.80%, following a 7.19% gain in August. US
rates largely remained range-bound, with muted reactions to developments throughout the month.
US 10yr and 30yr rates entered September at 0.68% and 1.43% and ended the month slightly
higher at 0.69% and 1.46% respectively.

Economic data in the US started strong, with the US economy adding 1.37mln jobs in August,
higher than the 1.35mln expected but lower than the gains seen in the prior three months. The
unemployment rate in August fell to 8.4%, versus 10.2% in July. However, ADP private employment
fell short of expectations at a 428k gain (vs 1mln consensus). PMI data was mixed, with the ISM
manufacturing composite index moving above expectations to 56 in August, the highest level since
November 2018. The new orders index surged upward to 67.6, a level not seen since early 2004.
However, September’s data release showed that the ISM Services index moved down 1.2 points to
56.9 in August. As a result of this start-of-month data, the US Treasury curve bull-flattened this
week, as 10-yr and 30-yr rates rallied.

From a policy perspective, the FOMC maintained its target range of the Fed Funds rate at 0 to
0.25%, "until labor market conditions have reached levels consistent with the Committee's
assessments of maximum employment and inflation is on track to moderately exceed 2% for some
time." The statement was in line with the new long-term policy framework first unveiled in August at
Jackson Hole as the Committee remained supportive of economic recovery, predicting near-zero
rates through 2023. Contrary to expectations, the FOMC refrained from changing the composition
of its asset purchase program for now, and namely refrained from committing to expanding its
purchase program, but slightly updated the language.

New home sales rose 4.8% in August, to a seasonally adjusted rate of 1.011 mln units, the highest
level since September 2006. Rounding out the month, pending home sales home sales jumped to
the highest level of the series in August. Pending home sales increased 8.8% in August, a larger
than the 5.9% increase in July and above consensus expectations for a 3.1% gain. These increases
affirm the strength of the housing market, as it continues to rebound amidst the slowdown in
economic recovery from the COVID-19 recession. Continuing this momentum, negotiations
continued on a $2.2trln proposal for a stimulus bill, with Speaker of the House Nancy Pelosi and US
Treasury Secretary Steven Mnuchin engaging in further talks of reaching a deal. Reacting to these
positive developments, the US 10yr Treasury yield backed up by 3bps to 0.69% to close out the
month.

Europe
Economic activity is running ahead of expectations across the developed markets, albeit at different
paces due to varying virus dynamics. Market volatility is returning after months of steady advances
in risk assets, and we see elevated volatility ahead of the November U.S. election. Bunds have
rallied in September whereas US Treasuries were little changed. Credit spreads were caught up in
the risk wobble in the second half of the month to finish it somewhat weaker whereas sovereigns
have bucked the trend and tightened led by periphery.

The euro area’s activity restart is still outpacing expectations, yet it appears to be losing
momentum. Mobility in the region is now just 10% below pre-Covid levels, versus 25% in the U.S.
The recovery has slowed in locations where infection rates have picked up, but the direction of
travel still points to an improvement. Industrial production and construction have recovered strongly,
especially in Italy and Spain. The services rebound has been more mixed, reflecting a tough
environment for contact-intense sectors.

The ECB’s President Lagarde during her speech in Frankfurt on the last day of the month has
hinted at some of the issues and options for the upcoming ECB Policy Review. So far, she has
argued for a clearer inflation target to replace the current on of below but close to 2 percent; need
for a clear consensus on non-traditional policies within the Governing Council and an improved
coordination between monetary and fiscal policies with the Eurozone.

In economic data, Eurozone Inflation has stayed in the negative territory for the second month in
August printing -0.40% YoY. Core inflation fell to 0.40% YoY from 0.80% mark a month prior.
Eurozone PMIs surprised to the downside led by Services. Economic Confidence and various
survey data was generally better than expectations.
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Emerging Markets

EMD delivered negative performance in September, with spreads and FX delivering
negative returns over the month, although local rates were slightly positive. September
was a month of two halves for the asset class. In the first half of the month, broader
macro volatility, especially in US equities, US rates and commodity markets, appeared
to have injected some nervousness into EM assets. On aggregate, however, EM
returns had been steady and flows into EM-dedicated bond funds continued at a
healthy pace.

Although, in the second half of the month, further volatility in equities and the USD
prompted investors to reassess ‘reflation’ trades and perhaps consider de-risking
positions earlier than expected. Markets were already pricing in some potential for
extended uncertainty as we head into the US elections, and recent developments are
likely providing the catalyst to scale back positions.

In Asia, the recent PMI data for September suggests that the economies continue the
process of recovery. In particular, China's NBS manufacturing PMI increased to 51.5 in
September from 51.0 in August, reaching its second-highest level this year. Brazilian
assets were under pressure as the government continues its push for a new welfare
program in 2021, now rebranded as “Renda Cidada”. The difficulty continues to be
related to finding budgetary resources for new expenditures while respecting the
spending cap. On the monetary policy front, many EM Central Banks remained on
hold. In the Philippines, the BSP maintained its overnight borrowing rate at 2.25%,
while the Reserve Bank of India delayed its monetary policy meeting due to delay in
the appointment of new external members for the MPC. Turkey surprised the markets
by raising the one-week repo rate to 10.25% from 8.25% at the September meeting, in
a move aimed at curbing ongoing FX volatility and a challenging inflation outlook.

Looking at returns, the JP Morgan EMBI Global Diversified index of US dollar
sovereign bonds delivered a total return of -1.85%. Of this, the spread return was -
1.94% and Treasury return was 0.09%. In local currency bonds, the JPMorgan GBI-
EM Global Diversified index returned -2.02%, of which the FX component was -2.12%.
In corporate bonds, the JPMorgan CEMBI Broad Diversified index delivered a total
return of -0.48%, of which the spread return was -0.56% and Treasury return was
0.08%.
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Japan
For the month of September, the JGB yield curve continued its subtle moves. The 10-
year yield traded range-bound, well within the BOJ YCC target range.
As the last month for the quarter, the Japanese data prints showed a consistent
upward trend. Some of the market participants have risen their predictions for the
economy conditions albeit small in degrees. Despite a disappointment in the job-to-
applicant ratio versus consensus at 1.04, the August unemployment rate remained
resilient at 3.0% as expected. Industrial Production in August also trended a touch
better although remained on the lower side than pre-COVID levels, with 1.7%
increase MoM. Retail Sales was also stronger than the forecasted figure, which came
at +4.6% MoM in August and recovered the level last seen in February. Japan
national CPI recently printed at -0.4% YoY, and CPI excluding fresh food and energy
at -0.1% YoY. Per the Statistical Bureau, CPI excluding fresh food and energy, the
measure of BOJ’s focus, should calculate around +0.3% YoY excluding the
downward pressure from GoToTravel, where the government offers subsidies for
domestic travel.
BOJ maintained its policy interest rate and the frequency of its JGB purchase
unchanged, generally in line with the expectations of market participants. Elsewhere
in Japan, Chief Cabinet Secretary Suga became Japan’s new PM as widely
expected, the Suga administration took office on September 16th.
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