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Market Review

America

US Federal Reserve (Fed) Chairman Jerome Powell signaled at the September
Federal Open Market Committee (FOMC) meeting that tapering could end by mid-
2022, adding at the press conference that taper could come as soon as the next
meeting in November. If the pace of asset purchase reduction concludes in mid-2022,
this would represent a monthly reduction in the pace of asset purchases of $10bln
Treasuries and $5bln MBS or a larger reduction that occurs on a meeting-by-meeting
schedule. Chair Powell made clear that the timing and pace of reduction in asset
purchases will not be a signal for rate hikes since conditions for raising rates are more
stringent than those for tapering asset purchases. Following the statement release and
press conference, the belly of the curve repriced higher in yield while the long-bond
rallied. In other Fed news, Federal Reserve Board (FRB) of Boston President Eric
Rosengren and FRB of Dallas President Robert Kaplan submitted their resignations
following revelations of their trading activity during the pandemic.

Europe

The European Central Bank, in contrast, stuck to the narrative that the rise in inflation
is mostly transitory and their “key challenge is to ensure that [they] do not overreact to
transitory supply shocks that have no bearing on the medium term, while also nurturing
the positive demand forces that could durably list inflation towards the 2% target”. At
their September meeting the ECB announced a moderation of the Pandemic
Emergency Purchase Programme (PEPP) pace in Q4-21 and upgraded their
macroeconomic forecasts. President Lagarde emphasized that the policy decision as
not a “taper”, but rather a “recalibration” of the PEPP.
Business activity in the eurozone disappointed versus expectations, reinforcing the
notion that we are past the point of peak growth in the Euro Area. Purchasing
managers’ index (PMI) readings showed a broad-based loss of momentum. Growth in
the service sector moderated more quickly than expected in September as the
reopening-driven recovery is fading. In manufacturing sector, it appears that the
persistence of supply chain issues is not only constraining output but is now also
affecting demand. The quarterly average does however still show an improvement
from Q2 to A3. This is consistent with GDP forecasts which expect peak growth in the
Euro Area to be in Q3.
Inflation remains an area of market focus and 5y5y inflation is now priced at 1.79% in
Europe, a multi-year high. Preliminary data for September Euro Area inflation came in
at 0.5%, bringing Core YoY inflation to 1.9%, in line with expectations. Euro area
inflation is expected to remain high throughout the remainder of 2021 before falling in
2022.
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Emerging Markets

September was a volatile month for the asset class, as a confluence of data seemed
to suggest the pace of the global recovery is slowing. Inflation concerns and heavy
primary bond issuance also weighed on investor sentiment.

At the recent FOMC meeting, the Fed struck a slightly hawkish tone when they
signaled their intention to announce a tapering of asset purchases at the November
meeting, with broad support for a timeline which would complete the process by mid-
2022.

Evergrande, the second largest property development company in China, was unable
to meet a payment on one of its bond obligations as the company struggles to handle
its $305bn in outstanding liabilities. Issues initially arose when the Chinese
government imposed a variety of policy tightening measures which led to a significant
slowdown in the volume of real estate sales and a lack of financing in the housing
sector. The Chinese property sector accounts for 20% of the country’s GDP
(considering upstream, downstream, consumption investment, etc.).

China is also experiencing a slowdown in growth, driven by China’s zero tolerance
Covid approach and rolling energy shortages, driven by a spike in coal prices. PMI’s
declined to 49.6 as the factory sector contracted for the first time since the start of the
pandemic.

Further divergence in monetary policy is emerging in EM, with a dovish bias in EMEA
and a more hawkish approach in LatAm. In Turkey, the CBT surprised the market with
a 100bp cut in rates, despite challenging inflation dynamics. A variety of central banks
in LatAm hiked rates this month including Brazil, Mexico, and Colombia.

EM Europe has seen a surge in commodity import prices, with prices for oil reaching
$80 a barrel for the first time since 2018. Prices are being ‘fuelled’ by the rebound in
global growth, constrained output from OPEC+ and weather-related event (e.g.,
Hurricane Ida). Oil exporting countries have been hampered by supply bottlenecks.
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Japan

Economic data collected in September put a pause on the recent positive trend.
Industrial Production in August turned out weaker than expectations with a -3.2%
decline month-on-month (MoM). Retail sales delivered a -4.1% MoM decrease, which
reflects a negative impact from the extended state of emergency measures put in
place against Covid-19 in major cities. Looking ahead, the Ministry of Economy,
Trade and Industry (METI) forecast index indicated a downward quarter-on-quarter
(QoQ) trajectory of Q3 for the first time post the Covid-19 shock. The Bank of Japan
(BoJ) Tankan survey of September posted a better-than-expected business condition
diffusion index versus last quarter.

Policy rates were unchanged during the September BoJ meeting, in line with the
market expectations. Elsewhere, Fumio Kishida won the leadership race in ruling
party LDP and is set to become Japan’s next Prime Minister.
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