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Monthly Market Overview September 2019 INVESTMENT MANAGER:

GLOBAL MARKET INCOME

2. Financial Markets: Over all, the market moves were muted in September. Equity: the main world indices
are up 1% to 2%. We have started to see a rotation between growth stocks, which are expensive and
trading close to their all time high, and inexpensive high dividend stocks. For example: Financials are up
5% to 10% around the world, and Energy is up 5%. Fixed Income: Credit spreads widened across the credit
spectrum after the Summer bond rally: government +10bp, Gov EM +15bp, High Yield +30bp.
Commodities: there were no major moves.

Anticipated Fed rate cuts Manufacturing entering recession territory, & Service 
Sector weakening

MARKET CONTEXT: Don’t fight the Fed and the World’s Central Banks

1. Global Macro: Decline in economic growth is confirmed around the world, but is more pronounced in the
manufacturing sector. Although the service sectors’ growth remains positive it has started to weaken as well.
In the US, consumer spending has been the main engine of growth in recent months, supported by the
strong labor market. The main geopolitical risks are not being resolved, namely the Trade War and Brexit,
and we are three weeks away from the Brexit deadline with no agreement in place. Consequently, the
Central Banks around the world have vowed to do “whatever it takes” to avoid a recession. We anticipate
that the Fed will cut rates further on October 30th (1 day before Brexit Day) and possibly in December. With
low and controlled refinancing rates around the world, low inflation, moderate price of commodities,
receding unemployment, our main scenario is that a recession should be avoided.

3. Risks: The slowing growth and geopolitical risks are well integrated into the safe haven prices such as
government bonds (US Treasuries, Bund) and Gold, that trade close to their 2 year all time high. However,
the equity market implies that there will be some kind of positive resolution in the Trade War or Brexit
scenario, but if there is a substantial improvement in the trade war talks we could experience a jump in
equity. If not there is likely to be an equity correction corresponding to lower growth for longer.

4. Opportunities: There is little market direction visibility and the risk premium on fixed income has been
compressed. Therefore high dividend equity stocks are being privileged across sectors such as banks,
utilities, insurance, & energy. In addition, with the bearish trend on rates to carry on, we see constant and
substantial inflows into the US Treasuries and Gold markets.

Risk Management: Due to the unpredictable outcome of the Trade War and Brexit, the portfolio has
minimum exposure to the down side and positive optional exposure in both Equity and Safe Havens (U.S.
Treasuries & Gold).


