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 SEPTIEMBRE 2023 
High rates for a longer period of 

time. 

September was another negative month for both 
bonds and stocks. Global equities fell 4.1%, led by 
the S&P 500, which declined 4.5%, closing the 
worst quarter of the year and the only one in the 
red. Investment grade bonds lost 2.9% globally 
and 2.5% in the United States. The markets were 
mainly affected by a sharp rise in long interest 
rates. 

Another month in the red for stocks and bonds 
MSCI ACWI (global equities) vs. Bloomberg Global Agg (bonds) 

 

Source: Bloomberg 

The decline deepened after the Fed meeting, 
which took place in the third week of the month, 
when the S&P 500 had its two worst days. In the 
last 10 days of the month, declines were double 
those of the first 20 days. 

Following the meeting, the Fed's main message 
was that interest rates would remain high for 
longer than the market expected. The rate cut 
projection for 2024 was halved with no increase 
in inflation expected. Therefore, the market 
began to assume higher nominal and real rates. 
The Fed justified its more aggressive monetary 
stance on the strength of the economy, 
correcting upward the growth expectation 

significantly. It now expects 2.1% growth for 
2023, double the June projection and well above 
the 0.5% expected at the end of 2022. 

Long bonds out of control 
10-year treasury bond yield 

 

Source: Bloomberg 

The fixed income market is also reflecting the 
serious funding problems facing the U.S. 
government. First, the Fed kept its quantitative 
tightening program unchanged, expecting to buy 
back US$ 0.7 trillion of Treasury bonds over the 
next 12 months. Second, a fiscal deficit of at least 
US$ 1.5 trillion per year, which has been 
accentuated by interest costs, must be financed. 
In addition, the political system has levels of 
conflict and institutional weakness that make it 
difficult to take appropriate measures. Finally, 
the Treasury faces the need to refinance USD 7.6 
trillion in existing bonds. 

In addition to the rate hike, there are other 
reasons to remain cautious. First, there are 
incipient signs that the U.S. economy is beginning 
to lose momentum. Analysts generally believe 
that a soft landing is possible, although 
historically such a consensus has preceded 
recessions. Second, stocks remain expensive by 
historical standards and are becoming less 
attractive relative to bonds, whose yields are at a 
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16-year high. Finally, the global economy looks 
vulnerable. Europe is showing signs of recession 
and China is failing to take off. 
 
10-year rate soars after Fed meeting 

The 10-year rate hike was magnified following 
the Fed's recent meeting, which decided to keep 
interest rates unchanged. The pause was 
considered "hawkish", as the Fed not only 
reiterated that it would raise rates another 25bp 
before the end of the year, but, in its quarterly 
economic projections, estimated that it will cut 
rates by 50bp in 2024, half of the 100bp 
estimated in June. They would therefore stand at 
5.6% at the end of 2023 (from 5.3% currently) and 
5.1% at the end of 2024. 

The Fed signaled higher rates for longer 
Fed projections for the benchmark rate. 

 

Source: FOMC Meeting 

The higher rates are a consequence of an 
increase in its expectations for economic growth 
and a slower fall in inflation and unemployment. 
According to the Fed, the economy would grow 
2.1% this year, double the previous estimate, and 
1.5% in 2024, higher than the previous 1.1%. Core 
inflation projections for 2024 remained 
unchanged at 2.6% and rose slightly to 2.3% in 
2025, to reach the 2% target only in 2026. 

Unemployment would remain at 3.8% in 2023 
and 4.1% in 2024, both 0.3%-0.4% lower than the 
previous estimate. This implies a "soft landing" 
scenario, in which inflation falls without an 
economic debacle or substantial job loss, 
something so difficult that it has only been 
achieved once in recent decades. On most 
occasions, inflation only came down after 
suffering economic recessions. 

The market raised its rate estimates sharply 
Fed rate futures 

 

Source: Bloomberg 

As a result of the Fed's higher rate projections, 
the market began to assume that rates will 
remain at elevated levels for a long time. This is 
contrary to long-held expectations in the futures 
market, which assumed a rapid decline. Now, 
investors expect Fed rates at the end of 2024 to 
reach 4.7%, compared to the 4.2% estimated at 
the end of July and 3.8% at the end of June. This 
new scenario of lasting high rates is a 
consequence of the Fed believing for too long 
that inflation, which began to rise in 2021, was a 
transitory phenomenon, coupled with the 
decision to raise rates below inflation levels, 
contrary to the strategy in previous cycles. By the 
time inflation reached 9% in June 2022, Fed rates 
had not even reached 2%. 
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Long bond yields are at levels well above current 
inflation and expectations. At 4.8%, the yield on 
the 10-year bond more than doubles the long-
term inflation projected by analysts and the bond 
market and more than 100bp above current 
inflation records. TIPS, whose principal is 
adjusted in line with consumer inflation, offer a 
yield 2.5% above future inflation, the highest in 
15 years. Just two years ago, those same bonds 
offered a negative 1% rate. 

Inflation-adjusted bonds at very attractive levels 
10-year TIP yield (%) 

 

Source: Bloomberg 

 
The U.S. faces a mountain of maturities. 

The fiscal situation in the United States is a major 
concern for the bond market. The treasury is 
going to have to issue unprecedented amounts 
of debt to finance the deep fiscal deficit, roll over 
high maturities and at the same time repay 
maturities of securities held by the Federal 
Reserve. 

Fiscal spending has increased significantly in 
recent times, mainly for non-discretionary items. 
The U.S. Budget Office estimates a fiscal deficit 
of 6%-7% of GDP over the next three years, 
similar to those during recessions or wars, which 

is unprecedented for an economy with 
unemployment below 4%. 

U.S. Fiscal Deficit. 
Evolution of fiscal deficit and total debt for the U.S. 

 

Source: Bloomberg 

In addition, part of the current record debt of US$ 
33 trillion needs to be refinanced. In the coming 
year alone, the treasury faces maturities of US$ 
7.6 trillion, equivalent to 30% of the debt held by 
the public, which today pay much lower interest 
rates than the current ones. 

Record level of U.S. Debt 
U.S. Federal Debt in billions of dollars 

 

Source: Bloomberg 

This situation generates two problems. The first 
is that the increase in interest rates leads to an 
even higher deficit. Not only are interest rates as 
high as in 2007, but the debt is much higher. At 
that time, debt represented 35% of GDP, while 
today it is close to 100%. Therefore, it is 
estimated that interest expenditure represents 
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2.5% of GDP, reaching 3.2% in 2030. This would 
be a historical record, surpassing even national 
defense spending. The second problem is the 
large amount of debt to be issued coincident with 
the implementation of the quantitative 
tightening program that increases the supply of 
bonds in the market. The Federal Reserve 
continues to reduce the amount of Treasuries on 
its balance sheet by the equivalent of US$60 
billion per month, generating a supply of US$0.7 
trillion of securities. All of these elements 
significantly increase the supply of securities in 
the market, putting upward pressure on longer 
interest rates, and therefore pushing bond prices 
down. 

Global economy cools down 

The global economy is slowing. While the U.S. 
economy remains robust, the third quarter will 
likely mark the peak of growth. On the other 
hand, growth in the Eurozone remains anemic, 
and China is expected to grow less than expected 
in 2024, as a consequence of the still unresolved 
real estate crisis. 

In the United States, projections no longer show 
a recession. In August, new orders for durable 
goods, a measure of manufacturing activity, 
grew 0.2% m/m, higher than expected after 
falling 5.6% in July. In line with the evolution of 
manufacturing PMIs, which, although still in 
contractionary territory, surprised to the upside. 

 

 

 

 

PMIs United States 
Economic activity in the United States 

 

Source: Bloomberg 

However, consumer confidence weakened in 
September for the second consecutive month, 
reaching the lowest level since May, and the 
expectations index collapsed to 74 from 83 in 
August. Historically, levels below 80 have 
preceded recessions in the following 12 months. 
In addition, the housing market continued to 
show the impact of the sharp rise in mortgage 
costs, which reached 7.75%, the highest level in 
more than 20 years, as pending sales fell 7.1% 
m/m and 18.8% y/y in August. 

Europe does not have encouraging growth 
expectations going forward. The September 
Manufacturing PMI was 43.4, slightly lower than 
August's 43.5. In addition, second-quarter GDP 
posted a 0.5% YoY decline and July retail sales fell 
1.0% YoY. 
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PMI Europe 
Economic activity in Europe 

 

Source: Bloomberg 

On the other hand, the European Central Bank 
(ECB) meeting reduced the Real GDP forecast 
from 0.9% to 0.7% for 2023, and from 1.5% to 
1.0% in 2024. In addition, the ECB raised the 
benchmark rate by 25 basis points in response to 
inflation that still remains far from 2%. The ECB's 
macroeconomic projections foresee inflation of 
5.6% this year and 3.2% in 2024. 

However, preliminary data for September 
revealed that both core and headline inflation 
decelerated below expectations. Headline was 
4.3% YoY, down significantly from 5.2% in August. 
Core inflation also fell, coming in at 4.5% YoY, 
versus estimates of 4.8%. 

For its part, the World Bank has just lowered its 
growth expectations for China in 2024. It now 
expects growth of 4.4% against the 4.8% forecast 
in April. Little by little, the expected growth is 
moving away from the 5% target that the 
government had set at the beginning of the year. 

China Growth Expectations 
World Bank's GDP growth expectations China 

 

Source: World Bank 

However, recently released data bring some 
hope. In August, retail sales rebounded 4.6% 
YoY, driven by services and tourism. On the 
other hand, industrial production rose 4.5% (the 
highest increase since April), exports fell less 
than the previous month and credit grew 9% 
YoY. August also saw a return to positive 
inflation, after a period of deflation. This was 
reflected in an equity market decline of 2.4%-
2.5%, more modest than in the rest of the world.  
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American Stocks 1M YTD 
DJIA -3,4% 2,7% 
Nasdaq Composite -5,8% 27,1% 
S&P 500 -4,8% 13,1% 
Russell 2000 -5,9% 2,5% 
Rusell 1000 Value  -3,9% 1,8% 
Rusell 1000 Growth  -5,4% 25,0% 
Rusell 1000  -4,7% 13,0% 

 

September fulfilled the tradition of being the worst 
month of the year for the S&P500. The rest of the 
stocks followed the fall, mainly those with growth 
characteristics. Technology stocks were the hardest 
hit, as they are the most affected by the rise in long 
rates, which have a greater impact on long term flows. 
 

 
Developed Markets (USD) 1M YTD 
MSCI ACWI -4,1% 10,1% 
MSCI ACWI ex-US -3,2% 5,3% 
MSCI World -4,3% 11,1% 
MSCI World ex-US -3,4% 6,7% 
Japan: Nikkei 225 -4,2% 9,2% 
Stoxx Europe 600 -4,1% 8,3% 
Germany: DAX -5,9% 9,1% 

 

 
Developed markets fell to a lesser extent than the U.S. 
Europe suffered from a weaker economy, continued 
tight monetary policy and above-target inflation. Japan, 
on the other hand, lost the enthusiasm of the first half 
of the year. 
 
 
 
 

Emerging Markets (USD) 1M YTD 
MSCI EM -2,6% 1,8% 
China: Shanghai Comp. -2,5% -7,8% 
Hong Kong: Hang Seng -2,4% -7,2% 
India: S&P BSE Sensex 1,2% 9,0% 
Brazil: Bovespa -0,9% 11,4% 
MSCI: México -6,2% 17,5% 
Argentina: Merval -15,2% 18,2% 
Chile: Santiago IPSA -7,2% 5,8% 

 

Emerging markets fell less than the rest of the world. 
China, despite the pessimism, fell just 2.5%, as some 
data are beginning to show some relief. The strong 
dollar had a negative impact on emerging markets. 
 
 
 
 
 

US Treasury Bonds 1M YTD 
US Treasury 2 Yr  18 62 
US Treasury 5 Yr  35 61 
US Treasury 10 Yr  46 70 
US Treasury 30 Yr  49 74 

 

For some months now, the curve continues to steepen 
through the rise in long rates. This is because the 
market no longer expects large hikes from the FED, 
which affect the short end, but expects more growth 
and debt issuance, which affects long rates. 
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Fixed Income Indices 
(USD) 

1M YTD 

US HY -1.2% 5.9% 
US IG -2.5% -1.2% 
US GLOBAL  -2.4% -0.6% 
GLOBAL HY -1.3% 5.4% 
GLOBAL IG -2.9% -2.2% 
EM HY -1.9% 3.1% 
EM IG  -2.5% -0.3% 
EM Global -2.3% 0.9% 

 
 

Low credit quality ('High Yield') fixed income markets had 
their second worst month of the year. The premium over 
sovereign debt is below the historical average and its high 
correlation with equities worked against it. On the other 
hand, good quality debt had a bad month, explained by the 
rise in longer interest rates. For the same reason, and 
exacerbated by the rising dollar, emerging market bonds 
also fell. 
 

Currencies 1M YTD 
DXY  2.5% 2.6% 
Euro -2.5% -1.2% 
Yen -2.6% -12.2% 
Libra -3.7% 1.0% 
Yuan -0.5% -5.5% 
Real -1.6% 4.9% 
MSCI Emerging Mkts Currency  -0.5% 0.5% 

 

The dollar continued to strengthen on rising rates and 
stronger U.S. growth versus the rest of the world.  

 
Commodities 1M YTD 
BBG Commodity Index -0.7% -3.4% 
BBG Agriculture Index -4.6% -7.7% 
Oil 9.7% 10.9% 
Gas 5.8% -34.5% 
Oro  -4.7% 1.3% 
Plata -9.3% -7.4% 
Cobre -0.9% -1.9% 
Soja -6.3% -16.1% 
Trigo -5.5% -31.6% 
Maíz 3.4% -29.7% 
Algodón -1.4% 4.2% 
Ganado 2.5% 19.0% 
Madera 0.0% -7.9% 

 

 
Energy prices stood out against the rest of the 
market. The price of a barrel of oil reached the highs 
of March 2022, although it then fell below 90 dollars. 
On the other hand, agricultural or 'soft' commodities 
fell significantly again, as rising energy costs have an 
impact on production costs. Precious metals fell as 
rates continued to rise and there was no panic 
sentimentt. 
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Important Information 
 

Important Investor Disclosures 
This report was prepared by Latin Securities S.A. Corredor de Bolsa, a broker-dealer registered at Banco Central del Uruguay (BCU) under identification number 7618. Latin 
Securities S.A. Corredor de Bolsa is domiciled at Dr. Gabriel Otero 6502, Montevideo, Uruguay (Tel: +26052281) 
 
1. This report is provided for informational purposes only and does not constitute or should not be construed as an offer to buy or sell or solicitation of an offer to buy or sell 
any financial instrument or to participate in any particular trading strategy in any jurisdiction. The information herein is believed to be reliable as of the date in which this 
report was issued and has been obtained from public sources believed to be reliable. Neither Latin Securities S.A. Corredor de Bolsa nor any of its subsidiaries and affiliates 
make any representation or warranty, express or implied, as to the completeness, reliability or accuracy of such information, nor is this report intended to be a complete 
statement or summary of the securities, markets or developments referred to herein. Opinions, estimates, and projections expressed herein constitute the current judgment 
of the analyst responsible for the substance of this report as of the date in which it was issued and are therefore subject to change without notice. Prices and availability of 
financial instruments are indicative only and subject to change without notice. Latin Securities S.A. Corredor de Bolsa has no obligation to update, modify or amend this 
report and informs the reader accordingly, except when terminating coverage of the companies discussed in the report. 
 
2. The analyst responsible to produce this report hereby represents that the views expressed herein accurately and exclusively reflect his or her personal views and opinions 
about any and all of the subject companies or securities and were prepared independently and autonomously. Because the personal views of analysts may differ from one 
another, Latin Securities S.A. Corredor de Bolsa, may have issued or may issue reports that are inconsistent with, and/or reach different conclusions from, the information 
presented herein. 
 
3. Equity analysts and their staff at Latin Securities S.A. Corredor de Bolsa are compensated based on a salary and bonus system. Several factors are considered in the bonus 
determination including quality and performance of research product, the analyst’s success in rating stocks versus an industry index, and support effectiveness to trading 
and the retail and institutional sales forces. Other factors may include but are not limited to: overall ratings from internal (other than investment banking) or external parties 
and the general productivity and revenue generated in covered stocks. However, the analyst responsible for the content of this report hereby represents that no part of his 
or her compensation was, is, or will be directly or indirectly related to any specific recommendation or views contained herein or linked to the pricing of any of the securities 
discussed herein. The analyst declares that (s)he does not maintain any relationship with any individual affiliated with the companies or government and does not receive 
any compensation for services rendered to or have any commercial relationship with the company or any individual or entity representing the interests of the company. The 
analyst and any member of his/her household do not hold, directly or indirectly, more than 5% of their personal net worth in any securities issued by the companies or 
government analyzed in this report in his/her personal investment portfolio, nor is (s)he personally involved in the acquisition, sale or trading of such securities in the market. 
Neither the analyst nor any member of the analyst’s household serves as an officer, director or advisory board member of the companies analyzed in this report. 
 
4. Neither Latin Securities S.A. Corredor de Bolsa nor their employees, beneficially own 1% or more of any class of common equity securities of the companies analyzed in 
this report. In addition, neither Latin Securities S.A. Corredor de Bolsa nor its affiliates: (a) have managed or co-managed a public offering of securities for the companies in 
the past 12 months; (b) have received compensation for investment banking services from the companies in the past 12 months; or (c) expect to receive or intend to seek 
compensation for investment banking services from the companies within the next 3 months. 
 
5. General Risk Factors: Following are some general risk factors that pertain to the businesses of the subject companies and the projected target prices and recommendations 
included on Latin Securities S.A. Corredor de Bolsa research: (1) Industry fundamentals with respect to customer demand or product / service pricing could change and 
adversely impact expected revenues and earnings; (2) Issues relation to major competitors or market shares or new product expectations could change investor attitudes 
toward the sector or this stock; (3) Unforeseen developments with respect to the management, financial condition or accounting policies or practices could alter the 
prospective valuation; (4) External and regulatory factors that affect the Argentinean economy, interest rates, the FX rate or major segments of the economy could alter 
investor confidence and investment prospects; or (5) issues that could affect markets in which the covered companies operate. International Investments involve additional 
risks such as currency fluctuation, differing financial accounting standards, and possible political and economic instability. 
 
6. The financial instruments discussed in this report may not be suitable for all investors. This report does not take into account the investment objectives, financial situation 
or particular needs of any particular investor. Investors should obtain independent financial advice based on their own particular circumstances before making an investment 
decision on the basis of the information contained herein. If a financial instrument is denominated in a currency other than an investor’s currency, a change in exchange 
rates may adversely affect the price or value of, or the income derived from, the financial instrument, and the reader of this report assumes any currency risk. Income from 
financial instruments may vary and their price or value, either directly or indirectly, may rise or fall. Past performance is not necessarily indicative of future results, and no 
representation or warranty express or implied, is made herein regarding future performances. Latin Securities S.A. Corredor de Bolsa does not accept any liability whatsoever 
for any direct or indirect or consequential claim, cost, loss or expense arising from any use of this report or its content. 
 
7. This report is provided to clients of Latin Securities S.A. Corredor de Bolsa only for your personal, non-commercial use. Except as expressly authorized by Latin Securities 
S.A. Corredor de Bolsa, you may not copy, reproduce, transmit, sell, display, distribute, publish, broadcast, circulate, modify, disseminate, or commercially exploit the 
information contained in this report, in printed, electronic or any other form, in any manner, without the prior express written consent of Latin Securities S.A. Corredor de 
Bolsa. You also agree not to use the information provided in this report for any unlawful purpose. 
 
This report and its contents are the property of Latin Securities S.A. Corredor de Bolsa and are protected by applicable copyright, trade secret or other intellectual property 
laws. 
 
Additional information relative to the financial instruments discussed in this report is available upon request. 
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