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Topic 1:

Global easing cycle has gained momentum year-to-date
Central banks that have cut rates (Jan to Aug 2019)
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Views & implications
• We now expect the Fed to cut rates by 25bps each in September, October and December to lower the upper bound of
the Fed Funds Rate to 1.5%.
• Holding cash would be less attractive as the interest rates are trending lower.
• Investors could consider Asian investment-grade bonds to generate income and to lower overall portfolio risk, and
Global Multi-Asset/Balanced strategies, which tend to mitigate downside risks when markets are volatile.

Topic 2:

US-China trade conflicts become more unpredictable

Trade:
In August, the US announced additional tariffs on Chinese goods.
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Views & implications
• To mitigate the negative impacts of higher tariffs, we expect the Chinese government to ease monetary and fiscal
policies further to support the economy.
• We still remain positive on Chinese equities over the long-term given the growing domestic consumption and
manufacturing upgrade. In addition, after the sell-off, the valuation looks attractive.
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Topic 3:

2-Year Treasury yield and 10-Year Treasury yield inverted

• The spread between the 2-year and 10-year US Treasury bond
turned negative, the first time since June 2007.

• Yield curve
inversion does
not indicate
an impending
recession.

A yield curve inversion occurs when the near-term
bond pays a higher yield than a longer-term bond, and is
commonly used as an early indicator for recession.
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• Equities tend
to continue to
deliver positive
returns after
the yield curve
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Views & implications
• High-grade fixed income will benefit if the Fed is eventually pressured to cut rates further. Equities could still see further
upside but with higher volatility.
• Gold is commonly used as “portfolio insurance”. Yield curve inversion could continue to drive safe-haven demands and
we expect the gold price to reach US$ 1,650/oz by Q2 2020.

Key Events in September
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US to review the
effectiveness of Mexico’s
immigration policies
If the US finds the results
unsatisfactory, the US
could impose 5% tariff
on all imports from
Mexico as planned.
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ECB meeting

FOMC meeting

BOJ meeting

The ECB is widely
expected to cut
deposit rate by 10 bps
and announce its plan
for another round of
quantitative easing.

The Fed funds futures
are currently pricing in
100% odds of at least
25 bps of rate cut in
the meeting.

The BOJ is
expected to keep
monetary policies
unchanged.
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