
Key Economic Figures/Events of the Week

• We have had another week of mixed signals, with the increasing numbers of Covid-19 infections on the one

hand and some progress in the development of the vaccine and the treatment of the infection on the other.

Better-than-expected economic data has also added to the good news. The June ISM index of factory activity

for the US has jumped towards expansion territory, improving to 52.6 (compared to 49.8 expected) from 43.1 in

May. However, the recovery curve starts to flatten, as companies and consumers are still cautious in their

behaviour in the light of uncertainties lying ahead. This means that it will take a long time to reach the pre-

crisis level of economic activity.

• By the end of the week markets have received a further boost after US June payrolls showed an increase of 4.8

million nonfarm payrolls in June (compared to 3.2 million expected, according to a Blomberg survey of

economists), and a decrease in the unemployment rate of 11.1% from 13.3% in May. That was all market needed

to get a reassurance of its optimistic convictions that the economy is recovering. Incoming economic statistics

will continue to improve, but we believe that corporate earnings in the second quarter and the approach of the

US elections will bring additional anxiety to the financial world in the following weeks.

• Speaking about US elections, market participants have not yet made their mind up on how to react, even

though the public opinion has recently shown a significant change in voting preferences. We see no sense in

making any predictions regarding neither the outcome of the elections nor its impact on the markets, as there

are huge uncertainties about policy programmes of each candidate and the way public preferences may choose

to go in the lead-up to the elections. On one hand, market regulations and increased taxes, which may come

with Biden’s presidency, will negatively affect companies’ earnings. On the other hand, the incumbent’s tough

stance on China and other global issues also has a negative impact on the markets. The uncertainties caused by

the US elections are not currently priced in by the markets, but we think they should not be ignored.

Biden takes the lead in the race for US president chair

(implied probability of who will win the US presidential elections,

according to the online prediction market PredictIt )

Source: PredictIt, Bloomberg

• The publication of Minutes of the FOMC policy meeting has also brough back the discussion of the use of the

yield curve control as a monetary tool. Fed members are reticent of the idea as for now. The news has caused a

somewhat upward pressure on yields on the longer part of the curve. Average duration in our portfolio
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• currently stands at 5 years, and this has not had any significant impact on portfolios. US central bank has only

used a small part of its secondary market bond buying credit facility and there is still enough room to support

markets in the following months. However, we believe the regulators will go as far as needed to keep markets

functioning and to prevent yields going too high.

Weekly Investment Insights

• Argentinian state oil giant YPF (CCC/Caa3/CCC+) has announced an exchange offer of its notes due 2021 to

ones maturing in 2025. The exchange is favourable for investors and is very likely to be accepted. If so, it will

significantly reduce the company’s near-term refinancing risk. We do not own YPF notes due 2021, we own

longer-maturity bonds, but the news is positive for holders of all bond maturities, as the overall debt profile of

the company will improve.

Strategy

This week we have fixed profits on some long duration bonds, as we aim to decrease duration in our portfolios in

anticipation of increased volatility in the following months. We have also sold bonds with yield lower than 1.8% in

leveraged portfolios. We keep monitoring primary market offers to acquire new names we like. This week we have

received an allocation in Russia’s largest petrochemical producer Sibur (BBB-). The deal has been issued at a yield-

to-maturity of 2.95% with maturity in 2025. We like the name, given its high-quality credit profile and are ready to

hold it until maturity, as the bond should have low price volatility. We also subscribed in the new offering of the

largest Brazilian railway operator Rumo (BB-) at 5.25% yield-to-maturity. The company has a good credit profile,

but its rating is being constrained by the Brazilian sovereign rating.
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We hope you will find this information useful and we will be glad to answer your questions

Fixed Income Weekly Summary, 03 July 2020


	Slide Number 1
	Slide Number 2

