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U.S. Equities Faltered for the First Time since March amid Fading Hopes for Fiscal Stimulus as Treasury Yields Flatlined after the Fed Pledged to Keep Rates Low

After starting September with new all-time highs, U.S. equities reversed lower throughout the month as investors grew anxious about a second wave of the virus in Europe
and the lack of a timely agreement for more U.S. stimulus. U.S. equities had gone on a tear in recent months as central banks and governments around the world pumped
liquidity into the financial markets and stimulus into their economies. The nearly uninterrupted momentum, amid signs of a slowing recovery, began to create skepticism
around valuations and lead to questions about the sustainability of the historic bull run. The called-for correction came abruptly on September 3rd, with the S&P 500
slumping 3.5% in its worst performance since July 11.

The economic data released during the month, most of which related to August, showed, on balance, that the recovery had continued but that the pace had slowed from a
brisker clip earlier in the summer. The temporary hiring of census workers kept the total jobs tally propped up but private job gains were weaker than expected. The
unemployment rate, however, dropped from 10.2% to 8.4%, beating expectations for a decline to 9.8%. That mixed messaging was echoed by disappointing weekly jobless
claims reports. Nonetheless, several surveys showed sentiment held up heading into September. The ISM manufacturing index beat expectations and the services index
remained solid despite a small decline from an even stronger level. Small business confidence and both consumer confidence indices perked up more than expected.
However, the actual spending data was less convincing. While some moderation was not surprising, core retail sales actually declined unexpectedly in August, the first
month since expanded unemployment benefits expired, and the prior month’s gain was revised lower. Except for an unshakeable housing market, the consumer data
cumulatively pointed to a slowdown from a stronger pace of recovery. More broadly, the alternative data reiterated that the recovery appeared to be leveling off with
activity still well below the pre-pandemic pace.

Concerns that the labor market's momentum was subsiding with 10.3 million jobs still missing captured the broader economic worries about a slowing recovery and the
risk of longer-term damage to the economy’s potential. This was a prevalent theme in commentary from Fed officials and a key reason why the central bank made it
adamantly clear they will use all of their tools to support the recovery. In one of the biggest events of the month, the Fed overhauled its official statement to include more
explicit forward guidance that reflected its new framework adopted in late August. Reaffirming the less fearful approach to inflation, the Fed committed to keep rates at
their current level near zero until inflation hits 2% and appears to be headed moderately above 2% for some time; only four of seventeen officials expect that to occur
before 2023. Even after lift-off, rates are likely to remain low considering the new guidance states that rates will remain accommodative until inflation averages 2% for an
unspecified period of time. A couple of Fed officials noted that inflation of 2.5% would not be worrisome. Another said the Fed will find full employment “experientially”
once price pressures begin to rise, highlighting the paradigm shift away from a framework that relied heavily on a model-based guess of the level of maximum employment
in determining when to raise rates.

While those developments will certainly be meaningful further into the recovery, the Fed stressed the economy’s more immediate need was for more fiscal stimulus (i.e.
fiscal spending, not Fed lending). Stimulus headlines led to intraday market swings as investors attempted to discount the likelihood of a compromise agreement. House
Democrats revised the HEROES Act down from $3.5 trillion to $2.2 trillion and the White House raised its offer from roughly $1 trillion to approximately $1.6 trillion.
Nevertheless, the two sides were unable to close the gap, cementing the S&P 500’s 3.9% monthly decline, its first since March. Treasury yields where historically quiet,
with the 10-year yield traversing a monthly range of 12.7 bps, the narrowest since February 2019 and second tightest since 1979.
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The ISM manufacturing index beat 
expectations in August, +1.8 pts to 
56.0, a 21-month high; services 
edged down as expected but 
remained solid

ADP's 428k private 
payroll prediction 
fell well short of the
1mm expected

BoE said could 
expand QE 
significantly if 
needed

238k census hires boosted 
total payrolls (+1.37mm, 
nearly as expected), while 
private payrolls of 1.04mm 
came up ~300k short; 
however, unemployment fell 
much more than expected 
(10.2% to 8.4%) despite an 
encouraging pick up in 
participation 

U.K. government said it 
planned to alter the 
Brexit agreement,
stirring uncertainty

AstraZeneca paused 
its phase 3 vaccine 
trial after a 
participant became 
ill

As expected, the ECB kept policy 
unchanged but the euro added to 
its recent rally after President 
Lagarde said the bank doesn't 
target the exchange rate

Europe passed the 
U.S. in new daily 
cases as its second 
wave accelerated

Senate Democrats 
blocked a vote on GOP's 
"skinny" aid bill

AstraZeneca resumed 
its phase 3 trial and 
Pfizer said a vaccine 
in 2020 is "a likely 
scenario"

Retail sales were weaker than expected in 
August (core sales declined) and July was 
revised lower; slowing was not unexpected 
and sales still exceeded their pre-pandemic 
pace

Home builder 
confidence rose 
unexpectedly to a 
record high in 
September

The Fed overhauled its Statement in response to 
its new average inflation targeting framework; 
the Fed will not raise rates until inflation hits 2% 
and looks to exceed 2% for "some time"; only 4 
of 17 officials expect a rate increase by the end 
of 2023

The BoJ, BoE kept 
policy unchanged 
and reinforced 
their easing bias

Powell to tell 
Congress Fed will 
"do what we can, 
for as long as it 
takes"

Global equities sold off 
on reports U.K. would 
implement new virus 
restrictions for next six 
months

EU services PMI 
contracted 

unexpectedly in 
September amid 

second wave

Sales of existing  
and new homes hit
their fastest paces 
since 2006

France announced 
new targeted 
restrictions to 
address spike in 
cases

Flood of weekly 
Fedspeak stressed need 
for fiscal stimulus, rates 
to stay at zero for years

Democrats revised the 
HEROES Act down from 
$3.5T to $2.2T

After several 
reports of 
progress in 
stimulus 
negotiations,
Senator 
McConnell said 
sides remained 
far apart

The first 
presidential 
debate failed to 
move the needle
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Value
Dow Jones 27,782 -2.28% i 7.63% h -2.65% i
S&P 500 3,363 -3.92% i 8.47% h 4.09% h
Nasdaq 11,168 -5.16% i 11.02% h 24.46% h

Stoxx Europe 600 361 -1.48% i 0.21% h -13.17% i
China CSI 300 4,587 -4.75% i 10.17% h 11.98% h
Nikkei 225 23,185 0.20% h 4.02% h -1.99% i

Yield

U.S. 2-year 0.13% -0.4 i -2.2 i -144.2 i
U.S. 5-year 0.28% 1.0 h -1.1 i -141.4 i
U.S. 10-year 0.68% -2.1 i 2.8 h -123.4 i

German 10-year -0.52% -12.5 i -6.8 i -33.7 i
U.K. 10-year 0.23% -8.2 i 5.7 h -59.3 i
French 10-year -0.24% -14.7 i -13.2 i -36.1 i
Italian 10-year 0.87% -22.8 i -39.2 i -54.6 i
Japanese 10-year 0.02% -3.5 i -1.2 i 2.7 h

Value
WTI Crude 40.22$ -5.61% i 2.42% h -34.13% i
U.S. Dollar 93.89 1.89% h -3.60% i -2.60% i
Gold Spot 1,886 -4.17% i 5.89% h 24.29% h
Commodity Index 70.85 -3.36% i 9.04% h -12.41% i

Existing Home Sales MoM New Home Sales MoM Core Retail Sales

ISM Manufacturing Manufacturing Production

INTENDED FOR INSTITUTIONAL INVESTORS ONLY. The information included herein has been obtained from sources deemed reliable, but it is not in any way guaranteed, and it, together with any
opinions expressed, is subject to change at any time. Any and all details offered in this publication are preliminary and are therefore subject to change at any time. This has been prepared for
general information purposes only and does not consider the specific investment objectives, financial situation and particular needs of any individual or institution. This information is, by its very
nature, incomplete and specifically lacks information critical to making final investment decisions. Investors should seek financial advice as to the appropriateness of investing in any securities or
investment strategies mentioned or recommended. The accuracy of the financial projections is dependent on the occurrence of future events which cannot be assured; therefore, the actual results
achieved during the projection period may vary from the projections. Interest rate swaps and derivatives are offered and sold via Vining Sparks Interest Rate Products, LLC. The firm may have
positions, long or short, in any or all securities mentioned.  Member FINRA/SIPC.
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Temporary census workers overstated the strength in hiring, but 
unemployment fell much more than expected

Consumer confidence beat expectations but retail
sales declined unexpectedly

ISM surveys continued to point to solid 
activity, despite services edging down

New and existing home sales hit their highest 
levels since 2006

Business investment in 
equipment remained 

resilient


