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The Fed has got its message across 

Fixed income markets in particular have finally got the message that the Fed actually 

means what it says: interest rates will stay high as long as necessary for inflation to come 

down sustainably to its 2% target. So far, a normalisation of supply conditions appears to 

have been behind most of the disinflation. Now, demand will need to soften sufficiently in 

order to bring the economy into better balance and reduce price pressures. The long end 

of the US Treasury market (and other developed government bond markets) has been the 

prime victim of the recent upward shift in the expected Fed Funds rate two years out and 

beyond. In fact, markets now price an average Fed Funds policy rate of roughly 4.5% over 

the next 10 years. We suspect that substantial lagged effects on the real economy from 

monetary policy tightening are now skewing the market’s perception for the neutral policy 

rate to the upside. While the current sell-off still may have a bit further to go, we expect 

intermediate maturities (5 to 10y) to do well over the next 6 to 12 months. 

 

Higher Treasury yields and oil prices are usually challenging conditions for weaker Emerg-

ing Markets economies, because of capital outflows and stickier inflation. However, cur-

rencies with high carry will likely be supported over the next 3-6 months, in particular Latin 

American FX such as the Brazilian real, the Colombian peso and the Mexican peso. 

 

Despite equity market losses, the drop in valuations has been relatively moderate as risk 

premiums have not widened meaningfully. Growth in the US has been supported by the 

large increase in the fiscal deficit and incentives related to the CHIPS Act and Inflation 

Reduction Act. This is unlikely to be sustained and would have to be offset by other growth 

drivers in order to guarantee the equity market’s resilience in the months ahead.  

 

 

This week’s highlights 

US macro 2 

‘Higher for longer’ means weaker demand 

Emerging Markets 4 

EM FX: Carry is king 

US fixed income 7 

Market prices ‘higher for much longer’ 

US equities 9 

Cyclical support has not yet fully faded 

Economic Calendar 12 

Week of 02/10 – 06/10/2023 

Market Performance 13 

Global Markets in Local Currencies 

 
 

 

Contacts 

 

Dr. Karsten Junius, CFA 

Chief Economist 

karsten.junius@jsafrasarasin.com 

+41 58 317 32 79 

 

Raphael Olszyna-Marzys 

International Economist 

raphael.olszyna-marzys@jsafrasarasin.com 

+41 58 317 32 69 

 

Mali Chivakul 

Emerging Markets Economist 

mali.chivakul@jsafrasarasin.com 

+41 58 317 33 01 

 

Alex Rohner 

Fixed Income Strategist 

alex.rohner@jsafrasarasin.com 

+41 58 317 32 24 

 

Dr. Claudio Wewel 

FX Strategist 

claudio.wewel@jsafrasarasin.com 

+41 58 317 32 26 

 

Wolf von Rotberg 

Equity Strategist 

wolf.vonrotberg@jsafrasarasin.com 

+41 58 317 30 20 

 



 

 

Cross-Asset Weekly 
29 September 2023 

2 | Cross-Asset Weekly 

US macro 

‘Higher for longer’ means weaker demand 

There has been a reckoning in financial markets over the past week that the Fed ac-

tually means what it says: interest rates will stay high as long as necessary for infla-

tion to come down sustainably to its 2% target. So far, a normalisation of supply con-

ditions appears to have been behind most of the disinflation. This is unlikely to be 

repeated. Demand will therefore need to soften sufficiently in order to bring the econ-

omy into better balance and reduce price pressures.  

 

Chair Powell’s hawkish message last week, as well as the upward revision to the policy 

path implied in the Fed’s new dot plot, led to another sharp increase in longer -term real 

bond yields as investors appear to be realising that a more prolonged period of higher 

rates may be needed to cool the economy. The drop in risk assets over the past week also 

suggests that the disinflationary process might not be as painless as financial markets 

had previously anticipated, a point that we have been making repeatedly.   

 

This business cycle has been surprising in many ways. For example, while credit flows 

have weakened as monetary policy has tightened, demand has remained surprisingly re-

silient. This in part reflects a normalisation in consumer behaviour, with spending shifting 

away from goods to services. But even credit-sensitive spending, particularly household 

consumption of durable goods and private investment, has not fallen in line with the de-

terioration in credit flows (Exhibit 1). In addition, the labour market is also behaving unu-

sually. The Beveridge curve – the relationship between job vacancies and unemployment 

– has shifted downwards. In other words, the vacancy rate has dropped without any rise 

in the unemployment rate—this is unprecedented in US post-war history (Exhibit 2). As a 

result, some heat has been taken out of the labour market, reducing wage growth in a 

‘painless’ fashion. This has raised hopes over the past few months that economic growth 

can remain strong and the labour market can maintain full employment, while the disin-

flationary process continues. 

 

 

Fed officials’ higher-for-longer projections have poured some cold water on this idea. First, 

the Fed doesn’t appear to believe (a view that we share) that the ‘painless’ drop in inflation 

in the past three months should necessarily be extrapolated into the future. Indeed, its 

own work shows that most of the disinflation has been driven by normalising supply con-

ditions (Exhibit 3). Looking ahead, we doubt that the supply side of the economy will be 
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Fed’s higher-for-longer message is sinking in 

The business cycle has been behaving differ-

ently, raising hopes that ‘this time could be 

different’ 

Exhibit 1: Demand has been more resilient than expected  Exhibit 2: Openings have fallen without higher unemployment  

 

 

 

Source: Macrobond, Bank J. Safra Sarasin, 28.09.2023  Source: Macrobond, Bank J. Safra Sarasin, 28.09.2023 

The drop in inflation over the past year has 

largely been driven by a pick-up in supply. 

This is unlikely to be repeated, at least to the 

same extent 

https://www.frbsf.org/economic-research/indicators-data/supply-and-demand-driven-pce-inflation/
https://www.frbsf.org/economic-research/indicators-data/supply-and-demand-driven-pce-inflation/
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able to weigh much further on inflation. Supply chains are now operating normally – the 

NY Fed Global supply chain pressures index is around its historical lows – and most of the 

increase in the labour force participation rate so far has been driven by prime-age workers 

(Exhibits 4-5). Yet the participation rate of this group is already above its pre-pandemic 

level, suggesting that there is limited further upside. Another meaningful pick-up in the 

size of the labour force would need to be driven by older workers (55+), though so far , they 

have shown little willingness in re-joining the labour market (Exhibit 5). 

 

 

At the same time, the renewed rise in house prices, resilient demand for goods, labour 

strikes and the sharp rise in the oil price over the past few weeks suggest that the econ-

omy is still facing important inflationary forces. The Fed has therefore no other choice but 

to signal that it will maintain rates elevated as long as necessary in order to maintain tight 

financing conditions. The Fed’s new indices, which attempt to measure the cumulative 

effect on GDP growth over the next 12 months from current and past changes in financial 

variables over the past 1 and 3 years, suggest that conditions have in fact become less 

tight this year as equity and house prices have risen. Its main index, which uses the 3-year 

backward looking window, still points to tight conditions (Exhibits 6-7). But as Jerome Pow-

ell mentioned in the press conference last week, Fed officials don’t really know how tight 

policy truly is. They will only know once the data confirm that demand is softening suffi-

ciently to reduce price pressures. Whether the Fed can soft land the economy rests on its 

ability to read the signals early and be nimble enough to calibrate its policy stance so that 

it doesn’t depress demand excessively.  

 

 

Exhibit 3: Supply-driven disinflation  Exhibit 4: No more supply chain constraints  Exhibit 5: 55+ participation remains low 

 

 

 

 

 
Source: Macrobond, Bank J. Safra Sarasin, 28.09.2023  Source: Macrobond, Bank J. Safra Sarasin, 28.09.2023  Source: Macrobond, Bank J. Safra Sarasin, 28.09.2023 

The Fed will keep interest rates elevated as 

long as needed to cool demand and bring in-

flation back on track to its 2% target  

Exhibit 6: Financing conditions appear to have become less tight …  Exhibit 7: … reflecting higher equity and house prices 

 

 

 
Source: Macrobond, Bank J. Safra Sarasin, 28.09.2023  Source: Macrobond, Bank J. Safra Sarasin, 28.09.2023 

https://www.federalreserve.gov/econres/notes/feds-notes/a-new-index-to-measure-us-financial-conditions-20230630.html#:~:text=The%20resulting%20index%20is%20named,or%20tailwinds%20to%20economic%20activity.
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Emerging Markets  

EM FX: Carry is king 

Since July, we have seen two changes in the global environment: the US Fed’s “higher  

for longer” and higher oil prices. The former usually means capital outflows from EM 

and weaker EM FX. The latter puts pressure on EM oil importers’ FX, and could keep 

EM inflation stickier. Currencies with high carry are likely the ones that will be sup-

ported in the next 3-6 months, in particular Latin American FX such as the Brazilian 

real, the Colombian peso and the Mexican peso.  

 

Since mid-July, we have seen a few changes in the global environment. First, the US Fed-

eral Reserve has confirmed that it will keep the policy rate elevated for longer. While the 

“higher for longer” narrative has gathered steam over the last few months, Chair Powell 

only mentioned it explicitly at the last FOMC meeting. Second, energy prices have in-

creased significantly in the last two months. Brent oil price now trades at $97 instead of 

around $80 per barrel in mid-July. The price increase has been due to significant supply 

cuts by Russia and Saudi Arabia, while demand from the US and China has been resilient 

(Exhibit 1 and 2). Higher for longer has pushed up 10-year US treasury yields to the highest 

level in many years and the US dollar index has edged higher after hitting its 2023 low in 

mid-July (Exhibits 3 and 4). This in general is not supportive for EM FX.     

 

 

The last time the US Federal Reserve held its policy rate for a prolonged period was in the 

late 1990s. Many major Emerging Markets (EM) economies experienced balance of pay-

ments crises as capital flowed out of EMs. Today, major EM economies are much less 

vulnerable on the external front. They borrow more domestically, are not entirely depend-

ent on external borrowing, and their exchange rate regimes have become more flexible. 

The tight spreads on US dollar sovereign credit for investment grade EM issuers attest to 

their resilience (Exhibit 5). Frontier EM economies, however, will likely continue to suffer 

in this environment. Egypt (which we wrote about last year), for example, continues to face 

external funding risks. 

 

Higher oil prices, together with some regional food price increases (such as in India), have 

already fed into some EM headline inflation (Exhibit 6). Higher oil prices could also keep 

inflation expectations higher for longer, and put downward pressures on EM oil importers’ 

trade balances. Indeed, 12-month-ahead inflation expectations in selected EMs show that 

expected inflation remains above the official inflation targets in most countries in the 
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New in 2H: Higher oil prices and “higher-for-

longer” US interest rates 

Exhibit 1: Saudi Arabia’s supply cuts have pushed oil prices higher  Exhibit 2: Stronger China’s demand for key commodities 

 

 

 

Source: Macrobond, Bank J. Safra Sarasin, 25.09.2023  Source: Macrobond, Bank J. Safra Sarasin, 25.09.2023 

Higher for longer usually means weak EM FX 

Higher oil prices could slow down the pace of 

the EM rate cut cycle  

https://publications.jsafrasarasin.com/publ-dl-ch/dl-discl?dl=B3DD87603307894CBDA040E464464A505730EA6FD191DE871975D957AF7B49CA271E0FCEF065A0FA21182D218D79842AB13DE2BE4416C7BF
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sample (Exhibit 7 with 4% target for South Africa, 2% target for Czech Republic, Peru and 

Thailand and 3% target for the rest). On balance, higher for longer and higher oil prices 

could keep EM central banks more vigilant and slow the pace of rate cuts in some EMs. 

 

 

 

In this environment, our view is that EM FX with high carry will be well-supported. A number 

of EM central banks with high policy rates have already started their rate cut cycle as in-

flation subsides and growth concerns mount (Exhibit 8). As rate cuts erode carry further 

next year, EM FX will likely be less supported. We outline our regional views for the next 3 -

6 months below.    

 

Latin American FX should fare best in general due to higher carry. We continue to prefer 

the Brazilian real (BRL), the Colombian peso (COP) and the Mexican peso (MXN). While the 

central bank in Brazil has already cut rates by 100bp so far, BRL real yields remain the 

highest among major EMs. We expect the Banco de Mexico (Banxico) to hold its policy rate 

for much longer. In both cases, fiscal risks could be a reason for both central banks to go 

slow. For Brazil, the risk is that the 2024 fiscal target will be loosened and that could lead 

to a sell-off. In Mexico, a large fiscal expansion is coming in 2024, which will keep Banxico 

more hawkish. In Colombia, there have been increasing calls from the business commu-

nity to cut its policy rate. In our view, the central bank will likely start loosening policy in 

the next couple of months once the inflation dynamic looks better. Still, real policy rates 

(using 12-month inflation expectations) remain high at around 7%.    

 

Exhibit 3: 10-year US treasury yield has risen to 4.5%  Exhibit 4: US dollar has strengthened since mid-July 

 

 

 

Source: Macrobond, Bank J. Safra Sarasin, 25.09.2023  Source: Macrobond, Bank J. Safra Sarasin, 25.09.2023 

Exhibit 5: IG EM issuers continue to see tight spreads  Exhibit 6: A recent pick-up in inflation in parts of Asia 

 

 

 

Source: Bloomberg, Bank J. Safra Sarasin, 25.09.2023  Source: Macrobond, Bank J. Safra Sarasin, 25.09.2023 
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Latin American FX should fare better given 

high carry 
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https://publications.jsafrasarasin.com/publ-dl-ch/dl-discl?dl=B3DD87603307894CBDA040E464464A505730EA6FD191DE878C8658C094A5C2E5835AD4331E7358B98EA70C2B1EF69B09C91298126B0744AB
https://publications.jsafrasarasin.com/publ-dl-ch/dl-discl?dl=B3DD87603307894CBDA040E464464A505730EA6FD191DE878C8658C094A5C2E5835AD4331E7358B98EA70C2B1EF69B09C91298126B0744AB
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Higher for longer and higher oil prices are particularly tricky for Asian EM economies which 

are mostly oil importers with low interest rates. Low yielding Asian currencies (CNY, KRW, 

MYR and THB) will likely see continued pressure from capital outflows. A relatively  weak 

Chinese economy and a dovish People’s Bank of China also add to the pressure. The Thai 

baht could turn around at the end of the year due to the seasonal tourism factor. Due to 

the changed global environment, we expect Asian central banks to remain on hold for 

longer in 2024 even if inflation has already come back to target in many countries (Indo-

nesia, Thailand). Among the higher yielders within Asia, the Indonesian rupiah (IDR) and 

the Indian rupee (INR) should be better supported. Beyond relatively higher rate differen-

tials, Indonesia should still be supported by a strong current account and policymakers 

that remained focused on stabilising the currency. While India is also affected by higher 

oil prices, portfolio inflows and the central bank’s intervention have supported the INR. 

The recent announcement of India’s inclusion into JP Morgan’s EM local currency bond 

index (starting next June) should also help support the INR.   

 

For Central and Eastern European central banks (CEE), growth concerns have become 

front and centre as the German economy is probably falling into recession, despite still -

elevated headline inflation. Poland’s surprised rate cut earlier this month was an example. 

Given that these countries are also oil importers, there is also FX pressure coming from 

worsening trade balances. Further policy rate cuts will likely put more pressure on CEE FX. 

 

While carry is relatively high in South Africa, we are concerned about the risk of electricity 

outages as well as worsened trade balances (as an oil importer) , which could keep the 

rand under pressure. In Turkey, the latest commitment to orthodox monetary policy has 

signalled that the country could be on the right policy path, which will help bring FX inflows. 

More FDI inflows from the Gulf countries should help beef up net international reserves , 

but Turkey will also suffer from higher oil prices and the real policy rate remains deeply 

negative. The market is only pricing the policy rate in 12 months at 38%, while 12-month 

inflation expectations are at 45% (today’s policy rate is 30% and August inflation was at 

59%). Given the hawkishness of the last monetary policy statement, the monetary stance 

could approach restrictive territory faster than the market expected. While we still see 

some downside risks for the Turkish lira for the next 3-6 months, a more restrictive stance 

should help stabilise the lira.    

 

 

 

 

 

Higher for longer and higher oil prices will 

keep Asian central banks mostly on hold until 

the Fed’s first cut 

CEE currencies to be under pressure as 

growth concerns dominate  

We still see some downside risks for ZAR and 

TRY although larger-than-expected rate 

hikes in Turkey should help stabilise TRY 

Exhibit 7: 12-month ahead inflation expectations are still elevated  Exhibit 8: Generally, high-carry FX should be supported 

 

 

 
Source: Macrobond, Bank J. Safra Sarasin, 25.09.2023  Source: Macrobond, Bank J. Safra Sarasin, 25.09.2023 

https://publications.jsafrasarasin.com/publ-dl-ch/dl-discl?dl=B3DD87603307894CBDA040E464464A505730EA6FD191DE878C8658C094A5C2E556AB58A564ECBF8B1293F27577E00B8A745378B013948221
https://publications.jsafrasarasin.com/publ-dl-ch/dl-discl?dl=B3DD87603307894CBDA040E464464A505730EA6FD191DE878C8658C094A5C2E5D43B6D88FB21493A07F26F833982BE305833107B3E7714F0
https://publications.jsafrasarasin.com/publ-dl-ch/dl-discl?dl=B3DD87603307894CBDA040E464464A505730EA6FD191DE878C8658C094A5C2E5D43B6D88FB21493A07F26F833982BE305833107B3E7714F0
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US fixed income 

Market prices ‘higher for much longer’ 

Markets currently price an average Fed Funds policy rate of roughly 4.5% over the next 

10 years, which suggests that they expect the US economy to be able to tolerate much 

higher real rates than before the pandemic. We believe that substantial lag effects 

on the real economy from monetary policy tightening skew the market’s perception 

for the neutral rate to the upside. While the current sell -off may have some way to go, 

we expect intermediate maturities (5 to 10y) to do well over the next 6 to 12 months. 

 

US bond markets sold off significantly in August and September. Longer-term yields have 

now risen by about 70 to 80bp over the past 3 months, all of it coming from the real rate 

side. The yield curve steepened by 55bp (to -45bp) in the 2y/10y segment, retracing more 

than half the inversion. The apparent resilience of the US economy to higher (real) rates 

so far has led markets to price a higher expected policy rate path beyond 12 months, while 

short-term expectations remained largely unchanged. The result was a “bear steepening”, 

an upward shift of the yield curve with long-term yields rising more that short-term yields. 

 

While phases of bear steepening are much less frequent during tightening cycles com-

pared to other rate regimes, they do happen. They usually occur towards the end of a rate 

hike cycle. The reason is quite intuitive: as the tightening cycle becomes more advanced, 

markets increasingly price the cumulative effects from monetary tightening into their ex-

pectations for the trajectory of future policy rates. As monetary policy can work with very 

long lags on the real economy, markets can temporarily reprice overly optimistic rate ex-

pectations to the upside. For example, this happened in 2000, 2006 and 2007. Usually, 

these instances last only a few weeks, and are limited in magnitude. At -100bp for the 

2y/10y segment, the curve was deeply inverted as we approached peak policy rates in 

this cycle, which is why the magnitude is higher this time and more difficult to predict.  

 

Market expectations for the future trajectory of Fed policy rates have shifted even further 

over the past two months compared to the Fed’s more hawkish September dot plot. While 

the market still prices Fed Funds 40bp below the hawkish Fed’s end-2024 dot, the trajec-

tories diverge meaningfully thereafter. While the Fed expects the Funds rate to converge 

towards its longer-term neutral policy rate of around 2.5% to 3%, markets expects a trough 

in Fed Funds at around 4.25% in 2025, and a rise thereafter towards 4.5% (Exhibit 1).  

 

Exhibit 1: Market pricing for the Funds rate diverges from the Fed’s dots beyond 2024 

 

Source: Macrobond, Bank J. Safra Sarasin, 28.09.2023 
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Markets have sold off significantly in August 

and September 

Bear steepenings usually occur at the end of 

a rate hike cycle 

Market pricing for Fed Funds diverges signif-

icantly from the Fed’s September dots be-

yond 2024 
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The obvious conclusion is that the market now prices a significantly higher average equi-

librium rate of interest than most estimates currently assume, that is, the rate at which 

the economy neither decelerates nor accelerates. This would mean that the US economy 

is able to tolerate much higher real rates than before the pandemic and would be con-

sistent with the soft-landing scenario that credit markets currently price. In fact, credit 

spreads of Investment Grade and High Yield bonds trade below the historical medians and 

hence do not reflect the risk of a substantial economic slowdown, let alone a recession. 

Importantly, this would also imply that the term premium on long-term Treasury bonds is 

still close to zero (with potential further upside), as some term premium models would 

suggest (Adrian, Crump and Moench, ACM; Kim & Wright, KW) (Exhibit 2).  

 

Exhibit 2: Standard term premium models imply no risk premium in Treasury bonds 

 

Source: Bloomberg, Bank J. Safra Sarasin, 28.09.2023 

 

We suspect that a significant part of the current elevated market pricing is likely due to 

the substantial lag effects on the real economy from monetary policy tightening. The larger 

than expected fiscal impulse in 2023 and relatively healthy private-sector balance sheets 

seem to extend the lags even more, suggesting a stronger resilience of the US economy 

to higher real rates. This currently skews the market’s perception for the neutral rate up. 

 

The Fed’s quarterly Survey of Market Participants (SMP) gathers an average estimate of 

the long-term neutral rate for the US economy, which currently sits at around 3%. This 

estimate is consistent with the New York Fed’s estimate of the real neutral rate (two -sided 

real neutral rate from Holsten, Laubach and Williams) of 1.1%, which would suggest a 

nominal neutral policy rate of slightly above 3% as well. We can approximate the risk pre-

mium embedded in the Treasury market by comparing the long-run policy rate currently 

implied by the Treasury yield curve with the SMP estimates. It correlates well with the KW 

term premium estimates, however, contrary to the standard term premium models, it sug-

gests a more meaningful build-up of risk premium (Exhibit 2). 

 

We expect the cumulative effects of monetary tightening to be increasingly felt in the US 

real economy (including the sharp real rate increase over the past two months). We expect 

lower nominal yields over the next 6 to 12 months, with a more benign steepening of the 

yield curve, hence intermediate maturities (5 to 10y) should do well.  
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US equities 

Cyclical support has not yet fully faded 

Equities have recently given up some of the gains they had made in 2023, following 

the Fed’s hawkish hold in September and a sharp rise in real rates. Despite these 

losses, the drop in valuations has been relatively moderate as risk premia have not 

reacted. The High Yield spread in the US for example remains well supported by a 

gradually recovering manufacturing sector. In general, growth in the US has been well 

supported by strong fiscal spending. This is unlikely to be sustained and would have 

to be offset by other growth drivers in order to guarantee the equity market’s resili-

ence in the months and quarters ahead. 

 

Equity markets have come under renewed pressure over recent weeks. The S&P 500 in 

the US has retreated more than 6% from its 2023 peak in late July and has fallen back to 

levels it first breached in June 2021 (Exhibit 1). Notably, excluding the seven major stocks 

in the S&P 500, the index has given up all of its 2023 performance and is flat year-to-date 

(Exhibit 2).  

 

 

Rather than some sort of macro shock, the rise in rates was instrumental in the recent 

equity market decline. The Fed’s firm message after the last FOMC, reiterating their com-

mitment to fight inflation, led markets to reprice expectations for the Fed Funds rate over 

coming years and triggered a surge in US real yields. Equity valuations, which have been 

remarkably immune against higher rates in recent months, reacted accordingly. The 

S&P500’s 12-month forward PE dropped to 17.9x, a level it had last seen in March. Yet 

considering that the US real rate was about 100bps below today’s level back then, one 

could argue that equities have still been very resilient in light of rising rates (Exhibit 3).  

 

One reason for this resilience of equity markets surely is the depressed valuation premium 

across risk markets, most visible in the US High Yield spread. This has actually continued 

to contract over the past three months (Exhibit 4) – in contrast with falling equity valua-

tions - and is currently at the lowest level since June 2022.  

 

High-yield spreads have been rather well behaved as their two most important macro driv-

ers have been rather supportive lately (Exhibit 5): i ) Brent oil prices have risen back to the 

highest level since November 2022, and ii) the manufacturing ISM in the US has started 

to recover slightly after touching a post-pandemic low in June (Exhibit 6).  
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Equities are 6% off their 2023 highs after the 

recent rise in real yields 

Exhibit 1: US equities have retreated from their 2023 highs  Exhibit 2: The S&P 500 ex the 7 G(iants) is flat year-to-date 

 

 

 

Source: Refinitiv, Bank J. Safra Sarasin, 28.09.2023  Source: Refinitiv, Bank J. Safra Sarasin, 28.09.2023 
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Once again, the outlook for the equity market boils down to the question whether the US 

cycle can recover in the months ahead or if the recent stabilisation in the manufacturing 

data should be regarded as an anomaly in a generally slowing cycle? We would argue for 

the latter. While the impact of Fed hikes has yet to hit and consumers are gradually draw-

ing down their pandemic savings, another factor which is set to turn from tail - to headwind, 

is fiscal support. The first half of 2023 saw a sharp rise in the US fiscal deficit, driven by 

both, falling revenues and rising outlays. Paradoxically, last year’s equity market sell -off 

is a key reason for the drop in federal tax receipts in the first half of this year, as capital 

gains tax revenues are lagging private portfolio returns. The economy was thus supported 

by an automatic fiscal stabiliser, which it would typically only receive during or right after 

a recession. In addition to this decline in tax revenues, social benefit payments adjusted 

for higher inflation and various discretionary programs (e.g. CHIPS act, IRA) were added to 

government expenses. To put that into numbers, the fiscal deficit rose to 8% of GDP by 

mid-2023 (12-month rolling based on monthly data), a level typically only seen in reces-

sions (Exhibit 7).  

 

More important for economic growth than the deficit itself, is the change in the deficit (the 

fiscal impulse), which has also risen to levels only observed during recessions (Exhibit 8). 

While this does not translate into growth one-for-one (due to multiplier effects and as 

some components of the deficit have little relevance for growth, e.g. interest payments), 

the fiscal stance in the first half of 2023 has likely been remarkably supportive for an 

economy which is not in recession. 

 

Exhibit 3: Equity valuations have fallen as real yields have soared  Exhibit 4: The HY spread has not moved despite the drop in PEs 

 

 

 

Source: Refinitiv, Bank J. Safra Sarasin, 28.09.2023  Source: Refinitiv, Bank J. Safra Sarasin, 28.09.2023 

Exhibit 5: HY spread supported by oil prices and manufacturing data  Exhibit 6: US manufacturing data has bottomed lately 

 

 

 

Source: Refinitiv, Bank J. Safra Sarasin, 28.09.2023  Source: Refinitiv, Bank J. Safra Sarasin, 28.09.2023 

Fiscal stabilisers have supported the cycle 

much more strongly than expected in 2023 

The fiscal impulse has risen to levels only ob-

served during recessions before 
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Yet looking ahead, this degree of fiscal support is unlikely to be sustained. Providing ad-

ditional stimulus in the coming quarters would require the fiscal deficit to rise from current 

levels. However, income tax receipts are unlikely to drop once again as  employment has 

continued to be strong and capital gains tax revenues tend to follow a typical 60/40 port-

folio with a 9-month lag (Exhibit 9). But even if the monthly deficit does not shrink (which 

is unlikely), the fiscal impulse would fade quickly. The best projection for US fiscal data is 

the Congressional Budget Office numbers. These suggest that the fiscal impulse turns 

negative into the end of this year and the beginning of next year. This may only change if 

either mandatory (non-discretionary) spending and revenues deviate due to changes in 

the macro assumptions (as did income tax revenues in 2023), or if a new discretionary 

spending programme is implemented. As this would have to pass Congress, it does not 

appear within reach right now.  

 

 

Bottom-line, the remarkable strength in the US cycle this year has kept risk premia in 

check and shielded equity valuations against the drag from higher real rates. The fiscal 

impulse has been a key driver of US growth in 2023, yet is likely to fade as a support factor 

over coming quarters. If other drivers of the cycle fail to compensate for fading fiscal sup-

port, risk premia should widen as well and valuations should converge further towards 

levels implied by real yields.

Exhibit 7: The US fiscal deficit has risen to recession levels in 2023  Exhibit 8: Fiscal support is at the highest outside a recession 

e 

 

 

Source: Refintiv, Bank J. Safra Sarasin, 28.09.2023  Source: Refinitiv, Bank J. Safra Sarasin, 28.09.2023 

Sustaining this level of fiscal support is a dif-

ficult task in the coming quarters 

Exhibit 9: US (capital) income tax revenues follow markets with a lag  Exhibit 10: The fiscal impulse is set to turn negative 

 

 

 

Source: Refinitiv, Bank J. Safra Sarasin, 28.09.2023  Source: Refinitiv, Bank J. Safra Sarasin, 28.09.2023 

The cycle will likely suffer without additional 

fiscal support. This may also lead to widening 
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Economic Calendar 

Week of 02/10 – 06/10/2023 

Country Time Item Date Unit 

Consensus 

Forecast Prev. 
 

Monday, 02.10.2023 

JN 01:50 Tankan Large Mfg Index 3q Index 6.00 5.00 

 01:50 Tankan Large Non-Mfg Index 3q Index 24.00 23.00 

US 16:00 ISM Manufacturing PMI Sep Index 47.70 47.60 

 16:00 ISM New Orders Sep Index -- 46.80 
 

 

Tuesday, 03.10.2023 

US 16:00 Jolts Job Openings Aug 1'000 8900k 8827k 
 

 

Wednesday, 04.10.2023 

EU 11:00 PPI MoM Aug mom -- -0.50% 

 11:00 PPI YoY Aug yoy -- -7.60% 

US 13:00 MBA Mortgage Applications Sep29 wow -- -1.30% 

 14:15 ADP Employment Change Sep 1'000 145k 177k 

 16:00 ISM Services Index Sep Index 53.50 54.50 
 

 

Thursday, 05.10.2023 

US 14:30 Initial Jobless Claims Sep30 1'000 -- 204k 
 

 

Friday, 06.10.2023 

JN 07:00 Leading Index CI Aug P Index -- 108.20 

US 14:30 Change in Non-Farm Payrolls Sep 1'000 160k 187k 

 14:30 Change in Mfg Payrolls Sep 1'000 10k 16k 

 14:30 Unemployment Rate Sep % 3.70% 3.80% 
 

Source: Bloomberg, J. Safra Sarasin as of 28.09.2023 
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Market Performance 

Global Markets in Local Currencies 

Government Bonds Current value Δ 1W (bp) Δ YTD (bp) TR YTD in % 

Swiss Eidgenosse 10 year (%) 1.16 9 -46 4.0 

German Bund  10 year (%) 2.90 16 33 -1.5 

UK Gilt  10 year (%) 4.48 27 81 -2.9 

US Treasury  10 year (%) 4.57 13 69 -2.9 

French OAT - Bund, spread (bp) 56 1 2  

Italian BTP - Bund, spread (bp) 195 9 -20  
 

 

Stock Markets Level P/E ratio 1W TR in % TR YTD in % 

SMI - Switzerland 10’918 17.1 -1.5 4.9 

DAX - Germany 15’324 11.1 -1.6 10.1 

MSCI Italy 894 7.6 -1.9 18.7 

IBEX - Spain 9’427 9.6 -1.3 18.3 

DJ Euro Stoxx 50 - Eurozone 4’162 11.8 -1.2 13.1 

MSCI UK 2’179 10.7 -0.7 5.0 

S&P 500 - USA 4’300 19.8 -0.7 13.4 

Nasdaq 100 - USA 14’703 26.4 0.1 35.3 

MSCI Emerging Markets 944 13.2 -1.2 1.1 
 

 

Forex - Crossrates Level 3M implied 

volatility 

1W in % YTD in % 

USD-CHF 0.91 7.5 0.7 -1.3 

EUR-CHF 0.97 5.1 0.0 -2.4 

GBP-CHF 1.12 6.6 0.6 -0.1 

EUR-USD 1.06 7.2 -0.7 -1.1 

GBP-USD 1.22 8.2 0.0 1.3 

USD-JPY 149.1 9.4 0.5 13.7 

EUR-GBP 0.86 5.2 -0.6 -2.3 

EUR-SEK 11.52 7.2 -2.8 3.2 

EUR-NOK 11.28 8.7 -1.3 7.5 
 

 

Commodities Level 3M realised 

volatility 

1W in % YTD in % 

Bloomberg Commodity Index 106 6.4 -0.9 -5.7 

Brent crude oil - USD / barrel 98 19.6 3.1 20.2 

Gold bullion - USD / Troy ounce 1’869 8.3 -2.7 2.4 
 

Source: J. Safra Sarasin, Bloomberg as of 28.09.2023 
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Important legal Information 

This document has been prepared by Bank J. Safra Sarasin Ltd (“Bank”) for information purposes only. It is not the result of financial research 

conducted. Therefore, the “Directives on the Independence of Financial Research” of the Swiss Bankers Association do not apply to this docu-

ment. 

This document is based on publicly available information and data (“the Information”) believed to be correct, accurate and complete. The Bank 

has not verified and is unable to guarantee the accuracy and completeness of the Information contained herein. Possible errors or incomplete-

ness of the Information do not constitute legal grounds (contractual or tacit) for liability, either with regard to direct, indirect or consequential 

damages. In particular, neither the Bank nor its shareholders and employees shall be liable for the views contained in this document. Third 

party data providers make no warranties or representations of any kind relating to the accuracy, completeness or timeliness of the data pro-

vided and shall have no liability for any damages of any kind relating to such data.  

This document does not constitute a request or offer, solicitation or recommendation to buy or sell investment instruments or services. It should 

not be considered as a substitute for individual advice and risk disclosure by a qualified financial, legal or tax advisor. You are reminded to read 

all relevant documentation before making any investment, including risk warnings, and to seek any specialist financial or tax advice that you 

need. You are not permitted to pass this document on to others, apart from your professional advisers. If you have received it in error please 

return or destroy it. 

Past performance is no indication of current or future performance. Investments in foreign currencies are subject to exchange rate fluctuations. 

Exchange rate risk will apply if the investor’s reference currency is not the same as the investment currency. Information containing forecasts 

are intended for information purpose only and are neither projections nor guarantees for future results and could differ significantly for various 

reasons from actual performance. The views and opinions contained in this document, along with the quoted figures, data and forecasts, may 

be subject to change without notice. There is no obligation on the part of Bank or any other person to update the content of this document. The 

Bank does not accept any liability whatsoever for losses arising from the use of the Information (or parts thereof) contained in this document. 

Neither this document nor any copy thereof may be sent to or taken into the United States or distributed in the United States or to a US person. 

This information is not directed to any person in any jurisdiction where (by reason of that person’s nationality, residence or otherwise) such 

distribution is prohibited and may only be distributed in countries where its distribution is legally permitted. 

This publication constitutes marketing material. If it refers to a financial instrument for which a prospectus and/or a key investor/information 

document exists, these are available free of charge from Bank J. Safra Sarasin Ltd, Elisabethenstrasse 62, P.O. Box, CH-4002 Basel, Switzer-

land. 

Bloomberg 

“Bloomberg®” and the referenced Bloomberg Index/Indices are service marks of Bloomberg Finance L.P. and its affiliates, including Bloomberg 

Index Services Limited (“BISL”), the administrator of the index (collectively, “Bloomberg”) and have been licensed for use for certain purposes 

by Bank J. Safra Sarasin Ltd. Bloomberg is not affiliated with Bank J. Safra Sarasin Ltd, and Bloomberg does not approve, endorse, review, or 

recommend the financial instrument(s) mentioned in this publication. Bloomberg does not guarantee the timeliness, accurateness, or com-

pleteness of any data or information relating to the financial instrument(s) mentioned in this publication. 

ICE Data Indices 

Source ICE Data Indices, LLC (“ICE DATA”), is used with permission. ICE Data, its affiliates and their respective third party suppliers disclaim 

any and all warranties and representations, express and/or implied, including any warranties of merchantability or fitness for a particular pur-

pose or use, including the indices, index data and any data included in, related to, or derived therefrom. Neither ICE Data, its affiliates or their 

respective third party providers shall not be subject to any damages or liability with respect to the adequacy, accuracy, timeliness or complete-

ness of the indices or the index data or any component thereof, and the indices and index data and all components thereof are provided on an 

“as is” basis and your use is at your own risk. ICE Data, its affiliates and their respective third party suppliers do not sponsor, endorse, or 

recommend Bank J. Safra Sarasin Ltd, or any of its products or services. 

J.P. Morgan 

Information has been obtained from sources believed to be reliable but J.P. Morgan does not warrant its completeness or accuracy. The Index 

is used with permission.  The Index may not be copied, used, or distributed without J.P. Morgan’s prior written approval.  Copyright 2020, J.P. 

Morgan Chase & Co.  All rights reserved. 

MSCI Indices 

Source: MSCI. The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not 

be used as a basis for or a component of any financial instruments or products or indices. None of the MSCI information is intended to constitute 

investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such. 

Historical data and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The 

MSCI information is provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this information. 

MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information (collectively, 

the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, 
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timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the 

foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, 

without limitation, lost profits) or any other damages. (www.msci.com) 

SMI 

SIX Swiss Exchange AG (“SIX Swiss Exchange”) is the source of SMI Indices® and the data comprised therein. SIX Swiss Exchange  has not 

been involved in any way in the creation of any reported information and does not give any warranty and excludes any liability whatsoever 

(whether in negligence or otherwise) – including without limitation for the accuracy, adequateness, correctness, completeness, timeliness, and 

fitness for any purpose – with respect to any reported information or in relation to any errors, omissions or interruptions in the SMI Indices® or 

its data. Any dissemination or further distribution of any such information pertaining to SIX Swiss Exchange is prohibited. 

Distribution Information 

Unless stated otherwise this publication is distributed by Bank J. Safra Sarasin Ltd (Switzerland). 

The Bahamas: This publication is circulated to private clients of Bank J. Safra Sarasin (Bahamas) Ltd, and is not intended for circulation to 

nationals or citizens of The Bahamas or a person deemed ‘resident’ in The Bahamas for the purposes of exchange control by the Central Bank 

of The Bahamas. 

Dubai International Financial Centre (DIFC): This material is intended to be distributed by Bank J. Safra Sarasin Asset Management (Middle 

East) Ltd [“BJSSAM”] in DIFC to professional clients as defined by the Dubai Financial Services Authority (DFSA). BJSSAM is duly authorised 

and regulated by DFSA. If you do not understand the contents of this document, you should consult an authorised financial adviser. This material 

may also include Funds which are not subject to any form of regulation or approval by the Dubai Financial Services Authority (“DFSA”). The 

DFSA has no responsibility for reviewing or verifying any Issuing Document or other documents in connection with these Funds. Accordingly, 

the DFSA has not approved the Issuing Document or any other associated documents nor taken any steps to verify the information set out in 

the Issuing Document, and has no responsibility for it. The Units to which the Issuing Document relates may be illiquid and/or subject to re-

strictions on their resale. Prospective purchasers should conduct their own due diligence on the Units. 

Germany: This marketing publication/information is being distributed in Germany by J. Safra Sarasin (Deutschland) GmbH, Kirchnerstraße 6-

8, 60311 Frankfurt am Main, for information purposes only and does not lodge claim to completeness of product characteristics. Insofar as 

information on investment funds is contained in this publication, any product documents are available on request free of charge from J. Safra 

Sarasin (Deutschland) GmbH, Kirchnerstraße 6-8, 60311 Frankfurt am Main in English and German language. To the extent that indicative 

investment options or portfolio structures are included, the following applies: The indicative investment options or portfolio structures pre-

sented in these documents and the underlying model calculations are based on the information and data provided to us in the context of the 

asset advisory discussion, and we have not checked them for accuracy or completeness. The indicative investment option/portfolio structure 

described here is thus intended as a guide and does not make any claim to comprehensive suitability but aims to inform you about the general 

possibilities that an investment entails. In order to provide you with a final investment recommendation that is tailored to your specific situation, 

we need further information, in particular on your investment goals, risk tolerance, experience and knowledge of financial services and products 

and your financial situation. This publication is intended to be distributed by J. Safra Sarasin (Deutschland) GmbH, Kirchnerstraße 6-8, 60311 

Frankfurt am Main to clients domiciled or having their registered office in Germany and is directed exclusively at institutional clients who intend 

to conclude investment business exclusively as entrepreneurs for commercial purposes. This clientele is limited to credit and financial services 

institutions, capital management companies and insurance companies, provided that they have the necessary permission for the business 

operation and are subject to supervision, as well as medium and large corporations within the meaning of the German Commercial Code (sec-

tion 267 (2) and (3) HGB). 

Gibraltar: This marketing document is distributed from Gibraltar by Bank J. Safra Sarasin (Gibraltar) Ltd, First Floor Neptune House, Marina Bay, 

Gibraltar to its clients and prospects.  Bank J. Safra Sarasin (Gibraltar) Ltd whose Registered Office is 57/63 Line Wall Road, Gibraltar offers 

wealth and investment management products and services to its clients and prospects. Incorporated in Gibraltar with registration number 

82334. Bank J. Safra Sarasin (Gibraltar) Ltd is authorised and regulated by the Gibraltar Financial Services Commission. Telephone calls may 

be recorded. Your personal data will be handled in accordance with our Data and Privacy Statement. Where this publication is provided to you 

by Bank J. Safra Sarasin (Gibraltar) Limited: This document is approved as a marketing communication for the purposes of the Financial Ser-

vices Act 2019. Nothing in this document is intended to exclude or restrict any liability that we owe to you under the regulatory system that 

applies to us, and in the event of conflict, any contrary indication is overridden. You are reminded to read all relevant documentation before 

making any investment, including risk warnings, and to seek any specialist financial or tax advice that you need. You are not permitted to pass 

this document on to others, apart from your professional advisers. If you have received it in error please return or destroy it. 

Hong Kong: This document is disseminated by Bank J. Safra Sarasin Ltd, Hong Kong Branch in Hong Kong. Bank J. Safra Sarasin Ltd, Hong 

Kong Branch is a licensed bank under the Hong Kong Banking Ordinance (Cap. 155 of the laws of Hong Kong) and a registered institution under 

the Securities and Futures Ordinance (cap. 571 of the laws of Hong Kong). 

Luxemburg: This publication is distributed in Luxembourg by Banque J. Safra Sarasin (Luxembourg) SA (the “Luxembourg Bank”), having its 

registered office at 17-21, Boulevard Joseph II, L-1840 Luxembourg, and being subject to the supervision of the Commission de Surveillance 
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du Secteur financier – CSSF. The Luxembourg Bank merely agrees to make this document available to its clients in Luxembourg and is not the 

author of this document. This document shall not be construed as a personal recommendation as regards the financial instruments or products 

or the investment strategies mentioned therein, nor shall it be construed as and does not constitute an invitation to enter into a portfolio 

management agreement with the Luxembourg Bank or an offer to subscribe for or purchase any of the products or instruments mentioned 

therein. The information provided in this document is not intended to provide a basis on which to make an investment decision. Nothing in this 

document constitutes an investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or appro-

priate for individual circumstances. Each client shall make its own appraisal. The liability of the Luxembourg Bank may not be engaged with 

regards to any investment, divestment or retention decision taken by the client on the basis of the information contained in the present docu-

ment. The client shall bear all risks of losses potentially incurred as a result of such decision. In particular, neither the Luxembourg Bank nor 

their shareholders or employees shall be liable for the opinions, estimations and strategies contained in this document. 

Monaco: In Monaco this document is distributed by Banque J. Safra Sarasin (Monaco) SA, a bank registered in “Principauté de Monaco” and 

regulated by the French Autorité de Contrôle Prudentiel et de Résolution (ACPR) and Monegasque Government and Commission de Contrôle 

des Activités Financières («CCAF»). 

Panama: This publication is distributed, based solely on public information openly available to the general public, by J. Safra Sarasin Asset 

Management S.A., Panama, regulated by the Securities Commission of Panama. 

Qatar Financial Centre (QFC): This material is intended to be distributed by Bank J. Safra Sarasin (QFC) LLC, Qatar [“BJSSQ”] from QFC to 

Business Customers as defined by the Qatar Financial Centre Regulatory Authority (QFCRA) Rules. Bank J. Safra Sarasin (QFC) LLC is authorised 

by QFCRA. This material may also include collective investment scheme/s (Fund/s) that are not registered in the QFC or regulated by the 

Regulatory Authority. Any issuing document / prospectus for the Fund, and any related documents, have not been reviewed or approved by the 

Regulatory Authority. Investors in the Fund may not have the same access to information about the Fund that they would have to information 

of a fund registered in the QFC; and recourse against the Fund, and those involved with it, may be limited or difficult and may have to be pursued 

in a jurisdiction outside the QFC. 

Singapore: This document is disseminated by Bank J. Safra Sarasin Ltd., Singapore Branch in Singapore. Bank J. Safra Sarasin, Singapore 

Branch is an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110), a wholesale bank licensed under the Singapore 

Banking Act (Cap. 19) and regulated by the Monetary Authority of Singapore. 

United Kingdom: This document is distributed from the UK by Bank J. Safra Sarasin (Gibraltar) Ltd, London Branch, 47 Berkeley Square, London, 

W1J 5AU, to its clients, prospects and other contacts. Bank J. Safra Sarasin (Gibraltar) Ltd offers wealth and investment management products 

and services to its clients and prospects through Bank J. Safra Sarasin (Gibraltar) Ltd, London Branch. Registered as a foreign company in the 

UK number FC027699. Authorised by the Gibraltar Financial Services Commission and subject to limited regulation in the United Kingdom by 

the Financial Conduct Authority and the Prudential Regulation Authority. Registration number 466838. Details about the extent of our regula-

tion by the Financial Conduct Authority and Prudential Regulation Authority are available from us on request. Registered office 57 - 63 Line Wall 

Road, Gibraltar. Telephone calls may be recorded. Your personal data will be handled in accordance with our Data and Privacy Statement. 

Nothing in this document is intended to exclude or restrict any liability that we owe to you under the regulatory system that applies to us, and 
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