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September proved to be a very difficult month for credit 
markets. Broad based concerns over global growth, uncertainty 
over if and when the US Federal Reserve would begin hiking 
rates for the first time in 9 years, plus idiosyncratic issues of 
certain companies and industries, have all lead to a very 
pessimistic environment.

Economic releases globally also have been below expectations 
in recent months. US employment data for August showed signs 
of slowing, with 173K jobs created versus an expected 217K, 
industrial production dropped 0.4%, capacity utilization 
dropped to a weak 77.6% and factory orders declined by 1.7%, 
which was also weaker than anticipated. Similarly, industrial 
production and factory orders both dropped in Germany to 
0.7% and -1.8% and missed expectations. A more pronounced 
slowdown in China continues to be the biggest fear. Recent data 
supports the view of a slowdown; however scepticism remains 
as to the accuracy of the data and the potential that the declines 
are even more severe.

Volatility lingered in the mid to high 20’s for most of September, 
after having been in the low teens for some time. The S&P 500 
dropped by almost 4.5% at the worst point in September, and 
ended the month down 2.5%. As is common in these types of 
environments, treasuries rallied with the yield curve flattening 
as 2 year treasuries declined by 11 basis points and 10 year 
treasuries declined by 18 basis points. After outperforming 
equity markets for much of the year, credit markets declined 
more significantly, with the high yield markets in both the US 
and Europe declining by -2.60% and -2.08% respectively. 
Investment Grade credit sectors also underperformed duration 
matched government debt, and posted significant negative 
excess returns in Europe.

Given the wall of worries, the Fed, as anticipated declined to 
raise rates at its September meeting. The market reaction was 
negative however, which is typically the opposite reaction to 
such events during this post crisis period. We would attribute 
this to some level of uncertainty left by not raising rates in 
addition to concerns about the lack of tools and reduced efficacy 
of central bank actions in the face of a slowing economy.

We enter the 3rd quarter earnings season with an expected 
decline of 6.9% in the S&P500 constituents and a drop of 3.6% 
in revenues. We expect that this will lead to continued M&A by 
firms searching for growth through acquisition due to weak 
organic growth opportunities.

Weakness in commodities markets continued and has weighed 
heavily on the credit markets. The High Yield sector has felt the 
greatest impact and the commodity-exposed sectors have 
continued to be the worst performers. The drop in these 
markets led to the independent energy component of the US 
High Yield market to post a total return -6.75% for the month.

The primary market did show a rebound in issuance, but has 
still been slower than recent periods due to uncertain market 
conditions. The US Investment Grade primary market slowed 
to $92.1B of new issuance and the High Yield market $19.4B for 
the month of September. Fund outflows have slowed, as $0.9B 
was withdrawn from US High Yield mutual funds and ETFs.

Investment Strategy
We are cautious in the longer term given heightened real risk 
of global economic weakness. We are also concerned that if 
commodity-driven sectors continue to be impacted by global 
weakness, increasing outflows could have a larger impact on 
pricing. However, we do believe near term, safer sectors in the 
High Yield market that have declined due the heightened 
concerns are attractive.

Sources: Bloomberg, Barclays and SSGA.
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Figure 1: Credit Market Excess Returns
Returns Over Equal Duration Treasuries (%)

US Europe

By Sector (Corporates — Excess Returns) September Year to Date 2015 September Year to Date 2015

Industrials -0.52 -2.81 -1.93 -2.90

Utilities -0.02 -2.51 -1.18 -1.82

Financials -0.03 -0.63 -1.04 -1.51

By Ratings (Corporates — Excess Returns)

AAA 0.03 -1.72 -0.71 -2.38

AA -0.02 -1.08 -0.85 -1.78

A -0.08 -1.22 -1.17 -2.00

BBB -0.63 -3.13 -1.91 -2.42

Corporate Index (Investment Grade) -0.33 -2.09 -1.47 -2.18

By Ratings (High Yield — Total Return)

BB -2.07 -0.86 -2.04 -0.87

B -2.96 -2.72 -2.81 0.34

CCC -2.67 -4.97 0.50 0.72

Corporate Index (High Yield — Total Return) -2.60 -2.45 -2.08 -0.43

Proxies for the returns shown in the table are the US Corporate Index, US Corporate High Yield Index, Euro-Aggregate Corporate Index and the Pan-Euro High Yield Index.

Source: Barclays Index ratings as of September 30, 2015.

Past performance is not a guarantee of future results.

The calculation method for value added returns may show rounding differences.

Performance returns for periods of less than one year are not annualized.

Index returns are unmanaged and do not reflect the deduction of any fees or expenses. Index returns reflect all items of income, gain and loss and the reinvestment of dividends 
and other income.

The S&P 500 Index is a product of S&P Dow Jones Indices LLC (SPDJI), and has been licensed for use by SSGA. Standard & Poor’s, S&P and S&P 500 are registered

trademarks of Standard & Poor’s Financial Services LLC (S&P); Dow Jones is a registered trademark of Dow Jones Trademark Holdings LLC (Dow Jones) and these

trademarks have been licensed for use by SPDJI and sublicensed for certain purposes by SSGA. SSGA’s [Product(s)] is not sponsored, endorsed, sold or promoted by SPDJI,

Dow Jones, S&P, their respective affiliates, and none of such parties make any representation regarding the advisability of investing in such product(s) nor do they have any liability 
for any errors, omissions, or interruptions of the S&P 500 Index.

VIX: CBOE Volatility Index.



State Street Global Advisors 3State Street Global Advisors
© 2015 State Street Corporation. All Rights Reserved. 

ID5224-INST-5944  1015  Exp. Date: 10/31/2016

ssga.com

For institutional use only. Not for use with the public.

State Street Global Worldwide Entities

Australia: State Street Global Advisors, Australia, Limited (ABN 42 003 914 225)  
is the holder of an Australian Financial Services Licence (AFSL Number 238276). 
Registered Office: Level 17, 420 George Street, Sydney, NSW 2000, Australia.  
T: +612 9240 7600. F: +612 9240 7611. Belgium: State Street Global Advisors 
Belgium, Chausse de La Hulpe 120, 1000 Brussels, Belgium. T: +32 2 663 2036,  
F: +32 2 672 2077. SSGA Belgium is a branch office of State Street Global Advisors 
Limited. State Street Global Advisors Limited is authorised and regulated by the 
Financial Conduct Authority in the United Kingdom. Canada: State Street Global 
Advisors, Ltd., 770 Sherbrooke Street West, Suite 1200 Montreal, Quebec, H3A 1G1, 
T: +514 282 2400 and 30 Adelaide Street East Suite 500, Toronto, Ontario M5C 3G6. 
T: +647 775 5900. Dubai: State Street Bank and Trust Company (Representative 
Office), Boulevard Plaza 1, 17th Floor, Office 1703 Near Dubai Mall & Burj Khalifa, P.O 
Box 26838, Dubai, United Arab Emirates. T: +971 (0)4 4372800. F: +971 (0)4 4372818. 
France: State Street Global Advisors France. Authorised and regulated by the 
Autorité des Marchés Financiers. Registered with the Register of Commerce and 
Companies of Nanterre under the number: 412 052 680. Registered Office: Immeuble 
Défense Plaza, 23-25 rue Delarivière-Lefoullon, 92064 Paris La Défense Cedex, 
France. T: +33 1 44 45 40 00. F: +33 1 44 45 41 92. Germany: State Street Global 
Advisors GmbH, Brienner Strasse 59, D-80333 Munich. T: +49 (0)89 55878 100.  
F: +49 (0)89 55878 440. Hong Kong: State Street Global Advisors Asia Limited, 
68/F, Two International Finance Centre, 8 Finance Street, Central, Hong Kong.  
T: +852 2103 0288. F: +852 2103 0200. Ireland: State Street Global Advisors Ireland 
Limited is regulated by the Central Bank of Ireland. Incorporated and registered in 
Ireland at Two Park Place, Upper Hatch Street, Dublin 2. Registered Number: 145221. 
Member of the Irish Association of Investment Managers. T: +353 (0)1 776 3000. 
F: +353 (0)1 776 3300. Italy: State Street Global Advisors Limited, Milan Branch 
(Sede Secondaria di Milano) is a branch of State Street Global Advisors Limited, a 
company registered in the UK, authorised and regulated by the Financial Conduct 
Authority (FCA ), with a capital of GBP 71’650’000.00, and whose registered office 
is at 20 Churchill Place, London E14 5HJ. State Street Global Advisors Limited, Milan 
Branch (Sede Secondaria di Milano), is registered in Italy with company number 
06353340968 - R.E.A. 1887090 and VAT number 06353340968 and whose office is 
at Via dei Bossi, 4 - 20121 Milano, Italy. T: +39 02 32066 100. F: +39 02 32066 155. 
Japan: State Street Global Advisors (Japan) Co., Ltd., Japan, Toranomon Hills Mori 
Tower 25F, 1-23-1 Toranomon, Minato-ku, Tokyo, 105-6325. T: +81 (0)3 4530 7380 
Financial Instruments Business Operator, Kanto Local Financial Bureau (Kinsho 
#345) Membership: Japan Investment Advisers Association, The Investment Trust 
Association, Japan, Japan Securities Dealers’ Association. Netherlands: State 
Street Global Advisors Netherlands, Adam Smith Building, Thomas Malthusstraat 
1-3, 1066 JR Amsterdam, Netherlands. T: +31 (0)20 7181701. State Street Global 
Advisors Netherlands is a branch office of State Street Global Advisors Limited. 
State Street Global Advisors Limited is authorised and regulated by the Financial 
Conduct Authority in the United Kingdom. Singapore: State Street Global Advisors 
Singapore Limited, 168 Robinson Road, #33-01 Capital Tower, Singapore 068912 
(Company Registered Number: 200002719D). T: +65 6826 7500. F: +65 6826 7501. 

Switzerland: State Street Global Advisors AG, Beethovenstrasse. 19, Postfach,  
CH-8027 Zurich. T: +41 (0)44 245 70 00. F: +41 (0)44 245 70 16. United Kingdom: 
State Street Global Advisors Limited. Authorised and regulated by the Financial 
Conduct Authority. Registered in England. Registered Number: 2509928. VAT 
Number: 5776591 81. Registered Office: 20 Churchill Place, Canary Wharf, London, 
E14 5HJ. T: +020 3395 6000. F: +020 3395 6350. United States: State Street Global 
Advisors, One Lincoln Street, Boston, MA 02111-2900. T: +1 617 664 7727.

The views expressed in this material are the views of Chuck Moon through the period 
ended September 30, 2015 and are subject to change based on market and other 
conditions. This document contains certain statements that may be deemed forward-
looking statements. Please note that any such statements are not guarantees of any 
future performance and actual results or developments may differ materially from 
those projected. Past performance is not a guarantee of future results.

Investing in foreign domiciled securities may involve risk of capital loss from unfavorable 
fluctuation in currency values, withholding taxes, from differences in generally accepted 
accounting principles or from economic or political instability in other nations.

Investments in emerging or developing markets may be more volatile and less 
liquid than investing in developed markets and may involve exposure to economic 
structures that are generally less diverse and mature and to political systems which 
have less stability than those of more developed countries.

The trademarks and service marks referenced herein are the property of their 
respective owners. Third party data providers make no warranties or representations 
of any kind relating to the accuracy, completeness or timeliness of the data and have 
no liability for damages of any kind relating to the use of such data.

The information provided does not constitute investment advice and it should not be 
relied on as such. It should not be considered a solicitation to buy or an offer to sell a 
security. It does not take into account any investor’s particular investment objectives, 
strategies, tax status or investment horizon. You should consult your tax and financial 
advisor. All material has been obtained from sources believed to be reliable. There is 
no representation or warranty as to the accuracy of the information and State Street 
shall have no liability for decisions based on such information.

Investing involves risk including the risk of loss of principal.

The whole or any part of this work may not be reproduced, copied or transmitted or 
any of its contents disclosed to third parties without SSGA’s express written consent.

Bonds generally present less short-term risk and volatility than stocks, but contain 
interest rate risk (as interest rates rise bond values and yields usually fall); issuer 
default risk; issuer credit risk; liquidity risk; and inflation risk. These effects are 
usually pronounced for longer-term securities. Any fixed income security sold or 
redeemed prior to maturity may be subject to a substantial gain or loss.

Diversification does not ensure a profit or guarantee against loss.

Investing in high yield fixed income securities, otherwise known as junk bonds, is 
considered speculative and involves greater risk of loss of principal and interest than 
investing in investment grade fixed income securities. These Lower-quality debt 
securities involve greater risk of default or price changes due to potential changes in 
the credit quality of the issuer.
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