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Fixed Income Market Update
This year has been challenging for fixed 
income investors, but November provided 
some glimmer of hope as risk assets rallied. 
The Bloomberg Barclays U.S. Aggregate rose 
more than 3.5% in November. The index has 
risen only three months this year. In the other 
eight months, the index dropped by more than 
100 basis points (bps) each time.

At the early November meeting, the Federal 
Open Market Committee (FOMC) raised the 
fed funds target range by another 75 bp to 
3.75% to 4.00%, the highest since January 
2008. It was the fourth straight 75 bp increase 
for a total of 450 bp this cycle. 

In his late November speech, Fed Chairman 
Powell indicated that a downshift in the size 
of the rate hikes could occur at the December 
14 meeting--market participants are now 
expecting a 50 bp hike. He also cautioned that 
monetary policy is likely to stay restrictive for 
some time until real signs of progress emerge 
on inflation. The ultimate fed funds rate level 
is likely to be between 4.75% to 5.00%. That 
should keep both risk assets and the economy 
in a choppy period until inflation comes 
down enough for the Fed to pause and then 
eventually reverse course. 

During October, the 10-year yield hit 4.23%, 

levels not seen since 2008. At the start of 
December, the 10-year was at 3.89%. Typically, 
the 10-year Treasury yield peaks at or before 
the end of the Fed tightening cycle (chart 
below), so a Q1 Fed pause is possible and 
repositioning fixed income portfolios is likely 
warranted. 

Entering December, the fixed income 
allocation strategy is overweight U.S. High 
Yield, U.S. Investment Grade, and Emerging 
Market Bonds, while being underweight 
Floating Rate Notes, U.S. Long-Term Treasurys, 
Treasury Inflation-Protected Securities, and 
International Investment Grade bonds.
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The U.S. Investment Grade sector jumped to 
the largest overweight allocation this month. 
Option-adjusted spreads narrowed and credit 
default swaps have been declining. Both 
measure the risk of default, so lower levels 
means decreasing investor concerns which 
benefits investment in credit sectors like 
Investment Grade. In November, the improving 
backdrop was confirmed by technicals, with 
the 50-day moving average crossing above 
the 200-day moving average (chart right). 

Please see important disclosures at the end of this report.

Emerging Market bonds jumped from 
underweight to a significant overweight 
allocation. With investors focused on the end 
of the tightening cycle, the U.S. dollar has 
rolled over from its peak levels. Due to the 
inverse relationship with Emerging Markets, 
a weaker dollar is a bullish condition for both 
emerging market equities and bonds (chart 
left). China makes up almost 17% of total EM 
USD-aggregate market value. China’s zero-
COVID policy has put a strain on its economy 
and market, and there’s hope this policy may 
get relaxed in the near future. These factors 
drove a strong improvement in EM bond 
technicals, with absolute gains of about 10% in 
November. 
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Daily Data 2019-12-02 to 2022-12-01U.S. Investment Grade Corporate Technical Cross: Bullish for the Sector
IgCorp vs. equal-weighted ex. IgCorp RS line (NO CASH)(2022-12-01 = 57.54)

Short-term SMA (2022-12-01 = 57.11)

Long-term SMA (2022-12-01 = 56.89)
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U.S. High Yield maintained its large overweight 
allocation this month. The risk-on environment 
in November was driven by the continued 
expectations of a Federal Reserve downshift in 
rate hikes. Technical indicators remain positive 
on the recent move as absolute trend, relative 
strength, and high yield upside participation 
breadth are bullish. Additionally, volatility has 
subsided. A lower VIX has been bullish for 
riskier assets including high yield bonds (chart 
right).

Please see important disclosures at the end of this report.

Floating Rate Notes’ allocation declined 
sharply to a significant underweight allocation. 
Trend and price momentum turned bearish. 
Relative strength rolled over versus other fixed 
income areas. Floating rate notes typically 
outperform during a rising rate environment. 
Market anticipation of a downshift in Fed 
rate hikes has likely led to the recent relative 
weakness (chart left).
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Daily Data 2019-12-02 to 2022-12-01Lower VIX is Bullish for U.S. High Yield Bonds
HyBond vs. equal-weighted ex. HyBond RS line (NO CASH)(2022-12-01 = 48.13)

VIX 10-day SMA (2022-12-01 = 21.61)

VIX 63-day SMA (2022-12-01 = 26.86)
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U.S. Floating Rate Notes Technical Momentum Weakening: Bearish for the Sector
FRN vs. equal-weighted ex. FRN RS line (NO CASH)(2022-12-01 = 2.76)
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Threshold (2022-12-01 = 0.00)



Please see important disclosures at the end of this report.

International Investment Grade’s weighting 
fell, as risk appetite continued to improve in 
November. This sector typically behaves as a 
defensive asset, so it typically underperforms 
other sectors as investors become less fearful. 
Although the VIX measures equity market 
sentiment, it serves as a good proxy for overall 
investment risk taking. Last month, the VIX 
rolled over further indicating decreasing fears. 
As a result, trend indicators have moved 
bearish for the sector (chart right). 

U.S. Treasury Inflation-Protected Securities 
(TIPS) are now under significant pressure 
and dropped to an underweight allocation. 
With inflation expectations receding (chart 
left), TIPS are less attractive to investors. 
Alternatively, investors might favor nominal 
Treasurys. Technical indicators are mostly 
bearish for TIPS.

Summary
With a likely downshift in Fed policy, the 
fixed income portfolios likely need to 
be repositioned. Credit conditions are 
tighter, but not too tight. Credit sectors 
such as high yield and investment grade 
have been relative outperformers and 
are both overweight. A declining U.S. 
dollar has led to emerging market bond 
outperformance and international investment 
grade underperformance. Lower inflation 
expectations have made U.S. TIPS less 
attractive, particularly compared with nominal 
U.S. Treasurys. However, U.S. Long-Term 
Treasurys needs to see technical improvement 
to exit its below benchmark weighting.
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International Investment Grade Relative Strength Weakening: Bearish for the Sector
International Treasurys Rel Strength (2022-12-01 = 10.24)
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Daily Data 2019-11-29 to 2022-11-30Waning Inflation Expectations is Bearish for U.S. TIPS
TIPS vs. equal-weighted ex. TIPS RS line (NO CASH)(2022-11-30 = 9.88)
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Ned Davis Research Disclaimer: 

The data and analysis contained within are provided "as is" and without warranty of any kind, either expressed or implied. 
The information is based on data believed to be reliable, but it is not guaranteed. NDR DISCLAIMS ANY AND ALL EXPRESS 
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY, SUITABILITY 
OR FITNESS FOR A PARTICULAR PURPOSE OR USE. All performance measures do not reflect tax consequences, execution, 
commissions, and other trading costs, and as such investors should consult their tax advisors before making investment 
decisions, as well as realize that the past performance and results of the model are not a guarantee of future results. The Fixed 
Income Allocation Strategy is not intended to be the primary basis for investment decisions and the usage of the model does 
not address the suitability of any particular investment for any particular investor. 

Using any graph, chart, formula, model, or other device to assist in deciding which securities to trade or when to trade them 
presents many difficulties and their effectiveness has significant limitations, including that prior patterns may not repeat 
themselves continuously or on any particular occasion. In addition, market participants using such devices can impact the 
market in a way that changes the effectiveness of such devices. NDR believes no individual graph, chart, formula, model, or 
other device should be used as the sole basis for any investment decision and suggests that all market participants consider 
differing viewpoints and use a weight of the evidence approach that fits their investment needs.
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