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After each declining during June, all fixed
income categories rose in July. US. High
Yield (UNK) had its best month since October
2011, as it jumped by more than 600 basis
points (bps), a reversal of June's significant
underperformance as investors returned to
higher-risk assets. JNK has declined for eight
of the last 11 months.

US. Investment Grade (LQD) and Treasury
Inflation-Protected Securities (TIP) each
gained more than 400 bps. LQD had it

strongest month since April 2020, while TIP
produced its largest monthly return since
March 2009. LQD has dropped for nine of the
last 12 months. Last month’s positive return for
TIP broke a four-month losing streak.

Emerging Market bonds (EMB), International
Investment Grade (BNDX), and US. Mortgage-
Backed Securities (MBB) each rose over 300
bps. It was the best month in the history of
BNDX, but BNDX has risen only twice in the
last 12 months. It was MBB's best month since
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November 2008, but MBB has increased
during only four of the last 18 months.

US. Long-Term Treasurys (TLT) broke a sev-
en-month losing streak as it gained more than
200 bps. Floating Rate Notes (FLOT) was the
only area to rise by less than 100 basis points
(bps). FLOT has only risen during two months
in 2022.

With credit sectors outperforming in July,
the overall message from investors was an
increasing appetite for risk assets.
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The vertical, black line represents the benchmark weight. The dark shading represents the sector’s allocation.
Shading significantly to the right (left) of the benchmark line represents an overweight (underweight) position.
The direction of the arrow indicates whether the allocation increased, decreased, or remained approximately the same as the

previous month.

Please see important disclosures at the end of this report.



The US. Investment Grade Corporate
bond sector jumped to significantly
higher than benchmark allocation.
Investment Grade option-adjusted
spreads (OAS) have narrowed, which
supports an above-average allocation
for the sector (chart at bottom).
Treasury Inflation-Protected Securities

(TIPS) is now above benchmark
allocation. Although the sector has
become overbought, its trend has
strengthened.

International Investment Grade bonds’
allocation declined, but it remains
above benchmark. A receding VIX and
falling U.S. swap rates are not bullish

for this defensive sector.

e US. Mortgage-Backed Securities’
(MBS) is greater than benchmark
allocation. Narrowing high yield OAS
are not supportive of this defensive
sector. However, two-thirds of this
segment’s indicators are bullish.

Daily Data 2021-12-31 to 2022-08-01

U.S. Investment Grade Corporate Option-Adjusted Spreads Narrowing; Reflects Tailwinds for the Sector

—IG OAS ROC% (2022-08-01 = -0.36)
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Customized version of Option-Adjusted Spread
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e US. High Yield's allocation rose to benchmark allocation. No indicators segment’s indicators are bearish.
above benchmark allocation. The changed signals this month. The *  Floating Rate Notes’ (FRN) allocation
absolute trend strengthened, breadth technical measures are still bearish. plummeted to the largest underweight
improved, U.S. small caps rallied, and Emerging Markets (EM) remains below status as both trend (chart at bottom)
the VIX receded. Only one of the benchmark allocation. There was some and momentum indicators weakened.
segment’s indicators is bearish. indicator improvement as the absolute None of the sector’s indicators are

e US. Long-Term Treasurys fell to below trend strengthened. All but one of the bullish.

U.S. Floating Rate Notes Trend Reversing Lower; Bearish for the Sector Daily Data 2021-12-31 to 2022-08-01
—5-Day SMA of FRN Rel. Strength (2022-08-01 = 2.64)
63-Day SMA (2022-08-01 = 2.68)
2.75}F 12.75
2501 12.50
b
Source: Bloomberg Barclays Indices
2.25}¢ 12.25
T T T T T T T T T T T T T T T T T T T T T T T T T T T T
3 10 18 25 1 8 15 1 8 15 22 1 8 18 25 2 9 16 23 1 8 15 23 1 11 18 25 1
Jan 2022 Feb 2022 Mar 2022 Apr 2022 May 2022 Jun 2022 Jul 2022 Aug 2022

Customized version of Technical Cross

© Copyright 2022 Ned Davis Research, Inc. Further distribution prohibited without prior
permission. All Rights Reserved. See NDR Disclaimer at www.ndr.com/copyright.html.
For data vendor disclaimers refer to www.ndr.com/vendorinfo/

Please see important disclosures at the end of this report.




Fixed Income Allocation Strategy

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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