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Fixed Income Market Update
The Bloomberg Barclays U.S. Aggregate 
Bond Total Return Index was down for 
the sixth month in a row, dropping about 
1.6% in October. Breadth remained weak—
seven of the nine fixed income sectors we 
track had negative returns in October—
significant weakness in U.S. Treasurys 
again dragged down the Aggregate.

Fair value on Treasurys moved up to 5.26% 
with the October update (chart below), 
but it’s likely a bit overstated due to the 
transient nature of the pandemic and the 
supply shocks from the Russia/Ukraine 
war. The 5.25% yield level was an important 

double-top in 2006-07 and represented 
the peak 10-year yield and fed funds rate 
of that tightening cycle. A sustained break 
of this level would not only indicate major 
technical damage but may imply a higher 
level for fair value. Where do rates go from 
here?

A move to 3.00% or less can’t be ruled out 
and would be supported in a recession or 
disinflationary scenario, where nominal 
growth would sink significantly below the 
rate of interest. The greater long-term 
risk, however, is if yields went the other 
way–toward 7.00%. Prior to the pandemic, 

the term premium averaged 1.65% since 
1961. PCE inflation has averaged 3.3% since 
1960. Add all that up and you get 7.20%. So, 
getting comfortable with a 5.00% 10-year 
Treasury is actually quite conservative!

Entering November, the fixed income 
allocation strategy continued to favor 
mixed leadership. The model is overweight 
U.S. Floating Rate Notes, International 
Investment Grade, and U.S. Treasury 
Inflation-Protected Securities. The model 
is underweight U.S. Investment Grade 
Corporate, U.S. Long-Term Treasurys, and 
U.S. Mortgage-Backed Securities.
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Fair Value Calculated by NDR

*Monthly Average Yield Source:Source:   Federal Reserve Board, Ned Davis Research, Inc.

Monthly Data 2003-10-31 to 2023-10-31U.S. 10-Year Treasury Fair Value Model
U.S. 10-Year Treasury Note Yields* (2023-10-31 = 4.80%)

10-Year Treasury Note Yield Normal Valuation Line (2023-10-31 = 5.26%)



U.S. Floating Rate Notes’ allocation was 
steady in October and remains a significant 
overweight position. Floating rate notes 
typically outperform when rates are rising, 
which occurred again in October. Widening 
option-adjusted spreads is a tailwind 
for the sector (chart right). Price-based 
measures confirm with all three indicators 
on bullish signals.
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Daily Data 2020-10-30 to 2023-10-31Widening Option-Adjusted Spreads is Bullish for U.S. Floating Rate Notes
3YR OIS Swaps (2023-10-31 = 4.12)

63-day MA (2023-10-31 = 3.72)
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Source:Source: Bloomberg Barclays Indices, Ned Davis Research, Inc.

 

Source:Source: Bloomberg Barclays Indices, Ned Davis Research, Inc.

Daily Data 2020-10-29 to 2023-10-31Widening Option-Adjusted Spreads is Bullish for International Investment Grade
Int. Treasury RS vs. Global OAS (inv) extremes spread(2023-10-31 = 0.51)

Upper Bracket (2023-10-31 = 0.50)

Lower Bracket (2023-10-31 = -0.50)

International Investment Grade bonds’ 
allocation was steady in October and 
remained at overweight. While U.S. swaps 
remained neutral, widening global option-
adjusted spreads flashed bullish (chart left) 
joining the equity volatility indicator. This 
is confirmed by two bullish price-based 
measures including rising relative strength 
trends.



U.S. Investment Grade Corporate bonds' 
allocation was steady and remains at 
a significant underweight. While bond 
volatility, credit default swaps, and short-
term trend are bearish for the sector, the 
U.S. dollar and mean reversion are positive 
offsets. Only one indicator changed during 
the month—option-adjusted spreads 
moved bullish for the sector (chart right). 

Please see important disclosures at the end of this report.

U.S. Long-Term Treasurys’ allocation 
dropped modestly in October and remains 
underweight. Inflation expectations, U.S. 
swaps, and sector trend remain on bearish 
signals. However, both sector momentum 
and the U.S. equity market trend moved 
to neutral during the month (chart left). 
If investors see recession risks rising 
and/or the stock market’s earnings yield 
deteriorates, Treasurys may have an 
opportunity to rally off their lows. 

Summary
Entering November, the fixed income 
allocation strategy favors mixed leadership. 
The model is overweight U.S. Floating Rate 
Notes, International Investment Grade, 
and U.S. Treasury Inflation-Protected 
Securities. The model is underweight U.S. 
Investment Grade Corporate, U.S. Long-
Term Treasurys, and U.S. Mortgage-Backed 
Securities.
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Source:Source: Bloomberg Barclays Indices, Ned Davis Research, Inc.Source:Source: Bloomberg Barclays Indices, Ned Davis Research, Inc.

Daily Data 2020-10-30 to 2023-10-31

Widening Option-Adjusted Spreads is Bullish for U.S. Investment Grade Corporate
IG OAS ROC% (2023-10-31 = 0.23)

-1 252-Day Std Dev. Bracket (2023-10-31 = -0.54)

+1 252-Day Std Dev. Bracket (2023-10-31 = 0.38)
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Customized version of US Equity Market TrendCustomized version of US Equity Market Trend
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Source:Source: Ned Davis Research, Inc., S&P Dow Jones IndicesSource:Source: Ned Davis Research, Inc., S&P Dow Jones Indices

Daily Data 2020-10-30 to 2023-10-31Weakening U.S. Equity Market Trend is Neutral for Long-Term Treasurys
S&P 500 252-day ROC% (2023-10-31 = 11.61)

126-Day -.5 St Dev (Low Bracket) (2023-10-31 = 7.49)

126-Day +.5 St Dev (High Bracket) (2023-10-31 = 13.43)



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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