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Fixed Income Market Update
The Bloomberg Barclays U.S. Aggregate Bond 
Total Return Index declined less than 0.5% in 
June. Returns have been negative for seven of 
the past 12 months. Breadth improved—seven 
of the nine fixed income sectors we track had 
positive returns in June—but weak perfor-
mance by mortgage-backed securities (MBS) 
dragged down the Aggregate.

Fixed income markets are likely to chop around 
in the second half of 2023. Short-term yields 
are being pushed up by continued tightening 
by central banks in the developed markets. 
Longer-term yields are being pulled down by 

slower growth and cooling inflation expected 
later this year. After pausing their tightening 
cycles earlier this year, the Reserve Bank of 
Australia and the Bank of Canada resumed 
their rate hikes, as inflation remained sticky. 
The Fed paused in June but indicated two 
more hikes are coming later this year. The Eu-
ropean Central Bank and the Bank of England 
never stopped hiking.

Technically, the March peaks are significant 
in this battle (chart below). We would be sur-
prised to see 10-year Treasurys hold above 
4.00% for very long, confirmed by German 10-

year yields above 2.75%. These levels should 
provide an upward cap to global yields. The 
lower end of the range will be defined by 3.25% 
and 2.00%, respectively.

Entering July, the fixed income allocation strat-
egy had very small changes in sector alloca-
tions. The model remains overweight Floating 
Rate Notes, International Investment Grade, 
and U.S. Long-Term Treasurys and under-
weight Emerging Market Bonds, U.S. High-Yield 
Bonds, U.S. Treasury Inflation-Protected Secu-
rities, and U.S. Mortgage-Backed Securities.
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Source:Source:   Bloomberg Finance L.P., Federal Reserve Board

Daily Data 2020-06-30 to 2023-06-30Yields on Key 10-Year Governments

Full History

Correlation Matrix 

1992-01-02 to 2023-06-30

AssetsAssets U.S.U.S. U.K.U.K. GermanyGermany JapanJapan

U.S.U.S. 1.00

U.K.U.K. 0.96 1.00

GermanyGermany 0.95 0.98 1.00

JapanJapan 0.86 0.92 0.90 1.00

Chart History

Correlation Matrix 

2020-06-30 to 2023-06-30

AssetsAssets U.S.U.S. U.K.U.K. GermanyGermany JapanJapan

U.S.U.S. 1.00

U.K.U.K. 0.97 1.00

GermanyGermany 0.97 0.98 1.00

JapanJapan 0.90 0.91 0.93 1.00

U.S. (2023-06-30 = 3.81%)

U.K. (2023-06-30 = 4.39%)

Germany (2023-06-30 = 2.39%)

Japan (2023-06-30 = 0.40%)



Floating Rate Notes’ allocation was steady 
and remains the largest overweight position. 
Floating rate notes typically outperform 
during a rising rate environment—yields have 
recently been in a trading range. Four of five 
indicators remained steady in June. The only 
measure to change was the short-term price 
momentum indicator, which moved bearish 
this past month (chart right).
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Source:Source: Bloomberg Barclays Indices, Ned Davis Research, Inc.Source:Source: Bloomberg Barclays Indices, Ned Davis Research, Inc.

Daily Data 2020-06-30 to 2023-06-30Short-Term Momentum: Bearish for U.S. Floating Rate Notes
10-Day ROC% of FRN Rel. Strength (2023-06-30 = -0.14)

Threshold (2023-06-30 = 0.00)
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Customized version of Rel Strength MA CrossCustomized version of Rel Strength MA Cross
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Daily Data 2020-06-30 to 2023-06-30

Short-Term Relative Strength Trend: Bullish for International Investment Grade Bonds
International Treasurys Rel. Strength (2023-06-30 = 10.19)

63-day SMA (2023-06-30 = 10.16)

International Investment Grade bonds’ 
allocation was also steady and remained 
at overweight. No indicators changed this 
month. External influences such has high-
yield returns vs. inflation and U.S. swaps 
remained neutral for the sector.  The three 
internal (price-based) measures stayed the 
same, including the bullish readings from 
relative strength trends (chart left) and the 
bearish reading from the equity risk VIX.



Emerging Market (EM) bonds’ allocation was 
steady in June and remains at a significant 
underweight position. Three of the five 
indicators remained steady. Two price-based 
signals moved bullish during the month of 
June—EM equity momentum and EM bond 
trends (chart right).

Please see important disclosures at the end of this report.

U.S. Treasury Inflation Protected Securities’ 
(TIPS) allocation was steady in June and 
remains the largest underweight position. 
TIPS typically outperform when inflation 
is high. Since we have passed the peak in 
inflation, the sector has been under pressure. 
All six indicators are now bearish for the 
sector, including narrowing high-yield 
option-adjusted spreads which moved to an 
unfavorable level for TIPs (chart left).

Summary
Entering July, fixed income allocations 
remained steady. The model is overweight 
Floating Rate Notes, International Investment 
Grade, and U.S. Long-Term Treasurys while 
Emerging Market Bonds, U.S. High-Yield 
Bonds, U.S. Treasury Inflation-Protected 
Securities, and U.S. Mortgage-Backed 
Securities are underweight.	
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Customized version of Absolute MA CrossCustomized version of Absolute MA Cross
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Source:Source: Bloomberg Barclays Indices, Ned Davis Research, Inc.Source:Source: Bloomberg Barclays Indices, Ned Davis Research, Inc.

Daily Data 2020-06-30 to 2023-06-30Short-Term Trend: Bullish for Emerging Market Bonds
Emerging Market Bond Returns (2023-06-30 = 1,108.90)

21-Day SMA (2023-06-30 = 1,103.06)
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Customized version of TIPS TR vs. US HY OAS ExtremesCustomized version of TIPS TR vs. US HY OAS Extremes
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Source:Source: Bloomberg Barclays Indices, Ned Davis Research, Inc.

 

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

Daily Data 2020-06-30 to 2023-06-30

Narrowing Option-Adjusted Spreads: Bearish for Treasury Inflation-Protected Securities
TIPS RS vs. US HY OAS (inv) extremes spread(2023-06-30 = -0.77)

Upper Bracket (2023-06-30 = 0.50)

Lower Bracket (2023-06-30 = -0.50)



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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