OCTOBER 2023

Fixed Income Market Update
The Bloomberg Barclays US. Aggregate
Bond Total Return Index was down for

the fifth month in a row, dropping 2.5% in
September. Breadth remained weak—seven
of the nine fixed income sectors we track
had negative returns in September—
significant weakness in US. Treasurys
again dragged down the Aggregate.

Sticky inflation, rising oil prices, and tight
labor markets have been pushing yields
higher all summer. Economic growth is
likely to slow in Q4 and in 2024 (due to
student loan repayments, strikes, etc.),
labor markets should cool and get back
into balance, and impacts from credit
tightening should be increasingly felt.

Fixed Income

Allocation Strategy

In September, the Fed surprised the
markets by reaffirming its projection for
another rate hike this year, and indicating
two fewer rate cuts next year, even
though inflation was revised lower for
2023. The Fed successfully communicated
a “restrictive for longer” policy stance.

The Fed's policy projections had two
important implications. One, is the pricing
in of higher rates in the front due to a
higher terminal rate than the market had
been expecting.

Two, is a steeper yield curve, since yields
will be higher next year than previously
thought. As a result, yields broke

out across the curve and around the
world (chart below), while yield curves
steepened.

As a result, entering October, the fixed
income allocation strategy rebalanced
and favored mixed leadership. The model
is overweight U.S. Floating Rate Notes,
International Investment Grade, and U.S.
Treasury Inflation-Protected Securities.
U.S. High Yield and Emerging Market
bonds were downgraded to marketweight.
The model is underweight U.S. Investment
Grade Corporate, US. Long-Term
Treasurys, and U.S. Mortgage-Backed
Securities.
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US. Treasury Inflation-Protected Securities’
(TIPS) allocation rose over 600 basis points

in September, upgrading it from a significant
underweight position to a modest overweight.
Similar to US. Floating Rate Notes (which in-
creased its overweight allocation by over 500
basis points), TIPS typically outperform when
inflation is high (which then leads to higher
interest rates). While inflation is down from its
peak, there are still areas that are sticky. Com-
modity prices—led by energy—are rising and
has provided a tailwind for the sector (chart
right). This positive development was confirmed
by two relative strength measures flashing bull-
ish signals during the month.

Rising Commaodity Price Trends are Bullish for U.S. TIPS

Daily Data 2020-09-29 to 2023-09-29

— S&P GSCl 21-Day SMA (2023-09-29 = 610.34)

1,175}
1,050}
925}
825}
725+
625}
550+

475¢
425F

375¢

3251

275¢

225¢
2001

175}

150

125}

100}

S&P GSCI 252-Day SMA (2023-09-29 = 587.22)
11,175
11,050
1 925
1 825
1 725
1 625

1 550

1 475
1 425

1 375

1 325

1 275

1 225
1 200

1 175

Source: Bloomberg Barclays Indices, Ned Davis Research, Inc., S&P GSCI 1 150

1 125

1 100

Oct

T T T T T T T T T T T T

T T T T T T T T T T
Oct Jan Apr Jul
2023

T T T
Jan Apr Jul

2021

Customized version of Commodity Price Trends

© Copyright 2023 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/

Rising Relative Strength: Bullish for International Investment Grade

Daily Data 2020-09-29 to 2023-09-29 International Investment Grade bonds’ alloca-
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tion was up over 350 basis points in September,
upgrading it to overweight. While global option-
adjusted spreads and US. swaps remain neutral,
equity volatility is bullish. This was confirmed by
two bullish price-based measures including ris-
ing relative strength trends (chart left).
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US. High Yield bonds’ allocation dropped over
600 basis points in September, downgrading it
from the largest overweight position to market-
weight. Four of six indicators are now bearish,
with two flipping negative during the month—
absolute trend and breadth (chart right).

Weak Sector Breadth is Bearish for U.S. High Yield Bonds Daily Data 2020-09-29 to 2025-09-29
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Weakening Short-Term Trend is Bearish for Emerging Market Bonds

Daily Data 2020-09-29 to 2023-09-29
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Emerging Market (EM) bonds’ allocation
dropped over 450 basis points in September,
downgrading it from a significant overweight
position to marketweight. On a fundamental
basis, while rising commodity prices is bullish for
Emerging Market bonds, weakness in emerging
market equity momentum and currencies have
been an offset. Technicals are mixed—relative
strength remains bullish, but absolute trend
moved to a bearish level for the sector during
the month (chart left).
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US. Investment Grade Corporate bonds’ alloca-
tion dropped over 800 basis points in Septem-
ber, downgrading the sector from overweight to
the largest underweight position. Four of the six
indicators are now bearish. While the US. dollar
index and a mean reversion measure remained
bullish for the sector, spreads, credit default
swaps, and a trend indicator are bearish offsets.
Additionally, implied bond volatility rose to a
bearish level for the sector during the month
(chart right).
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Rising Bond Volatility is Bearish for U.S. Investment Grade Corporate
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Weakening Momentum is Bearish for U.S. Long-Term Treasurys Daily Data 2020-09-29 to 2023-09-29
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US. Long-Term Treasurys' allocation increased
in September, but the sector remains under-
weight. While inflation expectations appear
contained and have remained bullish for the
sector since the Jackson Hole meeting, a few
indicators changed during the month. The US.
equity market trend, US. swaps, and sector mo-
mentum all flashed bearish signals during the
month (chart left).

Summary

Entering October, the fixed income allocation
strategy favors mixed leadership. The model

is overweight US. Floating Rate Notes, Inter-
national Investment Grade, and U.S. Treasury
Inflation-Protected Securities. US. High Yield
and Emerging Market bonds were downgraded
to marketweight. The model is underweight US.
Investment Grade Corporate, US. Long-Term
Treasurys, and US. Mortgage-Backed Securities.
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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.

© Copyright Ned Davis Research, Inc. All Rights Reserved | These materials are historical and intended to be used only as examples, and do not necessarily reflect current views or advice of NDR or its representatives.



