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Fixed Income Market Update
After a gain of over 2.5% in March, the per-
formance of the Bloomberg Barclays U.S. 
Aggregate Bond Total Return Index moder-
ated—the index gained less than 1% in April. 
Returns have been positive for six of the past 
12 months. Breadth has been strong—all nine 
fixed income sectors we track had positive 
returns in April.

We expect the Fed to raise the fed funds target 
range another 25 basis points on Wednesday 
to 5.00% to 5.25%. We think it will be the last 

rate hike of this tightening cycle. The Fed, how-
ever, will want to preserve its optionality—just 
in case the economic data doesn’t come in as 
expected before the next meeting in mid-June. 
Quantitative tightening will continue to roll on.

Although this has been the most aggressive 
Fed tightening cycle in history, we never start-
ed out in such a deep hole in terms of the real 
fed funds rate. The Fed hopes inflation comes 
down to allow the real fed funds rate to rise 
above 1.5% and prays that nothing else breaks. 

Looking at history, typically yields fall and 
the yield curve steepens after the end of the 
tightening cycle (chart below). This will have 
implications for fixed income sector leadership.

For now, entering May, the fixed income allo-
cation strategy is overweight Emerging Market 
Bonds, U.S. Investment Grade Corporate, U.S. 
High-Yield Bonds, and U.S. Treasury Inflation-
Protected Securities, while Floating Rate 
Notes and International Investment Grade are 
underweight.
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Tightening Cycle = at least three consecutive rate increases without
an intervening easing cycle.
*Assumes the Fed will hike rates for the last time on May 03, 2023,
does not contribute to average case.
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U.S. Investment Grade Corporate’s allocation 
improved from neutral to overweight. Implied 
volatility and credit default swaps both 
moved bullish during the month. This was 
confirmed by technicals, as the short-term 
moving average crossed above the long-term 
moving average, a bullish signal for the sector 
(chart right).
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© 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/

Customized version of Technical CrossCustomized version of Technical Cross
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Source:Source: Bloomberg Barclays Indices, Ned Davis Research, Inc.
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Daily Data 2020-04-28 to 2023-04-28U.S. Investment Grade Corporate Technical Cross: Bullish for the Sector
Short-term SMA (2023-04-28 = 57.78)

Long-term SMA (2023-04-28 = 57.60)
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Daily Data 2020-04-27 to 2023-04-28Lower VIX is Bullish for U.S. High Yield Bonds
VIX 10-day SMA (2023-04-28 = 17.15)

VIX 63-day SMA (2023-04-28 = 19.95)

High Yield bonds’ allocation rose sharply 
in April, moving it from underweight to 
overweight. Indicators are mixed. Bullish 
breadth and absolute trend are offset by a 
weaker small-cap equity trend and moving 
average cross measure. One indicator 
improved to bullish last month—lower 
short-term market volatility, which indicates 
investors’ appetite for riskier assets (chart 
left).



Floating Rate Notes’ allocation improved 
slightly but remains the largest 
underweight position. Floating rate notes 
typically outperform during a rising rate 
environment—yields have recently been in a 
trading range. Four of five indicators remain 
bearish. The only improvement this past 
month was from the relative strength slope 
indicator, which moved bullish for the sector 
(chart right). 

Please see important disclosures at the end of this report.

International Investment Grade bond’s 
allocation dropped sharply from the 
largest overweight position to a significant 
underweight position. While external 
indicators such has high-yield returns vs. 
inflation and U.S. swaps remained neutral 
for the sector, all three technical measures 
flipped from bullish to bearish for the sector, 
including international investment grade 
bond relative strength trends (chart left).

Summary
Unlike the stock market, investors shifted 
allocations to riskier fixed income sectors 
during April. Entering May, the fixed income 
allocation model is overweight Emerging 
Market bonds, U.S. Investment Grade 
Corporate, U.S. High Yield Bonds, and U.S. 
Treasury Inflation-Protected Securities, 
while Floating Rate Notes and International 
Investment Grade are underweight.
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Customized version of FRN RS Slope% (+1.5/-1.5)Customized version of FRN RS Slope% (+1.5/-1.5)
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Daily Data 2020-04-28 to 2023-04-28Rising U.S. Floating Rate Notes' Relative Strength is Bullish for the Sector
FRN Relative Strength TR (2023-04-28 = 2.77)
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Daily Data 2020-04-28 to 2023-04-28

International Investment Grade Relative Strength Weakening: Bearish for the Sector
International Treasurys Rel. Strength (2023-04-28 = 10.10)

63-day SMA (2023-04-28 = 10.12)
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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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