JANUARY 2024

Fixed Income Market Update
After the strong performance by the
Bloomberg Barclays U.S. Aggregate Bond
Total Return Index in November, the index
rebounded further and gained 3.8% in
December. Breadth was strong—all nine
fixed income sectors we track had positive
returns in December.

Ten-year Treasury yields have always fallen in
the 2-3 months before the first rate cut going
back to 1970 (chart below). The market is
tracking a March first rate cut. After the cut,
yields tend to stabilize. Over the easing cycle,
10-year Treasury yields generally declined,
with a median drop of 67 basis points.

Fixed Income

Allocation Strategy

Spreads between Baa and Aaa tend to widen
modestly heading into the first rate cut.
Similarly, excess returns declined heading
into a rate cut. Higher quality sectors
generally performed well during an easing
cycle. Credit spreads between Baa and Aaa
were little changed in past easing cycles.

Although the TIPS market has a shorter
history, they show a clear pattern of falling
going into the first rate cut. And except
for the Long Term Capital Management
incident, real yields kept falling in the
months after the first cut. Over the

entire easing cycle, real yields have fallen

significantly (around 100 basis points or
more) except for 1998, when they rose
modestly after liquidity concerns dissipated.

Entering January, the fixed income
allocation strategy continued to favor risk-
on leadership and didn't rebalance. The
model remains overweight Emerging Market
bonds, US. High Yield, US. Investment
Grade Corporate, and US. Mortgage-Backed
Securities. The model remains underweight
US. Floating Rate Notes, US. Long-Term
Treasurys, US. Treasury Inflation-Protected
Securities, and International Investment
Grade.
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*Assumes the Fed will cut rates on March 20, 2024,
which does not contribute to average case.
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US. Investment Grade Corporate bonds'
allocation remained steady as the largest
overweight position. Four of the six
indicators are bullish. Two indicators
changed during the month—widening
option-adjusted spreads was offset by lower
bond volatility (chart right).

Lower Bond Volatility is Bullish for U.S. Investment Grade Corporate

Daily Data 2020-12-29 to 2023-12-29

— 252-day Z-score of Implied Bond Volatility (2023-12-29 = 0.42)
Low Bracket (2023-12-29 = -0.50)
High Bracket (2023-12-29 = 0.50)
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Customized version of Implied Bond Volatility

Relative Strength is Bullish for Emerging Market Bonds Daily Data 2020-12-29 t0 2025-12-29

— Em Bond Relative Strength (2023-12-29 = 25.56)
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Emerging Market bonds rallied by over

4% in December. The model’s allocation

to the sector was steady, and it remains a
significant overweight. Four of five indicators
remain bullish for the sector including
Emerging Market relative strength (chart
left).
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U.S. Floating Rate Notes' allocation remained Short-Term Trend is Bearish for U.S. Floating Rate Notes Daily Data 2020-12-29 t0 2023-12:29
steady as the largest underweight position. |~ 5-Day SMA of FRN Rel. Strength (2023-12-29 = 2.61)
. . 63-Day SMA (2023-12-29 = 2.94)
Floating rate notes typically outperform
when rates are rising. With the further drop 83 183
in rates in December, the sector continued
to underperform. All five indicators remain 30} \43,0
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Strong U.S. Equity Market Trend is Bearish for U.S. Long-Term Treasurys Daily Data 2020-12-29 t0 2023-12-29 US. Long-Term Treasurys' allocation
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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.
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