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Market Conditions
• The global bond market recovered from last year’s poor showing to post a solid gain in the 

first quarter of 2023. Inflation—while still high—continued to decline from its mid-2022 
peak, creating optimism that central banks would soon be able to conclude their long series 
of interest rate hikes. Later in the quarter, the failure of three US banks and the collapse 
of the European institution Credit Suisse put significant stress on the financial system 
and raised the possibility of a crisis similar to that of 2008-2009. The US Federal Reserve 
responded by providing liquidity to banks through the creation of the Bank Term Funding 
Program – a move widely seen as a form of monetary easing. The issues in the banking 
sector also prompted investors to begin pricing in multiple rate cuts before year end. 
Together, these events—as well as the “flight to quality” brought about by the specter of a 
financial crisis—helped the bond market recover some of the ground it had lost in 2022.

• Although the Fed acted quickly to head off a contagion, it also continued to raise interest 
rates. At its meeting on March 23, the Fed boosted short-term rates by a quarter-point to 
a range of 4.75%-5.0%. This move was actually a positive for the financial markets, as it 
was seen as an indication that the Fed believed the financial system was on a sound enough 
footing that it could raise rates without creating further near-term disruptions. 

• US Treasurys benefited from the improving interest-rate outlook and investors’ preference 
for safer assets. The yield on the two-year note fell from 4.41% to 4.06% over the course of 
the quarter, while the 10-year yield moved from 3.88% to 3.48%. (Prices and yields move 
in opposite directions.) The yield curve steepened as a result of the quarter’s moves, with 
investors beginning to factor the possibility of Fed rate cuts into the prices of shorter-term 
debt. 

• The Treasury market displayed volatility well above historical norms. In mid March, the 
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CUMULATIVE TOTAL RETURN AVERAGE ANNUALIZED RETURN

3 MONTH YTD 1 YEAR 3 YEAR 5 YEAR 10 YEAR

FUND 3.83 3.83 -4.25 -0.91 1.51 2.03
BENCHMARK 2.96 2.96 -4.78 -2.77 0.91 1.36
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ICE BofA MOVE Index—which gauges volatility in U.S. government bonds—climbed to its 
highest level since 2009. Notably, in the three trading days from March 9 to March 13, the 
yield on the two-year note experienced its largest decline since the stock market crash of 1987. 

• Investment-grade corporate bonds gained ground and modestly outperformed US Treasuries. 
While yield spreads over government bonds rose—indicating that corporates lagged on a price 
basis—the deficit was more than offset by the effect of the category’s higher average yield.

• Securitized credit generally posted strong positive total and excess returns. Commercial 
asset-backed securities (ABS) and residential mortgage-backed securities (RMBS) provided 
strongest total and excess returns over the period amidst improving fundamentals in 
Aircraft ABS and receding fears of a significant home price decline. Consumer ABS and 
collateralized loan obligations (CLOs) also experienced positive total and excess returns, but 
to a lesser extent as fears waned regarding the potential spillover effect of banking stress. 
The outlier this quarter was commercial mortgage-backed securities (CMBS), which saw 
negative total and excess returns. Broader concerns about commercial real estate rose due 
to banking sector stress and increased likelihood of loan extensions and strategic defaults. 
Agency mortgage backed securities (MBS) saw positive total returns with the rate rally, but 
negative excess returns as high short-term rate volatility combined with fears of the FDIC 
selling Agency MBS holdings from failed banks.

• High yield bonds produced a positive return and outpaced investment-grade issues. After rising 
in mid-March, yield spreads fell considerably in the final days of the quarter to close below 
where they stood at the start of the year. The asset class gained a further boost from its high 
absolute yield relative to other segments of the market. 

• Emerging-market bonds, while not keeping pace with the US market in the first quarter, 
nonetheless registered a positive total return. The category was well supported by the 
combination of its high absolute yield, its relative insulation from the banking issues in the 
developed markets, and continued optimism about the reopening of China’s economy. Strength 
in a number of emerging currencies versus the US dollar was an additional tailwind for 
emerging-market debt. 

Portfolio Review
• The fund outperformed its benchmark, the Bloomberg US Aggregate Index, primarily due 

to sector allocation and interest rate positioning.

Contributors
• The fund held an above-benchmark stance with respect to duration and corresponding interest 

rate sensitivity, primarily expressed through its allocation to US Treasurys. This had a positive 
impact on relative performance over the period as yields fell across most maturities.

• Positive sector selection for the month was primarily driven by our Non-US dollar allocation. 

• Security selection had a modest positive impact on performance relative to the benchmark, most 
notably within the fund’s investment grade corporate bond and securitized asset allocations.

Detractors
• While sector allocation had a positive impact overall, the fund’s overweight to securitized assets 

and underweight to investment grade corporates detracted.
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• Security selection was positive overall but detracted within securitized agency assets and the 
government-related sector.

Outlook
• The Federal Reserve elected to move forward with a decision to raise the fed funds rate from 

4.75% to 5.0% at the March 2023 meeting, after several weeks of heightened concerns caused 
by the banking turmoil. Having taken action alongside the Treasury Department in hopes of 
ring-fencing failed banks and reestablishing financial stability, the Fed turned its attention back 
to arresting inflation. While the labor market continues to be firm in our view, there is growing 
consensus the Fed is approaching the terminal fed funds rate. The yield curve remains inverted 
with higher yields on shorter maturity Treasurys and lower yields on long dated notes and 
bonds, indicative of anticipated lower aggregate demand in the economy going forward. 

• We believe we are in the very late expansion phase of the credit cycle1, and the probability of 
entering the downturn phase over the next 3-6 months continues to increase. Corporate and 
consumer balance sheets have been showing signs of strain, reflecting the impact from inflation 
and likely foreshadowing the expected deterioration in economic conditions. If the economy 
enters recession we would expect increasing unemployment and profit degradation. Risk 
premiums increased in response to the extreme stress about systemic risk in the banking sector, 
as well as contagion risk to other credit-sensitive sectors. 

• We continue to see a Fed over-tightening of monetary policy as a primary market risk, 
potentially pushing the economy into a severe recession. Deteriorating confidence in the 
banking system and any associated rush for liquidity is an additional risk in our view, as is 
potential fallout from a prolonged debate on the debt ceiling as summer approaches.

• Year-to-date, we have continued to increase our duration and market value exposure to US 
Treasurys as we have reduced overall credit beta, primarily through reducing exposure to bank 
loans, investment grade corporate credit, emerging market debt and high yield corporates. 
Looking ahead, we expect Treasurys to be supported by slowing economic activity and 
decelerating inflation, as well as a further widening in credit spreads as markets reckon with 
tangible signs of economic weakness. While we have made opportunistic, incremental additions 
to both investment grade and high yield corporates in recent weeks, we remain near our historic 
low to credit beta exposure. We continue to have significant liquidity for re-entering those 
markets should valuations become significantly cheaper.

• Our nominal duration and corresponding interest rate sensitivity is just over one-year above the 
benchmark. Since the beginning of 2023, we have moved to a more bulleted curve positioning 
by adding more 5-10 year US Treasury exposure, while maintaining meaningful exposure to 
the 20-year part of the curve which has retained strong relative value.

• We trimmed our exposure to agency mortgage-backed securities in February, and remain 
modestly underweight the sector. Within MBS, we continue to emphasize convexity and 
structure through coupon and specified pool selection. 

• We remain underweight investment grade corporate credit, both in terms of market value and 
contribution to duration. We have a modest bias towards BBB-rated securities for incremental 
carry, and currently favor industries that we believe are less economically sensitive and could 
be well positioned for a tighter Fed policy environment. We are currently market neutral to the 
banking sector, and continue to maintain a bias towards stronger, money center banks.
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• We have a large overweight to investment grade securitized credit, primarily in the front end of 
the yield curve, for more defensive, non-corporate incremental income. We continue to favor 
higher-rated asset-backed securities related to consumer receivables, as well as whole loan ABS, 
and have minimal exposure to commercial real estate.

• Within the Plus sectors, we have continued to reduce our overall allocation to high yield, which 
is currently approximately 5% in fixed rate high yield corporates, including 2% in emerging 
market high yield corporates. We have been incrementally reducing high yield exposure in 
response to growing signs of economic slowdown from the aggressive Fed tightening in 2022. 
Floating rate exposure includes 3% in high-quality, investment grade collateralized loan 
obligations where permitted. (Under guidelines which do not allow CLOs, we have maintained 
an approximately 2.5% exposure to bank loans.) 

• We continue to hold an approximately 4% allocation to non-US dollar local government 
emerging market bonds. Two-thirds of the exposure is to Mexico and the remainder to 
Uruguay. Notably, this allocation has been an important source of diversification, helping to 
generate incremental income and total return year-to-date.

1037377.39.1
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About Risk
Fixed income securities may carry one or more of the following risks: credit, interest rate (as 
interest rates rise bond prices usually fall), inflation and liquidity. Below investment grade fixed 
income securities may be subject to greater risks (including the risk of default) than other fixed 
income securities. Foreign and emerging market securities may be subject to greater political, 
economic, environmental, credit, currency and information risks. Foreign securities may be subject 
to higher volatility than US securities due to varying degrees of regulation and limited liquidity. 
These risks are magnified in emerging markets. Currency exchange rates between the US dollar and 
foreign currencies may cause the value of the fund’s investments to decline. Equity securities are 
volatile and can decline significantly in response to broad market and economic conditions.

           1A credit cycle is a cyclical pattern that follows credit availability and corporate health.

The Bloomberg US Aggregate Bond Index represents securities that are SEC-registered, taxable, 
and dollar denominated. The index covers the US investment grade fixed rate bond market, 
with index components for government and corporate securities, mortgage pass-through securities, 
and asset-backed securities. These major sectors are subdivided into more specific indices that are 
calculated and reported on a regular basis. Indexes are unmanaged and do not incur fees. It is not 
possible to invest directly in an index.

Outlook as presented in this material reflects subjective judgments and assumptions of the portfolio 
team and does not necessarily reflect the views of Loomis, Sayles & Company, L.P. There is no 
assurance that developments will transpire as stated. Opinions expressed will evolve as future  
events unfold. 

Before investing, consider the fund’s investment objectives, risks, charges, and expenses. 
Please visit www.loomissayles.com or call 800-225-5478 for a prospectus and a summary 
prospectus, if available, containing this and other information. Read it carefully.

Natixis Distribution, LLC (fund distributor, member FINRA|SIPC) and Loomis, Sayles & 
Company L.P. are affiliated.

LS Loomis | Sayles is a trademark of Loomis, Sayles & Company, L.P. registered in the US Patent 
and Trademark Office. and Trademark Office.
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