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Quarterly Review
• 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 in our view 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 financial turmoil—helped the bond market recover some of the ground it had lost in 
2022.

• Although the Fed acted quickly to head off concerns of 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 a positive for the financial markets in our view, 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.

• The strategy remained overweight corporate bonds on a market value basis, which positively impacted 
performance through carry as spreads were fairly contained during the period.  However, negative issue selection 
more than offset the allocation benefit.  

• The strategy remained underweight agency mortgages and this positively contributed to performance as 
mortgage spreads increased during the period.  Issue selection was largely flat for the quarter.  

• The strategy does not participate in securitized credit asset classes such as ABS or CMBS but they are included 
in the benchmark.  ABS and CMBS spreads increased during the period which contributed to the strategy’s 
performance by way of a small positive allocation effect.  

• Duration continued to be managed in line with the benchmark but duration differences along the yield curve 
resulted in a small negative performance impact which detracted during the period.

Outlook
• The Federal Reserve raised 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 late phase of the credit cycle, and the probability of entering the downturn phase over 
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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 
the concern of 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 more 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.

• The strategy’s corporate bond risk is currently at the low end of our risk budget, which we believe can provide 
room to increase risk if valuations and bid-ask spreads improve.  

• For strategies that use securitized assets, we continue to favor non-agency spread products such as commercial 
mortgage-backed securities and asset-backed securities.

• For strategies that use high yield corporate bonds, we continue to have exposure to the asset class with room to 
add in the event valuations materially improve.

Important Disclosure

Key Risks: Credit Risk, Issuer Risk, Interest Rate Risk, Liquidity Risk, Prepayment Risk and Extension Risk.

Past performance is no guarantee of future results.  
 
There is no guarantee that the investment objective will be realized or that the strategy will generate positive or excess 
return. 

Commodity, interest, and derivative trading involves substantial risk of loss. 
Diversification does not ensure a profit or guarantee against a loss.  
Any investment that has the possibility for profits also has the possibility of losses, including the loss of prinicpal. 
 
Market conditions are extremely fluid and change frequently.

This marketing communication is provided for informational purposes only and should not be construed as investment advice. Any 
opinions or forecasts contained herein reflect the subjective judgments and assumptions of the authors only and do not necessarily 
reflect the views of Loomis, Sayles & Company, L.P. Investment recommendations may be inconsistent with these opinions. There is no 
assurance that developments will transpire as forecasted and actual results will be different. Data and analysis does not represent the 
actual or expected future performance of any investment product. Information, including that obtained from outside sources, is believed 
to be correct, but Loomis Sayles cannot guarantee its accuracy. This information is subject to change at any time without notice.
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