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OUTLOOK 

Yields on government debt and credit spreads are starting to 

look attractive, but given the current weak economic outlook, 

some caution is warranted. We are patiently waiting to add risk 

once we receive clear signs that economic conditions are 

improving. 

We are starting to see some initial signals that inflation has 

peaked in many developed countries, particularly as oil prices 

are stabilising, although we are seeing lags in services sector 

inflation and core inflation, particularly in the US. Our forecast is 

for US inflation to fall meaningfully in the first quarter of 2023, 

but that such a fall will happen later for Europe and the UK. 

However, we expect inflation to remain well above central bank 

targets next year, as while we expect energy and food inflation 

to roll over, inflation momentum is likely to be driven by other 

sectors, particularly service sectors. Therefore, we expect 

central banks to continue tightening.  

We fear that Europe and the UK are already in recession, 

although we believe the US will avoid this fate in 2022. In 2023, 

US growth will be materially below trend due to a large drop in 

domestic demand given the Federal Reserve’s forceful 

tightening. Therefore, a US recession is possible next year, 

although it is not our central case. The US earnings season is so 

far looking better than expected, but there has been some 

reported margin compression and we expect earnings to fall due 

to the impact of the strong dollar on exports.  

RATES 

Our central view is neutral. We broadly believe markets are 

pricing in the right level of tightening, however we are 

approaching a transition point where if yields rise higher, it will 

trigger a signal to buy. 

CREDIT 

Valuations are becoming increasingly attractive with spreads 

approaching 90th plus percentile range. However, this is 

currently offset by negative economic momentum. Tactically, 

our preference is for European assets relative to the US, given 

more pronounced spread widening. We also have a preference 

for developed markets over emerging markets (partly given risks 

relating to tighter US monetary policy). 

MORTGAGE-BACKED SECURITIES (MBS) 

Spreads on MBS have widened to a point where an overweight 

position is justified in our view. However, market support for 

these spreads is weak, as banks are not currently a player in the 

market due to negative deposit growth, while there is a risk of 

the Federal Reserve transferring its large book of assets back 

into the market.  

EMERGING MARKETS 

We are seeing resilience and improved fundamentals in 

investment grade debt (IG). Among sovereigns with significant 

issuance, we are seeing falling debt ratios (Qatar), a budget 

surplus (Saudi Arabia) and stable fiscal policy (Indonesia and 

Mexico). We are also seeing the impact of inflation weakening.  

For this reason, we have moved to a modest long position in 

investment grade. In support of this position, we are seeing 

improved technicals due to negative net issuance.  

In high yield, we are retaining our small long position and have 

moved into distressed debt positions where the brunt of the 

impact of US dollar strength may have already been borne out. 

We are flat on rates and neutral on foreign exchange.  

CURRENCY 

Over the past quarter we have had a key long US dollar position, 

but we are tactically looking to reduce this position over the next 

few weeks as it is looking expensive. 

 

 

 

 

   

THE FOLLOWING VIEWPOINTS REPRESENT INSIGHT’S ACTIVE (I.E. RELATIVE TO A RELEVANT MARKET OR CASH 
BENCHMARK) POSITIONING VIEWS ON A STRATEGIC (LONG-TERM) AND/OR TACTICAL (THREE-MONTH 
HORIZON) BASIS AS STATED. ALTHOUGH THEY GENERICALLY INFORM THE ACTIVITY ACROSS INSIGHT’S ACTIVE 
FIXED INCOME PORTFOLIOS, POSITIONING WILL VARY BY STRATEGY AND THEREFORE MAY DIFFER FROM THE 
INFORMATION PRESENTED HERE. IF YOU HAVE ANY QUERIES PLEASE DO NOT HESITATE TO CONTACT US. 



 

IMPORTANT INFORMATION 

RISK DISCLOSURES 

Past performance is not indicative of future results. Investment in any strategy involves a risk of loss which may partly be due to 
exchange rate fluctuations. 

Portfolio holdings are subject to change, for information only and are not investment recommendations. 

ASSOCIATED INVESTMENT RISKS 

Fixed income 

• Where the portfolio holds over 35% of its net asset value in securities of one governmental issuer, the value of the portfolio may be 
profoundly affected if one or more of these issuers fails to meet its obligations or suffers a ratings downgrade. 

• A credit default swap (CDS) provides a measure of protection against defaults of debt issuers but there is no assurance their use will 
be effective or will have the desired result. 

• The issuer of a debt security may not pay income or repay capital to the bondholder when due. 

• Derivatives may be used to generate returns as well as to reduce costs and/or the overall risk of the portfolio. Using derivatives can 
involve a higher level of risk. A small movement in the price of an underlying investment may result in a disproportionately large 
movement in the price of the derivative investment. 

• Investments in emerging markets can be less liquid and riskier than more developed markets and difficulties in accounting, dealing, 
settlement and custody may arise. 

• Investments in bonds are affected by interest rates and inflation trends which may affect the value of the portfolio. 

• Where high yield instruments are held, their low credit rating indicates a greater risk of default, which would affect the value of the 
portfolio. 

• The investment manager may invest in instruments which can be difficult to sell when markets are stressed. 

• Where leverage is used as part of the management of the portfolio through the use of swaps and other derivative instruments, this 
can increase the overall volatility. While leverage presents opportunities for increasing total returns, it has the effect of potentially 
increasing losses as well. Any event that adversely affects the value of an investment would be magnified to the extent that leverage 
is employed by the portfolio. Any losses would therefore be greater than if leverage were not employed. 

• Currency hedging techniques aim to eliminate the effects of changes in the exchange rate between the currency of the underlying 
investments and the base currency (i.e. the reporting currency) of the portfolio. These techniques may not eliminate all the currency 
risk.  
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