
The US Treasury market took a decidedly bearish 
turn from mid-July through early August, sending 
the 10-year yield to its highest level this year.   

Global Fixed Income 
Outlook & Strategy

AUGUST 2023



GLOBAL FIXED INCOME - OUTLOOK & STRATEGY

Market Recap & Outlook
We do not quite see why Treasury investors became so 

grumpy, as the Federal Reserve hike to 5.25%-5.5% was 

widely expected, and a pause in policy hikes was telegraphed 

for the September meeting.  Furthermore, the recent trends 

in retail inflation and payroll employment have been soft, 

as are industrial production and retail sales.  Perhaps it 

was the combination of new, larger Treasury refunding 

announcements plus the Fitch downgrade to AA+.  These 

may have reminded Treasury investors that the federal 

government deficit is nearly 6% of GDP, and the Federal 

Reserve is shrinking its balance sheet. 

In China, more food festivals are apparently one of the policy 

initiatives being considered by the CCP to encourage private 

sector consumption, which has been weak.  The private 

sector is being encouraged to come to the rescue of Chinese 

economic momentum, which has faded since the post-Covid 

reopening.   Both the official and Caixin manufacturing PMIs 

are below 50.  Private sector sentiment does seem fragile in 

our view, given that the financial media has written that talk 

of either capital flight or deflation by economists or analysts 

is now firmly discouraged.  More useful may be the extension 

of small business tax cuts from 2022 to 2027, which we 

believe may add some 1% or more of GDP to potential 

corporate spending.  

In Europe, the July Eurozone composite manufacturing PMI 

of 42.7 about captures the tone in industry, with the exception 

of aerospace, where aircraft orders at the Paris Airshow 

were outstanding.  Aircraft aside, output is sideways.  The 

Eurozone Q1 GDP was flat, and Q2 was 0.3%.   The ECB hiked 

the policy rate to 3.75% as expected.  Inflation is falling, but 

is still far above target in our view.  

Our Strategy
As all three of the biggest economies in the world are either 

decelerating or flat, we still prefer high quality duration in 

fixed income markets, as we see inflation as likely to keep 

declining.  We believe the peak in global interest rates may 

already be behind us, while the first cuts have occurred in 

emerging markets.   We remain cautious on credit spreads, 

as slower economies should show up in weaker earnings 

and debt serviceability.  We believe currencies may remain 

range-bound until more evidence of relative regional 

economic outperformance emerges.
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Important Disclosures 
Key Risks: Credit Risk, Issuer Risk, Interest Rate Risk, Liquidity Risk, Non-US Securities 

Risk, Currency Risk, Derivatives Risk, Leverage Risk, Counterparty Risk, Prepayment 

Risk and Extension Risk. Investing involves risk including possible loss of principal.

There is no guarantee that the investment objective will be realized or that the 
strategy will generate positive or excess return. Actual accounts have the potential 
for loss as well as profit.

Past performance is no guarantee of future results. Past market experience is no 
guarantee of future results.

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 principal.

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. 
Market conditions are extremely fluid and change frequently.

For Institutional Use Only. Not For Further Distribution.
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