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Global Fixed Income
Outlook & Strategy

Politics took center stage for global bond markets
this month as India, South Africa, Mexico and the

European Parliament went to the polls.




Market Recap & Outlook

Currencies weakened and local bonds widened in South
Africa and the EU as incumbent governments were weakened,
and in Mexico because the government was strengthened by

too much.

The largest election, in India, was the least volatile for
markets. India equities briefly sold off in shock as Prime
Minister, Narendra Modi’s Bharatiya Janata Party massively
underperformed by what was predicted, but he will remain
PM in a coalition government for a third term. Equities quickly
recovered, and INR bond yields are now lower than one

month ago.

In South Africa, the ANC lost its parliamentary majority and
will also need to govern in coalition. The Rand was volatile,
but has lately gained, as a coalition with the most populist/
anti-market parties seems less likely, in our view. Bond prices

are also higher.

In Mexico, the ruling Morena party did too well for market
comfort. Claudia Sheinbaum will be the next President, but
may govern with super-majorities in both houses of Congress.
This alarms some market participants, as it could make
populist measures more likely. The peso and local bonds
remain weaker. Mexico was a popular position in crossover

portfolios, so there has likely been some selling pressure.

France will have new elections for Parliament after the
populist right wing parties did better than expected in the EU
parliamentary elections this past weekend. This is a gamble to
head off populist political momentum in France. It may lead to
a Parliament in opposition to the Macron Presidency. French
spreads to Bunds have widened, as have most other smaller

EU markets in sympathy with the OAT selloff.

The United Kingdom is also going to the polls, on July 4, no
less, but markets do not seem to care. Sterling-Dollar has
been serene. We believe this may be because Labor is so
far ahead in the polls that there is little uncertainty about

the outcome.
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The USD has generally benefitted from all of this political
news, particularly against the Euro, breaking decisively
below 1.08. Adding to the luster of the American currency
was another unexpectedly strong payroll employment
release, which showed a gain of 272,000 jobs. Monthly
economic data has been both strong and weak, and has

essentially played ping-pong with ten-year yields.

Our Strategy

We are left with a range-bound prospect for near-term

US Treasuries, while still expecting two Federal Reserve
cuts beginning in September. We still believe that recent
US inflation pressures will subside sufficiently to permit
yields to end the year somewhat lower than current levels.
This may or may not lead to a weaker USD, depending on
whether overseas markets continue to spook traders and

their algorithms.
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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.

Markets are extremely fluid and change frequently.
Past performance 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,
DAVID ROLLEY, CFA including the loss of principal.

Portfolio Manager
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. 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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