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The US dollar has been distinctly frisky in recent
weeks. We believe that its vigor may reflect

differing investor perceptions of global growth
prospects in the big currency zones.




Market Recap & Outlook

Earlier this summer we were bracing for a simultaneous
slowdown in the US, Europe, and China. This still looks right
for Europe and China, but for the US, we are not so sure. US
retail sales roared back to life in July, up 1.0% monthly for
the control group and ex-autos. Industrial production also
jumped 1.0%. The Institute of Supply Management (ISM])
Services Purchasing Managers’ Index (PMI) has also been
perky recently, though interestingly, the S&P Global US
services index does not agree. US payroll growth has slowed
but remains firm, while wage growth is holding nicely above
inflation, so real incomes should be growing. Beyond this,
consumers seem to be spending above their incomes, as the

household savings rate has dropped.

Maybe this is just a summer wonder: Big name concerts and
high-grossing movies enticed sensation-deprived Americans
to go out for one last burst of fun before the darkening days
of autumn retrenchment. Or maybe the US economy is

simply not in bad shape.

Global bond yields have been volatile but largely sideways
for the past month. The 10-yr UST seems to be trying to find
ayield plateau at about 4.25%, while the 10-yr German Bund
seems increasingly willing to trade above 2.60%.

US yields are now about one percent over the year over year
(yoy) CPI, though still below the yoy nominal GDP, an ancient
valuation metric popular in the 1990s, which is beginning to

be rediscovered.

We believe a novel development in US bond markets has
been the return of positive real yields. Even the long-
suffering Tips market has enjoyed a yield renaissance.

This has not been fun for existing Tips investors in our view,
who have seen real 10-yr Tips yields rise from a negative
1% in early 2022 to a positive 2% currently. We see the
prior negative realyield as the price investors were willing

to pay for inflation protection. As inflation fears and the
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corresponding demand for protection have subsided, we no
longer think US Tips are expensive, and like the mix of real

yield and inflation protection currently available.

We believe eurozone investors can only dream of positive
real yields for now, as the 2.6% Bund 10-yr yield is about
one-half of trailing E-zone CPI. Europe probably still has
a rate hike or two ahead of them before policy-makers are
sure that inflation will keep subsiding there, though the
recession/stagnation we expect should help drive inflation

lower soon.

Our Strategy

Absent financial suppression by policy-makers and
regulators (Interest on excess reserves at banks used to

be zero; reserve requirements were non-zero) we expect
positive real yields to persist in the US. After all, real yields
are supposed to be a function of the monetary/fiscal policy
mix. Loose fiscal, tight money pushed real yields up in the
1980s. We have a similar mix today. Like Volcker then,

the Fed is fighting inflation while the fiscal authorities are
presiding over a 6% of GDP federal budget deficit at full
employment. Connoisseurs of fiscal policy might object
that the delta, or fiscal thrust of policy is unchanged, but
we believe that just means that we have had more than one
year of giant full employment deficits and neglected to make
it even worse this year. Fiscal policy is structurally loose,
and its intractability was a key theme at Jackson Hole for
the [XX date] meeting. Ultimately, inflation has often been

a fiscal phenomenon in our view; structural budget deficits
have a tradition of being monetized. Inflation is the “tax”

you end up paying if you won't pay your other ones.

A final note of closure: the 1980s USD bull market was
often attributed to higher US real yields on offer compared
to other places. Maybe it is once again a reason for USD

strength.
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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
Jor 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,
DAVID ROLLEY. CFA including the loss of principal.
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g 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 U]“) 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.
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