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Fixed Income Perspectives

The Fed pivoting to a pause, not to cuts

  ■  Put away hopes of rate cuts in 2023 and get ready for “higher for longer,” provided jobs 
numbers don’t tank.

  ■  The Fed’s “pivot” will be too little, too late as far as a recession is concerned.

  ■  High-quality fixed income assets once again offer attractive income, reducing the need 
to reach for yield.

Markets have adjusted their definition of “pivot” to be a pause in Fed rate hikes rather 
than an outright cut. We’ve thought since the outset that the Fed would eventually 
pause for a prolonged period but would not actually cut rates for quite a while. Such 
abrupt reversals after a short interval are unusual. We believe the Fed will need to see a 
deterioration of the economy before reversing the direction of its rate adjustments, and 
with the economy exhibiting resiliency even after four consecutive 75 basis point (bp) 
hikes, that is unlikely to occur in the near term. That said, with financial conditions now 
in restrictive territory, we expect the Fed to soon moderate the size of its hikes before 
pausing altogether.

There’s a lot to be said for a steady income stream in a period of volatility. We expect 
volatility to last as the market grapples with uncertainty coming from the Fed. Once it 
becomes clear the Fed is done tightening, volatility should come down, leading to lower 
credit and mortgage spreads. In the meantime, we favor high-quality fixed income over 
riskier high-yielding issues. We don’t think investors are currently being paid enough to 
justify the risk of lower-rated bonds, especially if we enter a more obvious recession. In 
today’s environment, Investors can get more yield at lower risk (Exhibit 1).

Exhibit 1: Bonds now offer more yield than over the last decade 
US yields by credit quality (2012–2022)

Source: Bloomberg Index Services Limited and Voya Investment Management. Treasuries represented by the Bloomberg 
US Treasury Index. Yields by credit quality represented by the Bloomberg US Corporate Aa, A and Baa subindexes and the 
Bloomberg US High Yield Corporate 2% Issuer Cap Ba and B subindexes. The blue dashed line represents the US Treasury Index 
yield as of 10/31/2022 and the yellow dashed line represents the Bloomberg US Corporate Baa Index yield as of 10/31/2022. 
Investors cannot invest directly in an index.

The economic cycle is real, so don’t be surprised to see a mild US recession at some 
point in 2023. Jobs numbers could soften ― though probably not enough to justify a rate 
cut next year ― and corporate earnings growth is poised to slow. Nonetheless, a recession 
is unlikely to turn severe enough to materially raise default rates among investment-grade 
issuers. A steady Fed and a resultant decrease in volatility could help offset the impact of 
poor economic numbers.

Eyes remain firmly on the Federal 
Reserve, which has engineered a 
landscape of materially higher real and 
nominal rates. The better-than-expected 
October inflation report may allow the 
Fed to slow the pace of rate hikes, and 
eventually pause in early 2023.

Bond market outlook

Global rates: The Fed will keep hiking, but at a 
slower pace; we think we’re closer to the end of 
the rate hike cycle than the beginning and look 
for the Fed to pause early next year.

Investment grade (IG) corporates: Light supply 
and solid fundamentals lead us to favor IG credits 
over higher yielding bonds.

High yield (HY) corporates: Though outright 
yields are elevated we expect higher quality 
issues to outperform and prefer to remain 
underweight this sector.

Senior loans: There were no index-included 
defaults this past month, but the pace of 
downgrades is quickening as the outright 
number increases, leading us to favor higher-
quality issuers.

Agency RMBS: With many of the headwinds 
that have resulted in poor performance YTD 
now in the rear-view mirror, agency residential 
mortgage-backed securities (RMBS) now offer 
attractive opportunities for high-quality yield.

Securitized credit: Non-agency RMBS remain 
one of our most favored subsectors as housing 
market fundamentals remain on solid footing; 
elevated issuance that has been a headwind 
YTD is expected to decline.

Emerging market (EM) debt: Despite various 
headwinds, EM corporate fundamentals remain 
solid, with healthy credit metrics.
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Voya Investment 
Management’s fixed income 
strategies cover a broad 
range of maturities, sectors 

and instruments, giving investors wide 
latitude to create a new portfolio structure 
or complement an existing one. We offer 
investment strategies across the yield curve 
and credit spectrum, as well as in specialized 
disciplines that focus on individual market 
sectors. We build portfolios one bond at 
a time, with a critical review of each security 
by experienced fixed income managers.
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As of 10/31/22. Sources: Bloomberg, JP Morgan and Voya Investment Management. Past performance is no guarantee of future results.

Rates, spreads and yields

Fixed income sector total returns as of October 31 31-Oct 30-Sep 1Y Low 1Y High

Yi
el

ds
 (%

)

US 2 Yr 4.48 4.23 0.40 4.61
US 10 Yr 4.05 3.83 1.35 4.24
GER 10 Yr 2.14 2.11 -0.39 2.42
JPN 10 Yr 0.25 0.24 0.04 0.26
EM Local Sov 7.43 7.31 5.58 7.63
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IG Corp 158 159 85 165
Agency MBS 73 69 18 88
CMBS 203 166 97 203
HY Corp 464 552 271 583
HY x-Egy Corp 486 572 263 594
EM $ Sov 543 559 349 593
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Sector outlooks

Global rates and currencies

October was a challenging month for US bond markets, with yields 
continuing to climb during the month. By contrast, Germany’s bond 
market was much more muted, with 10-year Bunds rising only 3 bp 
over the month, compared to a rise in the US 10-year of 22 bp. 
Despite the widening yield spread, the US dollar index had its first 
negative month since May. This unusual combination underscores 
our central theme that we’re getting close to a Fed pause.

Looking forward, we expect markets to home in on Fed 
pronouncements and comments from the various Fed governors, 
as well as a select few economic data releases, including the 
always important nonfarm payrolls report. The other data points of 
keen interest will be inflation and consumer spending, particularly 
retail sales. We expect economic data to be strong enough for 
the Fed to continue rate hikes, albeit at a slower pace. With the 
third quarter earnings season virtually behind us, though actual 
earnings were decent, forward guidance was more pessimistic 
than expected, highlighting a slowing economy.

Investment grade corporates

IG spreads were largely unchanged over the month as elevated 
rate volatility has held spreads under pressure, while light supply 
has provided some offsetting support. Although we remain 
somewhat defensive due to volatility, we do think IG bonds offer 
relatively attractive spreads given the overall high quality of 
issuers. In terms of specific industries, we prefer financials as a sort 
of hedge against higher rates, and we are light on energy-related 
issues given their strong outperformance over the past months.

High yield corporates

High yield bonds put in a remarkable performance last month, with 
spreads tightening across the credit spectrum. True to our outlook, 
higher-quality sectors performed better than their lower-quality 
counterparts, with CCC-rated bonds underperforming the broader 
HY index. At this point, BBs look fully priced. Overall, high yield 

markets continue to anticipate a mild economic slowdown but are 
not prepared for an outright recession. As a result, from a strategic 
point of view (6 months out), we’ve changed our outlook from 
Positive to Neutral.

Senior loans

Senior loans performed reasonably well during October, with the 
overall spread for the category contracting slightly over the period, 
leading to positive absolute returns. On a relative basis, however, 
senior loans underperformed most credit markets and remain 
challenging given technical and fundamental headwinds. Retail 
outflows have increased, though new issuance has slowed, giving 
some support to loan markets. New primary issuance for October 
totaled a low $5.7 billion.

Default activity was nonexistent in October, and the trailing 
12-month default rate was a much lower than average 0.83%. 
Unless there is a material worsening of macroeconomic 
conditions, we expect default rates to remain on the low side. 
On the other hand, downgrade activity is increasing, with the 
three-month rolling downgrade to upgrade ratio moving up to 
2.47x from September’s 2.28x. We’ve happily increased our 
BB-rated exposure while selling weaker credits over the past 
several months.

Agency RMBS

Agency RMBS has materially underperformed YTD as new supply 
remained elevated, rising rates have led to duration extension, and 
concerns over Fed sales and elevated rate volatility weighed on 
spreads. Now, however, all of these headwinds will likely become 
tailwinds. New supply fell in October and is expected to remain 
depressed as housing market activity slows. MBS durations are 
now nearly fully extended. The Fed has stated it is not currently 
considering direct sales, and as the trajectory for rates hikes 
becomes more apparent, rate volatility should decline. With 
spreads sitting at historically high levels, we believe agency MBS 
issues present an attractive opportunity for high quality yield.
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Securitized Credit

While the fundamentals of commercial mortgage-backed securities 
(CMBS) look much stronger than they did at the height of the 
pandemic, much of this rebound effect has run its course. While 
the sector is facing an acute lack of new supply, Fed policy has led 
to difficult refinancing conditions. That said, CMBS value remains 
and fundamentals continue to evolve favorably.

CLO spreads were little changed over the past month, and we’re 
satisfied with our outlook change from negative to positive last 
month. Projecting out a few months, we remain positive on the 
sector due to relatively attractive spreads, but over the longer term 
potential economic weakness remains a concern.

October technical factors led to a widening of spreads among 
consumer asset-backed securities (ABS), with secondary selling 
and new issuance trumping improved fundamentals. We expect 
supply to slow into the end of the year, we believe ABS will benefit 
from their relative merits of high quality and liquidity. Additionally, 
a further easing of inflation will create a positive backdrop for 
consumers, strengthening the entire segment. That said, the 
sector typically lags in volatile environments such as we saw 
in October.

Although home prices have declined for several months, the 
housing market remains on solid fundamental footing; therefore, 
so do non-agency RMBS. New supply has already reversed from 
the frenetic start to the year. We expect this trend to continue, as 
spreads and overall volatility should encourage mortgage loans on 
bank balance sheets rather than securitization. We expect rising 
activity and historically wide spreads to lead to outperformance 
into the foreseeable future.

Emerging market (EM) debt

EM spreads narrowed slightly in October, with EM corporates 
underperforming sovereigns. The notable exception was Chinese 
debt, which widened across the board. China’s Communist Party 
Congress shuffled leadership, focusing on security over growth, 
leading to a widening of spreads there. For EM more broadly, the 
global backdrop remains challenging, with continued inflation 
pressures, declining growth expectations, a stronger dollar 
and tightening financial conditions. Despite the headwinds, EM 
corporate fundamentals remain solid with healthy credit metrics.
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Past performance does not guarantee future results. This commentary has been prepared by Voya Investment Management for informational purposes. Nothing contained herein should 
be construed as (i) an offer to sell or solicitation of an offer to buy any security or (ii) a recommendation as to the advisability of investing in, purchasing or selling any security. Any opinions 
expressed herein reflect our judgment and are subject to change. Certain of the statements contained herein are statements of future expectations and other forward-looking statements that 
are based on management’s current views and assumptions and involve known and unknown risks and uncertainties that could cause actual results, performance or events to differ materially 
from those expressed or implied in such statements. Actual results, performance or events may differ materially from those in such statements due to, without limitation, (1) general economic 
conditions, (2) performance of financial markets, (3) interest rate levels, (4) increasing levels of loan defaults, (5) changes in laws and regulations and (6) changes in the policies of governments 
and/or regulatory authorities. The opinions, views and information expressed in this commentary regarding holdings are subject to change without notice. The information provided regarding 
holdings is not a recommendation to buy or sell any security. Fund holdings are fluid and are subject to daily change based on market conditions and other factors. 
The distribution in the United Kingdom of this presentation and any other marketing materials relating to portfolio management services of the investment vehicle is being addressed to, or 
directed at, only the following persons: (i) persons having professional experience in matters relating to investments, who are “Investment Professionals” as defined in Article 19(5) of the 
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Financial Promotion Order”); (ii) persons falling within any of the categories of persons described in Article 49 
(“High net worth companies, unincorporated associations etc.”) of the Financial Promotion Order; and (iii) any other person to whom it may otherwise lawfully be distributed in accordance with 
the Financial Promotion Order. The investment opportunities described in this presentation are available only to such persons; persons of any other description in the United Kingdom should 
not act or rely on the information in this presentation. 
The Capital Markets Authority and all other Regulatory Bodies in Kuwait assume no responsibility whatsoever for the contents of this presentation and do not approve the contents thereof or 
verify their validity or accuracy. The Capital Markets Authority and all other Regulatory Bodies in Kuwait assume no responsibility whatsoever for any damages that may result from relying on 
the contents of this presentation either wholly or partially. It is recommended to seek the advice of an Investment Advisor. 
Voya Investment Management does not carry on a business in a regulated activity in Hong Kong and is not licensed by the Securities and Futures Commission. This insight is issued for 
informational purposes only. It is not to be construed as an offer or solicitation for the purchase or sale of any financial instruments. It has not been reviewed by the Securities and Futures 
Commission. Voya Investment Management accepts no liability whatsoever for any direct, indirect or consequential loss arising from or in connection with any use of, or reliance on, this insight, 
which does not have any regard to the particular needs of any person. Voya Investment Management takes no responsibility whatsoever for any use, reliance or reference by persons other than 
the intended recipients of this insight. Any prices referred to herein are indicative only and dependent upon market conditions. Unless otherwise specified, investments are not bank deposits 
or other obligations of a bank, and the repayment of principal is not insured or guaranteed. They are subject to investment risks, including the possibility that the value of any investment—and 
income derived therefrom, if any—can increase, decrease, or in some cases be entirely lost, and investors may not get back the amount originally invested. The contents of this insight have not 
been reviewed by any regulatory authority in the countries in which it is distributed. 
The opinions and views herein do not take into account your individual circumstances, objectives or needs and are not intended to be recommendations of particular financial instruments or 
strategies to you. This insight does not identify all the risks (direct or indirect) or other considerations which might be material to you when entering any financial transaction. You are advised to 
exercise caution in relation to any information in this document. If you are in doubt about any of the contents of this insight, you should seek independent professional advice. In addition, please 
be advised that Voya Investment Management is a non-Canadian company. We are not registered as a dealer or adviser under Canadian securities legislation. We operate in the Provinces of 
Nova Scotia, Ontario and Manitoba based on the international adviser registration exemption provided in National Instrument 31-103. Accordingly, investors will have more limited rights and 
recourse than if the investment manager were registered under applicable Canadian securities laws.

©2022 Voya Investments Distributor, LLC • 230 Park Ave, New York, NY 10169 • All rights reserved.
IM2601370 • CMMC-FIMONTHLY • 113024 • 112122

voyainvestments.com

Disclaimer


