
After a tough period, things are changing in Fixed Income.
Where should you be looking now?

Discover more about where to look and what to do in 2023.

As policy rate cuts come into view we 
expect yield curves to ultimately steepen 
in the coming quarters. 

The US Treasury market is more advanced 
on this journey whereas European sovereign 
markets may take longer given inflation 
dynamics.
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With spreads close to long-term averages some 
investors may not see this as sufficient and hold out 
opportunistically. However, those who are underweight 
may wish to move back towards neutral given the 
attractive carry and emerging visibility on the rate 
and credit cycle.

There are opportunities for investors in this environment. 
Much higher short-dated sovereign yields and the 
prospect of further rate hikes offer euro and sterling 
investors (among others) one of the best yield–duration 
trade-offs in some time. 

This means that investors in short-dated sovereign and 
corporate debt can start to capture much improved 
yield per year of duration as the cycle progresses.

Emerging market debt may be at a turning point. 
Sentiment has certainly improved with emerging 
markets attracting near record inflows in late January. 

Yields have fallen quickly recently and a pullback might 
offer an attractive entry point as fundamentals turn 
and the rate cycle provides added support.

In the meantime investors in European 
fixed income can take advantage of 
much improved short-end yields,  
consider their investment-grade credit 
exposure and potentially look at US 
Treasuries if the currency hedging regime 
turns more favourable.
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Investing involves risk including the risk of loss of principal.

The whole or any part of this work may not be reproduced, 
copied or transmitted or any of its contents disclosed to third 
parties without SSGA’s express written consent.

The information provided does not constitute investment 
advice as such term is defined under the Markets in Financial 
Instruments Directive (2014/65/EU) or applicable Swiss 
regulation and it should not be relied on as such. It should 
not be considered a solicitation to buy or an offer to sell 
any investment. It does not take into account any investor’s 
or potential investor’s particular investment objectives, 
strategies, tax status, risk appetite or investment horizon. If 
you require investment advice you should consult your tax and 
financial or other professional advisor.

All information is from SSGA unless otherwise noted and 
has been obtained from sources believed to be reliable, but 
its accuracy is not guaranteed. There is no representation or 
warranty as to the current accuracy, reliability or completeness 
of, nor liability for, decisions based on such information and it 
should not be relied on as such.

Bonds generally present less short-term risk and volatility than 
stocks, but contain interest rate risk (as interest rates raise, 
bond prices usually fall); issuer default risk; issuer credit risk; 
liquidity risk; and inflation risk. 

These effects are usually pronounced for longer-term 
securities. Any fixed income security sold or redeemed prior to 
maturity may be subject to a substantial gain or loss. Investing 
in high yield fixed income securities, otherwise known as “junk 
bonds”, is considered speculative and involves greater risk of 
loss of principal and interest than investing in investment grade 
fixed income securities. These Lower-quality debt securities 
involve greater risk of default or price changes due to potential 
changes in the credit quality of the issuer.

The trademarks and service marks referenced herein are the 
property of their respective owners. Third party data providers 
make no warranties or representations of any kind relating to 
the accuracy, completeness or timeliness of the data and have 
no liability for damages of any kind relating to the use of such 
data.

This communication is directed at professional clients (this 
includes eligible counterparties as defined by the appropriate 
EU regulator) who are deemed both knowledgeable and 
experienced in matters relating to investments. The products 
and services to which this communication relates are only 
available to such persons and persons of any other description 
(including retail clients) should not rely on this communication.

Any fixed income security sold or redeemed prior to maturity may 
be subject to a substantial gain or loss. 

Increase in real interest rates can cause the price of inflation-
protected debt securities to decrease. Interest payments on 
inflation protected debt securities can be unpredictable.

Investing in foreign domiciled securities may involve risk of 
capital loss from unfavorable fluctuation in currency values, 
withholding taxes, from differences in generally accepted 
accounting principles or from economic or political instability 
in other nations. 

Investments in emerging or developing markets  may be more 
volatile and less liquid than investing in developed markets 
and may involve  exposure to economic structures that are 
generally less diverse and mature and to political systems 
which have less stability than those of more developed 
countries. 

Currency Risk is a form of risk that arises from the change in 
price of one currency against another. Whenever investors or 
companies have assets or business operations across national 
borders, they face currency risk if their positions are not 
hedged.

The returns on a portfolio of securities which exclude 
companies that do not meet the portfolio’s specified ESG 
criteria may trail the returns on a portfolio of securities which 
include such companies. A portfolio’s ESG criteria may result 
in the portfolio investing in industry sectors or securities which 
underperform the market as a whole. 

This document may contain certain statements deemed to 
be forward-looking statements. All statements, other than 
historical facts, contained within this document that address 
activities, events or developments that SSGA expects, 
believes or anticipates will or may occur in the future are 
forward-looking statements. These statements are based on 
certain assumptions and analyses made by SSGA in light of 
its experience and  perception of historical trends, current 
conditions, expected future developments and other factors it 
believes are appropriate in the circumstances, many of which 
are detailed herein.

Such statements are subject to a number of assumptions, 
risks, uncertainties, many of which are beyond SSGA’s control. 
Please note that any such statements are not guarantees 
of any future performance and that actual results or 
developments may differ materially from those projected in the 
forward-looking statements. 

The information contained in this communication is not a 
research recommendation or ‘investment research’ and is 
classified as a ‘Marketing Communication’ in accordance 
with the Markets in Financial Instruments Directive 
(2014/65/EU) or applicable Swiss regulation. This means 
that this marketing communication (a) has not been 
prepared in accordance with legal requirements designed 
to promote the independence of investment research 
(b) is not subject to any prohibition on dealing ahead of 
the dissemination of investment research.© 2023 State 
Street Corporation. 

All Rights Reserved.
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