
Smart Sector® 

Fixed Income Strategy 

The risk management model (chart right) 
seeks to reduce exposure to fixed income 
sectors most sensitive to equity 
drawdowns. The risk management model 
deteriorated from last month but entered 
October recommending full model 
exposure to areas most sensitive to 
equity markets: U.S. High Yield, Emerging 
Markets, U.S. Investment Grade, and 
Floating Rate Notes. 

The model’s overall reading is driven 
primarily by bullish external influences 
such as trade, market sentiment, and 
high-yield spreads. However, price-based 
measures have weakened during the 
month—three additional indicators 
flashed a sell signal including supply vs. 
demand (chart left). For now, the weight-
of-the-evidence recommends a fully 
invested allocation to fixed income 
sectors according to the model.  



 



U.S. Treasury Inflation-Protected 
Securities’ (TIPS) allocation rose over 300 
basis points in September, though is still 
underweight. Similar to U.S. Floating Rate 
Notes, TIPS typically outperform when 
inflation is high (which then leads to 
higher interest rates). While inflation is 
down from its peak, there are still areas 
that are sticky. Commodity prices—led by 
energy—are rising and has provided a 
tailwind for the sector (chart right). This 
positive development was confirmed by 
two relative strength measures flashing 
bullish signals during the month. 

International Investment Grade bonds’ 
allocation remains overweight. While 
global option-adjusted spreads and U.S. 
swaps remain neutral, equity volatility is 
bullish. This was confirmed by two bullish 
price-based measures including rising 
relative strength trends (chart left). 

 



U.S. High Yield bonds’ allocation 
remained steady September, at an 
overweight position. Four of six indicators 
are now bearish, with two flipping 
negative during the month—absolute 
trend and breadth (chart right). 

Emerging Market (EM) bonds’ allocation 
remains marketweight. On a fundamental 
basis, while rising commodity prices is 
bullish for Emerging Market bonds, 
weakness in emerging market equity 
momentum and currencies have been an 
offset. Technicals are mixed—relative 
strength remains bullish, but absolute 
trend moved to a bearish level for the 
sector during the month (chart left). 

 



U.S. Investment Grade Corporate bonds’ 
allocation dropped over 200 basis points 
in September, downgrading the sector 
from overweight to an underweight 
position. Four of the six indicators are 
now bearish. While the U.S. dollar index 
and a mean reversion measure remained 
bullish for the sector, spreads, credit 
default swaps, and a trend indicator are 
bearish offsets. Additionally, implied 
bond volatility rose to a bearish level for 
the sector during the month (chart right).  

 

U.S. Long-Term Treasurys’ allocation 
increased in September. While inflation 
expectations appear contained and have 
remained bullish for the sector since the 
Jackson Hole meeting, a few indicators 
changed during the month. The U.S. 
equity market trend, U.S. swaps, and 
sector momentum all flashed bearish 
signals during the month (chart left).  

 



Entering October, the fixed income allocation strategy favors mixed leadership. 
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