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Follow us on social media!

February 9, 2023

Thank you for joining our webcast.
Strategy Update:
US Core and Core Plus

The presentation will begin shortly.
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Long US Treasuries and Equities
Yearly Total Returns Since 1926

Source: Ibbotson, Bloomberg. As of 31 Dec 22
Equities represented by the S&P 500. Long US Treasuries represented by 
Bloomberg Long US Treasury Bonds.
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2022 – Year in Review
Worst year on record for US Treasury bonds; correlations broke down; volatility increased.

Source: Robert Shiller, Bloomberg As of 31 Dec 22

Source: Ibbotson, Bloomberg As of 31 Dec 22
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Source: Bloomberg. As of 06 Feb 23

5.04% as of 06 Feb 23
Higher by 31 bps since 
start of 2022

Higher by 291 bps 
since start of 2022

Valuations Improved
Yields reached 6% on investment-grade bonds.
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Employment Cost Index

Average Hourly Earnings, 6m %ch
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Source: Western Asset. As of 31 Jan 23
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Measures of Job Openings

2023

Labor Market
Wage growth is normalizing; hiring has been strong, but openings are declining.

Source: Department of Labor, Indeed, LinkUp, NFIB, Goldman Sachs Global 
Investment Research. As of 31 Jan 23
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Fed Funds

Core PCE
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Source: Haver Analytics, Federal Reserve. As of 31 Dec 22

Fed Policy
Behind the disinflation curve, policy is now restrictive.

“I will say that it is gratifying to see the disinflationary process 
now getting underway.” 

“We’re going to be cautious about declaring victory and 
sending signals that the game is won because we’ve got a long 
ways to go. It’s the early stages of disinflation”

“We're living in a world of significant uncertainty. I would look 
across the spectrum of rates and see that real rates are now 
positive across the yield curve. I think policy is restrictive. We're 
trying to make a fine judgment about how much is restrictive 
enough. That’s all.”

– Chair Powell, 2 Feb 23
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Real Yield Curve Has Moved Positive
Having Been Negative Even After Fed's Initial Hike
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Correlation Between Rates and Credit?
Growth risks contribute to negative correlation.
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Cash Curve, 2/6/23

1 Year Fwd, 2/6/23

Cash Curve, 12/31/2019
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US Treasury Cash and Forward Curve
Curve is currently inverted; forwards are lower and steeper

Largest 
Inversion 
since 1981
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Year-over-Year Debt Growth
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Source: J.P Morgan. As of 30 Sep 22
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Source: BofA Global Research*. As of 30 Sep 22
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Profit Margins

~180 Non-Financial Companies (JULI Based)
Weighting based on amount of debt in the benchmark
Source: J.P. Morgan. As of 30 Sep 22

Investment-Grade Credit
Cash Flow and Debt Metrics are Healthy

*Reprinted by permission. Copyright © 2021 Bank of America Corporation (“BAC”). The use of the above in no way implies that BAC or any of its affiliates endorses the views or interpretation or the use of such information or acts as any endorsement of the use of such information. The information is provided 
"as is" and none of BAC or any of its affiliates warrants the accuracy or completeness of the information.
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10

Developed Markets (DM)

Emerging Markets (EM)
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Cumulative Changes in Interest Rates Since Jan 2021

Source: Bloomberg. As of 03 Jan 23
Note: Emerging Markets (EM)=Average of Brazil, Chile, Czech Republic, Mexico, Peru and Poland; Developed Markets (DM)=Average of US, EU and UK 

Emerging Markets

Following aggressive hikes in the past year and given nascent signs of abating inflation risk, the policy focus of EM 
central banks will likely pivot toward growth.

EM central banks are closer to the end of the tightening cycle relative to the developed world.

Adjusted for inflation, select EM local yields are attractive.
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Questions & Answers
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Thank you. 
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Risk Disclosure

© Western Asset Management Company, LLC 2023. This publication is the property of Western Asset and is intended for the sole use of its clients, consultants, and other intended 
recipients. It should not be forwarded to any other person. Contents herein should be treated as confidential and proprietary information. This material may not be reproduced or used in any 
form or medium without express written permission.
Past results are not indicative of future investment results. This publication is for informational purposes only and reflects the current opinions of Western Asset. Information contained herein 
is believed to be accurate, but cannot be guaranteed. Opinions represented are not intended as an offer or solicitation with respect to the purchase or sale of any security and are subject to 
change without notice. Statements in this material should not be considered investment advice. Employees and/or clients of Western Asset may have a position in the securities mentioned. 
This publication has been prepared without taking into account your objectives, financial situation or needs. Before acting on this information, you should consider its appropriateness 
having regard to your objectives, financial situation or needs. It is your responsibility to be aware of and observe the applicable laws and regulations of your country of residence. 
Western Asset Management Company Distribuidora de Títulos e Valores Mobiliários Limitada is authorized and regulated by Comissão de Valores Mobiliários and Brazilian Central Bank. 
Western Asset Management Company Pty Ltd ABN 41 117 767 923 is the holder of the Australian Financial Services Licence 303160. Western Asset Management Company Pte. Ltd. Co. 
Reg. No. 200007692R is a holder of a Capital Markets Services Licence for fund management and regulated by the Monetary Authority of Singapore. Western Asset Management Company 
Ltd is a registered Financial Instruments Business Operator and regulated by the Financial Services Agency of Japan. Western Asset Management Company Limited is authorized and 
regulated by the Financial Conduct Authority (“FCA”) (FRN 145930). This communication is intended for distribution to Professional Clients only if deemed to be a financial promotion in the 
UK as defined by the FCA. This communication may also be intended for certain EEA countries where Western Asset has been granted permission to do so. For the current list of the 
approved EEA countries please contact Western Asset at +44 (0)20 7422 3000. 
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