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Inflation Has Been Trending Lower
Most measures of inflation have been heading lower and are anticipated to continue on this path.
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Labor Market Loosening and Wage Growth Moderating
Employment data is showing some signs of cooling with job openings declining and wages moving lower.
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Source: Federal Reserve, Freddie Mac, The Bond Buyer, Moody's, Choi et al. 
(2022). As of 31 May 23
Proxy Funds Rates uses public and private borrowing rates and spreads to infer the 
broader stance of monetary policy. When the Federal Open Market Committee uses 
additional tools, such as forward guidance or changes in the balance sheet, these 
policy actions affect financial conditions, which the proxy rate translates into an 
analogous level of the federal funds rate.
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Fed Policy Has Been Restrictive for an Extended Period and Is Tighter Than It Looks
“We have come a long way in policy tightening, and the stance of policy is restrictive … Having 
come this far, we can afford to look at the data and the evolving outlook and make careful assessments.”

– Chair Powell, May 19, 2023

Proxy Funds Rate
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Regional Banking Challenges Have Contributed to Tighter Credit Conditions

Credit Conditions Have Tightened*

“Developments in the financial sector are 
contributing to tighter credit conditions and are 
likely to weigh on economic growth, hiring and 
inflation. So as a result, our policy rate may 
not need to rise as much as it otherwise 
would have to achieve our goals.”

“Our tools can have separate objectives, but 
their effects are often not entirely independent … 
Financial stability affects macroeconomic 
stability and vice versa.”

– Chair Powell, May 19, 2023

Regional Banks Face Challenging Environment
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Real Yields Above Pre-Pandemic Across the Curve
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Source: Bloomberg, Western Asset, weekly
As of 04 Aug 23

Real Yields Above Pre-Pandemic Across the Curve
5-yr TIPS 10-yr TIPS 30-yr TIPS



7

4.4%

6.0%
5.5%

4.8%
5.5%

4.4%

8.4%

6.3%
7.2%

8.5%

11.2%

6.8% 6.9%

1.5%

3.9%
3.2% 2.8%

1.7% 1.0%

5.7%
6.4%

5.1%
6.1% 5.8%

2.8%

4.8%

0

2

4

6

8

10

12

14

16

USTs Municipals IG
Corp

MBS ABS Euro IG EMD
USD

EMD
Local

EM
Corp

US HY Leveraged
Loans

NA
CMBS

NA
RMBS

Yi
eld

-to
-W

or
st 

(%
)

Yield-to-Worst Across Fixed-Income Sectors  (Past 10 Years)
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Source: JP Morgan. As of 30 Jun 23

Fixed-Income Valuations

Source: Bloomberg, FactSet, J.P. Morgan Credit Research, J.P. Morgan Asset Management. Indices used are Bloomberg except for emerging market debt and leveraged loans: EMD (USD): J.P. Morgan EMIGLOBAL Diversified Index; EMD (LCL): J.P. Morgan GBI-EM Global Diversified Index; EM Corp.: J.P. 
Morgan CEMBI Broad Diversified; Leveraged loans: JPM Leveraged Loan Index; Euro IG: Bloomberg Euro Aggregate Corporate Index; Euro HY: Bloomberg Pan-European High Yield Index. Yield-to-worst is the lowest possible yield that can be received on a bond apart from the company defaulting. All sectors 
shown are yield-to-worst except for Municipals, which is based on the tax-equivalent yield-to-worst assuming a top-income tax bracket rate of 37% plus a Medicare tax rate of 3.8%. Guide to the Markets—US Data are as of 31 Mar 23.   
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Agency Mortgage-Backed Securities: Fundamentals and Valuations Have Improved

Source: Bloomberg, MS Research, Western Asset. As of 06 Jun 23
*As of 30 May 23

 Mortgage spreads have widened significantly as Fed and bank support diminished
 Agency MBS spreads have widened with elevated volatility and yield curve inversion
 Prepayment risk remains muted as mortgage borrowers have little refinancing incentive
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Mortgage Credit Offers Attractive Relative Value

Source: Bloomberg, Bank of America, Western Asset. As of 30 Jun 23
Opinions expressed are subject to change without notice and do not take into account the particular investment objectives, financial situations or needs of investors. 
*Representative RMBS CRT Below IG: On-the-run speed adjust spread for below investment-grade rated CRT cohort
Past performance is not a reliable indicator of future results.

 While real estate prices are expected to cool from the record increases, market spreads are elevated with increased risk premiums 
 During the housing boom of Covid, lending stayed conservative and single family markets remain well supported by long-term 

fundamentals
 Commercial real estate sector has largely been able to pass on the cost of higher interest rates in rents at hotels, apartments, and 

industrial properties, while the office sector faces continued headwinds from Covid

Spreads

Representative 
RMBS CRT 
Below IG*

BAML
RMBS Legacy

Below IG

Bloomberg
Non-Agency 
CMBS BBB

Bloomberg
US 

IG Corporate

Bloomberg 
US

High Yield

31 Jan 20 178 123 250 102 390

30 Jun 23 387 233 996 123 392

Difference Since 
31 Jan 20 210 110 746 21 2

31 Dec 18 246 127 371 153 526

30 Jun 23 387 233 996 123 392

Difference Since 
31 Dec 18 142 107 625 -30 -134
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Credit OAS: +104 bps

+341 bps

Historical Average¹: +140 bps
Historical Average Excluding Financial 
Crisis and Pandemic²: +125 bps
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Bloomberg U.S. Credit Index: Option-Adjusted Spread

Source: Bloomberg. As of 31 Jul 23
Periods of recession highlighted in yellow

Valuation: US Credit “Fair” at +104 OAS
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High-Yield Credit: Valuations Are Compelling
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Source: Bloomberg, Morningstar. As of 30 Jun 23
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Ability to Service Debt Also Supportive of
Lower than Average Defaults

The sample is confined to public reporters for which we are able to retrieve four consecutive 
quarters of data from Bloomberg or S&P Capital IQ. New constituents are integrated 
quarterly based on additions to the Bloomberg US Corporate HY Bond Index).

High-Yield Interest Coverage

Source: Morgan Stanley Research, Bloomberg, S&P Capital IQ. As of 31 Mar 23
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Cracks Are Emerging for the Most Levered Companies

The sample is confined to public reporters for which we are able to retrieve four consecutive 
quarters of data from Bloomberg or S&P Capital IQ. New constituents are integrated quarterly 
based on additions to the Bloomberg US Corporate HY Bond Index).

High-Yield Enterprise Value/Debt

Source: Morgan Stanley Research, Bloomberg, S&P Capital IQ. As of 31 Mar 23
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Spreads now imply much higher defaults
than the average since 1970

Source: Bloomberg, Moody's, Western Asset. As of 30 Jun 23
40% recovery assumption was used and spread used to imply cumulative defaults over 5 years.
Worst cumulative 5-year default period since 1970 was 1992
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and spreads widened
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Source: Bloomberg. As of 30 Jun 23
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Developed Markets (DM)

Emerging Markets (EM)
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Bloomberg Commodities Spot Index (left)

VanEck Vectors J.P. Morgan EM Local 
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Emerging Markets: The USD and Commodities Are Key Drivers

 EM central banks are closer to the end of the tightening cycle relative to the developed world
 USD relative strength and commodity prices are both inputs into EM economic conditions and returns.
 A Fed pause combined with China reopening bodes well for EM 
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Growth Risks Contribute to Negative Correlation Between Rates and Credit
Fundamental reasons are demand for safe assets, reassessment of growth and inflation expectations, and Fed response.
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Sector Exposure
Western Asset Representative Core Plus Portfolio vs. Bloomberg US Aggregate USD Unhedged Index
Key Rate Duration (yrs) 

Source: Franklin Templeton, Western Asset
Yield to worst (YTW) is based on a portfolio’s current holdings on one specific day, is gross of all fund expenses, and calculated based on assumption that prepayment occurs if the bond has call or put provisions and the issuer can
offer a lower coupon rate based on current market rates. If market rates are higher than the current yield of a bond, the YTW calculation will assume no prepayments are made, and YTW will equal the yield to maturity. The YTW will
be the lowest of yield to maturity or yield to call (if the bond has prepayment provisions). The YTW is the market-weighted average of the YTWs of all the bonds in the portfolio.
Key Rate Duration (KRD) is the option-adjusted price sensitivity to the changes in interest rates located close to the given key interest rate tenors (e.g., 6M, 2Y, 5Y, 10Y, 20Y, 30Y).
Sectors subject to change. Data may not sum to 100% due to rounding.
Past performance is no guarantee of future results.
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Questions & Answers
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Thank you. 
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Performance Disclosure
December 31, 2022
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Performance Disclosure
December 31, 2022
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Performance Disclosure
December 31, 2022

For GIPS® purposes, the Firm is defined as Western Asset, a primarily fixed-income investment
manager comprised of Western Asset Management Company, LLC; 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, a registered Financial Instruments
Business Operator and regulated by the Financial Services Agency of Japan; and Western Asset
Management Company Limited is authorised and regulated by the Financial Conduct Authority
("FCA") (FRN 145930), with offices in Pasadena, New York, London, Singapore, Tokyo,
Melbourne, São Paulo, Hong Kong, and Zürich. Each Western Asset company is a wholly owned
subsidiary of Franklin Resources, Inc. but operates autonomously, and Western Asset, as a Firm,
is held out to the public as a separate entity. Western Asset Management Company was founded
in 1971. Specialist Investment Manager of Franklin Resources, Inc. since July 31, 2020. 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.

Gross-of-fees returns are presented before management fees, but after all trading expenses. Net-
of-fees results are calculated using a model approach whereby the current highest tier of the
appropriate strategy's fee schedule is used. Effective January 1, 2020, for annual periods where
the actual account weighted fees are higher than the composite model fees, the actual account
weighted fees will be used for net-of-fees composite return calculations. Net-of-fees composite
return calculations using actual account weighted fees may include fund returns and performance
based fee returns that incur higher fees than those applied to separately managed accounts. The
portfolios in the Composite are all actual, fee-paying and performance fee- paying, fully
discretionary accounts managed by the Firm for at least one full month. Investment results shown
are for taxable and tax-exempt accounts and include the reinvestment of all earnings. Any possible
tax liabilities incurred by the taxable accounts have not been reflected in the net performance.
Policies for valuing investments, calculating performance, and preparing GIPS Reports are
available upon request.

Composite returns are measured against a benchmark, when applicable. The benchmark is
unmanaged and provided to represent the investment environment in existence during the time
periods shown. For comparison purposes, its performance has been linked in the same manner as

the Composite. The benchmark presented was obtained from third party sources deemed reliable
but not guaranteed for accuracy or completeness. Benchmark returns and benchmark three-year
annualized ex-post standard deviation are not covered by the report of independent verifiers.

Internal dispersion is calculated using the asset-weighted standard deviation of annual gross
returns of those portfolios that were included in the Composite for the entire year. Periods with five
or fewer accounts are not statistically representative and are not presented. The three-year
annualized ex-post standard deviation measures the variability of the composite and the
benchmark returns over the preceding 36-month period.

Past investment results are not indicative of future investment results. Information contained
herein is believed to be accurate, but cannot be guaranteed. Employees and/or clients of Western
Asset may have a position in the securities mentioned.

Western Asset's list of composite descriptions, limited distribution pooled fund descriptions, and
broad distribution pooled funds are available upon request. Please contact Derek Fan at 626- 844-
9465 or derek.fan@westernasset.com. All returns for strategies with inception prior to January 1,
2013 are available upon request.

GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this
organization, nor does it warrant the accuracy or quality of the content contained herein.
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© 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. 
The representative portfolio is an account in the composite we believe most closely reflects current portfolio management style for the strategy. Performance is not a consideration in the selection of the representative portfolio. The characteristics of the 
representative portfolio shown may differ from those of the composite and of the other accounts in the composite. Information regarding the representative portfolio and the other accounts in the composite is available upon request. 

Risk Disclosure


