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Q: THE BLOOMBERG US AGGREGATE 
AND US HIGH YIELD INDICES LOST 
13% AND 11%, RESPECTIVELY, IN 
2022, AS THE FED INITIATED ITS 
HIKING CYCLE AND U.S. 10-YEAR 
TREASURY YIELDS MORE THAN 
DOUBLED TO 4%. WHAT DROVE 
THESE MARKET MOVES LAST YEAR?

Ivascyn: Extreme economic and geopolitical 
uncertainty, accelerating inflation, and 

aggressive global central bank policy tightening 
drove the sell-off in both high quality and 
economically sensitive areas of the market, 
leaving few places to hide. Going into 2022, 
inflation was elevated amid lingering COVID 
supply chain bottlenecks. Additionally, the 
breakout of war spiked commodity prices, 
intensifying inflation and uncertainty over 
whether central banks can bring inflation down 
without causing a deep recession.
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SUMMARY

• We believe fixed income markets offer better value than they have in years. Real yields 
are the highest since 2008 and spreads are robust, which could be conducive to both 
attractive income generation and potential capital gains.

• We are focused on high quality, highly liquid securities, which we believe should provide 
resilience in a recession, while allowing us to take advantage of the mispricings we 
expect to see across markets in the coming months. 

• Agency mortgage-backed securities’ (MBS) spreads are at attractive levels, which most 
recently were obtained during the 2020 COVID-19 crisis and during the global financial 
crisis (GFC). We like the higher-coupon issues, but are more cautious on lower coupons, 
which in the past were supported by U.S. Federal Reserve (Fed) purchases, but may be 
more exposed as the Fed pares back its balance sheet.

• Overall, we favor high quality securitized products over generic corporate credit assets 
because they offer ample collateral and robust spreads in our view – though we do see 
some attractive corporate credit areas that we believe have economic resilience.

• We have increased our interest rate exposure amid higher global market rates and the 
potential for a mild recession.

Joshua Anderson
Portfolio Manager,  
Income and Asset- 
Backed Securities

Esteban Burbano
Fixed Income Strategist

Bond markets are offering the highest yields, spreads, and total return 
potential in years. Here, Dan Ivascyn, Alfred Murata, and Josh Anderson, 
who manage PIMCO Income Strategy, talk with Esteban Burbano, fixed 
income strategist. They discuss how the portfolio is currently positioned to 
benefit from the favorable environment, as well as from market volatility and 
a possible mild recession.
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Q: HOW ARE YOU VIEWING THE LANDSCAPE FOR 
FIXED INCOME INVESTING OVER THE NEXT SIX  
TO 12 MONTHS? 

Ivascyn: Despite potential for a mild U.S. recession this year, we 
believe fixed income markets can offer better value than they 
have in the last few decades. Yields are dramatically higher 
than the near-zero levels of a year ago, and inflation appears 
to be moderating. Short-term U.S. Treasuries are offering 
yields above 4% and on high-quality assets, we can potentially 
provide yields in the 6% to 7% area. Even on an inflation-
adjusted basis, real yields have reached levels not seen since 
the global financial crisis (GFC) in 2007–2008. 

We think this is an attractive risk/reward proposition, and 
that this may be the time for those sitting on the sidelines to 
consider getting back in.

We do expect uncertainty around economic growth, inflation, 
and geopolitical tensions to remain elevated, fueling ongoing 
market volatility and decoupling the synchronized global 
growth we’ve seen over the past several years. Yet this volatility 
should provide fertile ground for active managers with a broad, 
flexible opportunity set. 

Q: U.S. INFLATION WAS PERSISTENTLY STICKY 
AT THE END OF LAST YEAR, WITH HEADLINE 
HOVERING AROUND 6.5% TO 7%. HOW ARE  
YOU THINKING ABOUT INFLATION RISK  
MOVING FORWARD?

Murata: We believe inflation will continue to moderate as the 
effects of central bank tightening take hold, but will remain 
above the Fed target longer than markets expect. The drivers 
of inflation in 2022 should, we think, fade this year. Supply 
bottlenecks have eased, commodity prices have fallen, 
industrial orders have waned, and consumers have depleted 
elevated savings. As a result, we anticipate core inflation 
(excluding food and energy) will end 2023 at around 3.5%. Still, 
we think some key categories will remain “sticky,” including 
wage, shelter, and rent inflation, and therefore it will take longer 
for inflation to approach the Fed’s 2% target. 

Yet, the market is pricing in a far more rapid drop in inflation – to 
slightly above 2% by summer. To hedge against what we believe 
may be higher-than-expected inflation, we hold U.S. Treasury 
Inflation-Protected Securities (TIPS), which can benefit if actual 
inflation exceeds what the market is pricing in today. 

Q: THE MARKET IS PRICING IN ADDITIONAL FED 
RATE HIKES IN THE FIRST HALF OF THE YEAR. 

WHAT ARE PIMCO’S VIEWS ON THE PATH FOR 
POLICY RATES VERSUS WHAT MARKETS ARE 
PRICING IN?

Anderson: Currently, the market expects the fed funds rate 
to rise from 4.25%–4.5% today to 4.9%–5% at midyear, then 
decline to about 4.25% about one year forward. In general, 
that’s consistent with PIMCO’s view, given our expectations for 
moderating inflation, creating a favorable environment for fixed 
income investing.

Q: WHAT INVESTING THEMES ARE YOU FOCUSING 
ON? AND HOW ARE YOU THINKING ABOUT MACRO 
RISKS IN BOND PORTFOLIOS?

Ivascyn: Although our macro outlook calls for moderating 
inflation and a mild recession, there are significant tail risks 
to this outlook presented by geopolitical and economic 
uncertainty. We’re investing with a wide range of tail scenarios 
in mind, while maintaining liquidity to allocate to opportunities 
as they become available. 

Specifically, we are emphasizing liquidity and quality in the 
Income portfolio. We believe higher-quality, more liquid 
segments of the market have very attractive yield levels and 
should be resilient should the economy fall into a worse-than-
expected recession. And we plan to use that liquidity to take 
advantage of the valuation overshoots we expect to see across 
markets over the next several months. 

Q: WITH GLOBAL RATES HIGHER, HOW ARE YOU 
POSITIONING INTEREST RATE RISK IN THE 
INCOME PORTFOLIO?

Anderson: We’ve taken our interest rate exposure higher against a 
backdrop of higher interest rates and a potentially mild recession 
upcoming. We’re running a little less than four years duration 
(interest sensitivity) across the Income Strategy, with the bulk 
of that in the U.S. We continue to hold an underweight position 
in Japanese duration (interest-sensitive securities), which has 
benefited in the last few months as the Bank of Japan let longer-
term yields fluctuate more than in the past.

Q: THE INCOME STRATEGY ADDED HIGHER-
COUPON U.S. AGENCY MORTGAGE-BACKED 
SECURITIES (MBS) THROUGHOUT THE YEAR, TO 
ADD HIGH QUALITY EXPOSURE TO THE PORTFOLIO. 
WHAT IS THE OUTLOOK FOR THIS SECTOR, AND 
FOR THE BROADER REAL ESTATE MARKET?

Murata: We find segments of the agency MBS market very 
attractive. The asset class is historically liquid and offers an 
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implicit government guarantee, which should provide resilience 
across a range of economic scenarios. Spreads have widened 
to levels usually seen during crises, such as in the COVID 
lockdowns of 2020 or the GFC fallout in 2008-2009. We like 
the higher-coupons, but are more cautious on lower-coupons, 
which in the past were well supported by Fed purchases, but 
may be more exposed as the Fed pares its balance sheet.  

The recent sharp rise in mortgage rates comes on the heels of 
a steep run-up in housing prices and has made housing far less 
affordable than in 2020 and 2021. While we think U.S. housing 
prices are likely to weaken further (after peaking in mid-2022), 
tighter post-GFC lending standards and a lack of housing supply 
should temper price declines to levels far less severe than in 
2008. Additionally, within the Income Strategy we emphasize 
senior secured legacy mortgages that we believe are more 
insulated from the possibility for moderating home prices, due 
to a cushion of home equity which has been building up over 
the past decade, with many loans now having a mark-to-market 
loan-to-value ratio below 50%.   

Q: WHAT ARE YOUR VIEWS ON THE NON-AGENCY 
MBS SECTOR?

Anderson: We think high quality structured credit offers very 
attractive valuations. Spreads have widened about 50 to 75 
basis points over last year, with security yields approaching 
levels last seen around the GFC. In non-agency MBS, we like 
both the legacy mortgages – which have built up significant 
equity from years of price appreciation – and the new issue 
AAA securities that are coming in with spreads around 200 
basis points. 

The sector’s limited supply is also favorable for investors. The 
sector’s limited supply is also favorable for investors. New 
issuance dwindled last year and we expect high underlying 
loan rates (ie. 6%–7%) to curtail new supply this year.  If banks 
or other asset managers were to come into the market taking 
large positions, we think this sector could see very significant  
price appreciation.

Q: CORPORATE CREDIT OFFERS HIGH 
STARTING YIELDS, YET SOME SEGMENTS MAY 
BE VULNERABLE IN A RECESSION. HOW ARE 
WE BALANCING GENERATING YIELD WITH A 
POTENTIAL DOWNTURN?

Murata: We remain cautious on corporate credit overall, but 
see attractive opportunities that we believe will be resilient 
even in a recession. The healthcare and telecom sectors 
are two sectors we favor, with spreads that have widened 

significantly since the end of 2021. 

Senior financials remain a core focus, particularly banks. We 
think fundamental credit quality is strong. Amid post-GFC 
regulations, banks raised their tier 1 capital ratios to 13%–14%, 
from just 3%–4% in 2007, and focused on more stable, fee-
based business lines, such as wealth management. Spreads 
have doubled over the last year to about 200–300 basis points 
– more than we think fundamentals suggest they should – 
providing attractive potential return.

We also hold certain corporate credit indices that help us to 
increase spread, improve liquidity, and bolster resilience in the 
portfolio. For example, the high yield CDX (credit default swap) 
index offers better liquidity than cash bonds and currently 
trades at spreads of about 50 basis points over cash bonds, 
which we find significant since the index generally trades 
at tighter spreads. In the event of a worse-than-expected 
economic downturn, we would expect the index to outperform 
cash bonds, which would face selling pressure from high yield 
funds meeting shareholder redemptions.

Q: HOW IS THE INCOME PORTFOLIO POSITIONED 
IN EMERGING MARKETS?

Ivascyn: We continue to hold exposure to emerging markets 
as a source of prudent diversification, though we’ve trimmed 
our position over the last year. We are focused on high quality, 
liquid, less economically sensitive areas of emerging markets. 
That means primarily sovereign and quasi-sovereign exposure. 
We also have targeted exposure to non-U.S.-dollar currencies, 
particularly some of the commodity exporting nations 
that have performed quite well in this higher inflationary 
environment. A soft economic landing could be a catalyst for 
some of these non-dollar investments to begin to outperform. 

Q: WHAT SHOULD INVESTORS EXPECT HEADING 
INTO 2023?

Ivascyn: Going into the year, bond markets are offering better 
opportunities than we’ve seen in years, even as volatility 
and uncertainty remain. Yields are the highest in decades. 
Spreads have widened to very attractive levels. And although 
it’s difficult to time the opportunity precisely, bond markets are 
currently offering attractive income along with the prospects 
for price appreciation. In this environment, the Income 
Strategy’s flexibility gives us the potential to seek better 
returns than we have in many years, while mitigating downside 
risk. This may be the time for those sitting on the sidelines to 
consider getting back in.
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Past performance is not a guarantee or a reliable indicator of future results. 
Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity risk. The value of most bonds and bond strategies 
are impacted by changes in interest rates. Bonds and bond strategies with longer durations tend to be more sensitive and volatile than those with shorter durations; bond 
prices generally fall as interest rates rise, and low interest rate environments increase this risk. Reductions in bond counterparty capacity may contribute to decreased 
market liquidity and increased price volatility. Bond investments may be worth more or less than the original cost when redeemed. Inflation-linked bonds (ILBs) issued 
by a government are fixed income securities whose principal value is periodically adjusted according to the rate of inflation; ILBs decline in value when real interest 
rates rise. Treasury Inflation-Protected Securities (TIPS) are ILBs issued by the U.S. government. Investing in foreign denominated and/or domiciled securities 
may involve heightened risk due to currency fluctuations, and economic and political risks, which may be enhanced in emerging markets. Currency rates may fluctuate 
significantly over short periods of time and may reduce the returns of a portfolio. Mortgage and asset-backed securities may be sensitive to changes in interest rates, 
subject to early repayment risk, and their value may fluctuate in response to the market’s perception of issuer creditworthiness; while generally supported by some form 
of government or private guarantee there is no assurance that private guarantors will meet their obligations. High-yield, lower-rated, securities involve greater risk 
than higher-rated securities; portfolios that invest in them may be subject to greater levels of credit and liquidity risk than portfolios that do not. Equities may decline in 
value due to both real and perceived general market, economic, and industry conditions. Derivatives may involve certain costs and risks such as liquidity, interest rate, 
market, credit, management and the risk that a position could not be closed when most advantageous. Investing in derivatives could lose more than the amount invested. 
Diversification does not ensure against loss.
The credit quality of a particular security or group of securities does not ensure the stability or safety of an overall portfolio. The quality ratings of individual issues/
issuers are provided to indicate the credit-worthiness of such issues/issuer and generally range from AAA, Aaa, or AAA (highest) to D, C, or D (lowest) for S&P, Moody’s, 
and Fitch respectively.
Statements concerning financial market trends or portfolio strategies are based on current market conditions, which will fluctuate. There is no guarantee that these 
investment strategies will work under all market conditions or are suitable for all investors and each investor should evaluate their ability to invest long-term, especially 
during periods of downturn in the market. Investors should consult their investment professional prior to making an investment decision.
This material contains the current opinions of the manager and such opinions are subject to change without notice. This material has been distributed for informational 
purposes only and should not be considered as investment advice or a recommendation of any particular security, strategy or investment product. Information contained 
herein has been obtained from sources believed to be reliable, but not guaranteed.
PIMCO as a general matter provides services to qualified institutions, financial intermediaries and institutional investors. Individual investors should contact their own 
financial professional to determine the most appropriate investment options for their financial situation. This is not an offer to any person in any jurisdiction where 
unlawful or unauthorized. | Pacific Investment Management Company LLC, 650 Newport Center Drive, Newport Beach, CA 92660 is regulated by the United States 
Securities and Exchange Commission. | PIMCO Europe Ltd (Company No. 2604517, 11 Baker Street, London W1U 3AH, United Kingdom) is authorised and regulated by 
the Financial Conduct Authority (FCA) (12 Endeavour Square, London E20 1JN) in the UK. The services provided by PIMCO Europe Ltd are not available to retail investors, 
who should not rely on this communication but contact their financial adviser. |  PIMCO Europe GmbH (Company No. 192083, Seidlstr. 24-24a, 80335 Munich, 
Germany), PIMCO Europe GmbH Italian Branch (Company No. 10005170963, Corso Vittorio Emanuele II, 37/Piano 5, 20122 Milano, Italy), PIMCO Europe GmbH 
Irish Branch (Company No. 909462, 57B Harcourt Street Dublin D02 F721, Ireland), PIMCO Europe GmbH UK Branch (Company No. FC037712, 11 Baker Street, 
London W1U 3AH, UK), PIMCO Europe GmbH Spanish Branch (N.I.F. W2765338E, Paseo de la Castellana 43, Oficina 05-111, 28046 Madrid, Spain) and PIMCO 
Europe GmbH French Branch (Company No. 918745621 R.C.S. Paris, 50–52 Boulevard Haussmann, 75009 Paris, France) are authorised and regulated by the German 
Federal Financial Supervisory Authority (BaFin) (Marie- Curie-Str. 24-28, 60439 Frankfurt am Main) in Germany in accordance with Section 15 of the German Securities 
Institutions Act (WpIG). The Italian Branch, Irish Branch, UK Branch, Spanish Branch and French Branch are additionally supervised by: (1) Italian Branch: the Commissione 
Nazionale per le Società e la Borsa (CONSOB) (Giovanni Battista Martini, 3 - 00198 Rome) in accordance with Article 27 of the Italian Consolidated Financial Act; (2) 
Irish Branch: the Central Bank of Ireland (New Wapping Street, North Wall Quay, Dublin 1 D01 F7X3) in accordance with Regulation 43 of the European Union (Markets in 
Financial Instruments) Regulations 2017, as amended; (3) UK Branch: the Financial Conduct Authority (FCA) (12 Endeavour Square, London E20 1JN); (4) Spanish Branch: 
the Comisión Nacional del Mercado de Valores (CNMV) (Edison, 4, 28006 Madrid) in accordance with obligations stipulated in articles 168 and  203  to 224, as well as 
obligations contained in Tile V, Section I of the Law on the Securities Market (LSM) and in articles 111, 114 and 117 of Royal Decree 217/2008, respectively and (5) French 
Branch: ACPR/Banque de France (4 Place de Budapest, CS 92459, 75436 Paris Cedex 09) in accordance with Art. 35 of Directive 2014/65/EU on markets in financial 
instruments and under the surveillance of ACPR and AMF. The services provided by PIMCO Europe GmbH are available only to professional clients as defined in Section 
67 para. 2 German Securities Trading Act (WpHG). They are not available to individual investors, who should not rely on this communication. | PIMCO (Schweiz) GmbH 
(registered in Switzerland, Company No. CH-020.4.038.582-2, Brandschenkestrasse 41 Zurich 8002, Switzerland). The services provided by PIMCO (Schweiz) GmbH 
are not available to retail investors, who should not rely on this communication but contact their financial adviser. | PIMCO Asia Pte Ltd (Registration No. 199804652K) 
is regulated by the Monetary Authority of Singapore as a holder of a capital markets services licence and an exempt financial adviser. The asset management services 
and investment products are not available to persons where provision of such services and products is unauthorised. | PIMCO Asia Limited is licensed by the Securities 
and Futures Commission for Types 1, 4 and 9 regulated activities under the Securities and Futures Ordinance. PIMCO Asia Limited is registered as a cross-border 
discretionary investment manager with the Financial Supervisory Commission of Korea (Registration No. 08-02-307). The asset management services and investment 
products are not available to persons where provision of such services and products is unauthorised. | PIMCO Investment Management (Shanghai) Limited Unit 
3638-39, Phase II Shanghai IFC, 8 Century Avenue, Pilot Free Trade Zone, Shanghai, 200120, China (Unified social credit code: 91310115MA1K41MU72) is registered 
with Asset Management Association of China as Private Fund Manager (Registration No. P1071502, Type: Other) | PIMCO Australia Pty Ltd ABN 54 084 280 508, AFSL 
246862. This publication has been prepared without taking into account the objectives, financial situation or needs of investors. Before making an investment decision, 
investors should obtain professional advice and consider whether the information contained herein is appropriate having regard to their objectives, financial situation and 
needs. | PIMCO Japan Ltd, Financial Instruments Business Registration Number is Director of Kanto Local Finance Bureau (Financial Instruments Firm) No. 382. PIMCO 
Japan Ltd is a member of Japan Investment Advisers Association, The Investment Trusts Association, Japan and Type II Financial Instruments Firms Association. All 
investments contain risk. There is no guarantee that the principal amount of the investment will be preserved, or that a certain return will be realized; the investment could 
suffer a loss. All profits and losses incur to the investor. The amounts, maximum amounts and calculation methodologies of each type of fee and expense and their total 
amounts will vary depending on the investment strategy, the status of investment performance, period of management and outstanding balance of assets and thus such 
fees and expenses cannot be set forth herein. | PIMCO Taiwan Limited is an independently operated and managed company. The reference number of business license 
of the company approved by the competent authority is (110) Jin Guan Tou Gu Xin Zi No. 020 . The registered address of the company is 40F., No.68, Sec. 5, Zhongxiao 
East Rd., Xinyi District, Taipei City 110, Taiwan (R.O.C.), and the telephone number is +886 2 8729-5500. | PIMCO Canada Corp. (199 Bay Street, Suite 2050, Commerce 
Court Station, P.O. Box 363, Toronto, ON, M5L 1G2) services and products may only be available in certain provinces or territories of Canada and only through dealers 
authorized for that purpose. | PIMCO Latin America Av. Brigadeiro Faria Lima 3477, Torre A, 5° andar São Paulo, Brazil 04538-133. | No part of this material may be 
reproduced in any form, or referred to in any other publication, without express written permission. PIMCO is a trademark of Allianz Asset Management of America L.P. in 
the United States and throughout the world. ©2023, PIMCO.


