
MACRO OVERVIEW

MARKET DYNAMICS

Until the Federal Reserve’s annual conference in Jackson Hole, intermediate interest rates were effectively 

unchanged for the quarter. Leading up to Chair Powell’s speech, the market had been pricing in an early ‘23 

Fed pivot and was ultimately caught off guard, thus responding by sending rates sharply higher. Looking 

forward though, we believe evidence of slowing growth is mounting, as leading economic indicators are 

declining. Additionally, yield curve inversion (2’s to 10’s) is as severe as the early ‘80’s, and two major non-US 

central banks have already had to intervene in their respective markets. While a pause or pivot from the 

Federal Reserve is unlikely in ‘22, we do see a reasonable scenario whereby economic and market conditions 

may not support materiality tighter monetary policy in ‘23. 
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DURATION PROFILE

Interest rates rose swiftly over the quarter as the Federal Reserve continued battling persistent price pressures. 

Chair Powell’s commitment to bringing down inflation was evident in his hawkish remarks at the Jackson Hole 

summit where he reiterated the committee would do whatever it takes to tame inflation, even if it results in 

“some pain”. As it stands now, labor markets remain tight with the unemployment rate near historic lows 

(3.5%). The Fed points to this tight labor market as the reason the economy can withstand the pace of the 

current tightening cycle and still achieve a “soft landing”. However, the first three quarters of the year have, at 

the very least, already displayed “some pain”, with negative growth recorded in both Q1 and Q2 GDP, 

consumer confidence at near records lows, and leading economic indicators continuing to weaken.

• Much of the UST curve remains inverted as growth outlooks weaken, while the Fed continues to tighten 

aggressively. We expect this trend to continue with even more pronounced inversions heading into Q4. 

• The market is now pricing another 75bp hike in November and 50bps in December, leaving Fed Funds at 

approximately 4.25%-4.50% by year-end. Looking into 2023, the market sees another 25bp increase early 

in the year and then expects a cut by late ‘23.

• Despite a significant downgrade to their own growth forecasts, the Fed sees unemployment rising only 

modestly over the next 2-3 years. These two estimates seem to contradict each other, and unemployment 

will likely be higher and/or growth even lower than predicted. 



The abrupt shift higher in rates during the second half of the quarter led to weaker absolute returns for the 

strategy. The move was particularly notable in maturities from 1 to 5 years, where yields increased by more the 

100bps. Overall, the strategy’s more conservative maturity positioning has been additive versus the benchmark 

over the year, and Caprin’s consistent credit selection has continued to help provide enhanced income while 

mitigating the higher volatility often associated with lower quality bonds. Attractive yield levels from many 

higher-quality, financially-sound corporate issuers, now exceed 5%. However, we remain patient and deliberate 

as we invest portfolios, given the numerous crosscurrents currently affecting the global economy. 

Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and there can be no

assurance that the future performance of any specific investment, investment strategy, or product made reference to directly or indirectly in this piece, will be

profitable, equal any corresponding indicated historical performance level(s), or be suitable for your portfolio. Due to various factors, including changing market

conditions, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion of information contained

in this piece serves as the receipt of, or as a substitute for, personalized advice from Caprin Asset Management. To the extent that a reader has any questions

regarding the applicability to their situation of any specific issue discussed above, they are encouraged to consult with the professional advisor of their choosing. A

copy of our current written disclosure statement discussing our advisory services and fees is available for review upon request.
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“Attractive yield levels from many higher-quality, 

Financially-sound corporate issuers
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10-YR US TREASURY YIELD (%)
SOURCE: BLOOMBERG

US CREDIT INDEX – SPREAD (%) 
SOURCE: BLOOMBERG
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