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US first quarter growth was revised up marginally in June, but still 

remains disappointing at just 1.4%. A number of technical factors affected 

the data, including seasonal adjustments, the impact of warm weather on 

energy spending, as well as base effects from the autos-boom, which had 

set a high hurdle for consumption growth. Business investment remained 

strong and this underpins our expectations for a rebound later this year. 

The Bloomberg average expectation for second quarter GDP is 2.4%, but 

its outcome is likely dependent on a rebuild in inventories from the first 

quarter. 

As expected, the Federal Reserve (Fed) raised the interest rate corridor 

for the federal funds target rate by 25bp at its June meeting, moving 

ahead with its very gradual rate hiking cycle. The lower bound of 1% is 

now just in line with the lowest level of rates reached during the 2000s 

rate-cutting cycle. Based on the Fed’s medium projections, they plan to 

raise rates one more time this year with more aggressive rises penciled in 

thereafter. Market pricing remains far more skeptical and even a move in 

December is only partially factored in.  Further, a plan for the Fed’s 

balance sheet runoff has been outlined which involves a tiered 

adjustment in their securities holdings. Fed balance sheet reduction could 

begin in September should the economy progress as expected. Beyond 

looking at the likely interest rate and balance sheet profiles, we continue 

to watch for President Trump’s appointments to the Fed. 

Despite slower than anticipated economic growth and higher interest 

rates set by the Fed, credit risk-based assets performed well during the 

quarter and also for the first half of the year.  US Investment grade credit 

tightened further to 103bp in option adjusted spread, according to the 

Bloomberg Barclays Indexes.  Excess returns for the year now exceed 

like-maturity Treasury securities by 1.48%.  Intuitively, year-to-date 

excess return for high yield was significantly positive at 3.64%.  Agency 

mortgage-backed investments continued their struggle versus investment 

alternatives as investors demand more risk premium from the Fed 

reinvesting fewer bonds.  Year-to-date excess returns for this Fed-

sensitive asset class trail Treasuries by 20bp.     

Long-term US Treasury yields have performed well year-to-date as short-

term yields have lagged.  For the year, 10-year yields have fallen by 14bp 

to 2.30% while two-year yields have risen by 19bp to 1.38%.  This curve 

flattening is a typical market response to the Fed raising interest rates to 

tighten monetary policy.  It remains to be seen, however, if Fed policy will 

eventually become tight or if the projected path merely becomes normal.  

Other influences affecting long-term Treasuries include the growing 

probability of increased Treasury issuance, economic growth 

expectations and inflationary price pressures. 

However, the positive pricing pressures that started to build in the second 

half of 2016 have reversed in recent months. A downward pressure on 

headline inflation may well persist with oil prices now 20% below their 

2016 levels. Labor market tightness has yet to translate into wage 

pressures and it may be that there are structural reasons behind this 

phenomenon. At some point though, it seems reasonable to assume that 

a shrinking supply of available workers will cause the price of labor to 

rise. For now however, real disposable incomes are improving and 

central banks are confronted with an environment where the removal of 

emergency stimulus can happen in a gradual way. This gradual path may 

ultimately better protect the economy during the normalization of interest 

rates and further extend the current growth cycle. 

US Fixed Income commentary   
Second quarter 2017 

As of June 30, 2017. 

Celente  

Commentary for 

PSG Client Reviews 
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Investment Type Allocation Maturity (days) 

Cash and Equivalents 8.5% 1 

Commercial Paper 1.2% 6 

Domestic Corporate Bonds 27.2% 669 

International Corporate Bonds 18.1% 509 

Government Agencies 19.1% 713 

Treasury Bonds 10.9% 842 

Municipal Bonds 15.0% 465 

Total 100.0% 572 

Market environment and strategies 

Asset allocation 

As of June 30, 2017. Asset allocations are subject to change without notice,  may not represent current or future decisions and should not be construed as investment recommendations. Please 

refer to the important disclosures at the back of this presentation 
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Market environment and strategies 

Maturity distribution Maturity allocation map 

As of June 30, 2017. Maturity allocations are subject to change without notice,  may not represent current or future decisions and should not be construed as investment recommendations. Please 

refer to the important disclosures at the back of this presentation   
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Important disclosures 

Past performance is not a guide to future performance.  The value of investments and any income from them will fluctuate and is not guaranteed (this may partly be due to exchange rate 
changes) and investors may not get back the amount invested.  Transactions in foreign securities may be executed and settled in local markets.  Performance comparisons will be affected by 
changes in interest rates. Investment returns fluctuate due to changes in market conditions. Investment involves risk, including the possible loss of principal. No assurance can be given that the 
performance objectives of a given strategy will be achieved. The information contained herein is being provided in response to your specific request and has been obtained from sources believed to 
be reliable; however, no representation is made regarding its accuracy or completeness. This document should not be duplicated, amended, or forwarded to a third party without consent from 
Insight.  

Investment advisory services in North America are provided through four different investment advisers registered with the Securities and Exchange Commission (SEC), using the brand Insight 
Investment:  Cutwater Asset Management Corp. (CAMC), Cutwater Investor Services Corp. (CISC), Insight North America LLC (INA) and Pareto Investment Management Limited (PIML).  The North 
American investment advisers are associated with other global investment managers that also (individually and collectively) use the corporate brand Insight Investment and may be referred to as 
“Insight” or “Insight Investment”.  

The investment adviser providing these advisory services is Cutwater Investor Services Corp. (CISC), an investment adviser registered with the SEC, under the Investment Advisers Act of 1940, as 
amended, and is also registered with the Commodity Futures Trading Commission (CFTC) as a Commodity Trading Advisor and Commodity Pool Operator. Registration with either the SEC or the 
CFTC does not imply a certain level of skill or training.  You may request, without charge, additional information about Insight. Moreover, specific information relating to Insight’s strategies, including 
investment advisory fees, may be obtained from CISC’s Form ADV Part 2A, which is available without charge upon request. 

Unless otherwise stated, the source of information is Insight. Any forecasts or opinions are Insight’s own at the date of this document (or as otherwise specified) and may change. Material in this 

publication is for general information only and is not advice, investment advice, or the recommendation of any purchase or sale of any security. Insight makes no implied or expressed 

recommendations concerning the manner in which an account should or would be handled, as appropriate investment strategies depend upon specific investment guidelines and objectives and 

should not be construed to be an assurance that any particular security in a strategy will remain in any fund, account, or strategy, or that a previously held security will not be repurchased. It should 

not be assumed that any of the security transactions or holdings referenced herein have been or will prove to be profitable or that future investment decisions will be profitable or will equal or exceed 

the past investment performance of the securities listed.  

Insight does not provide tax or legal advice to its clients and all investors are strongly urged to consult their tax and legal advisors regarding any potential strategy or investment.  

Insight and MBSC Securities Corporation are subsidiaries of BNY Mellon. MBSC is a registered broker and FINRA member.  BNY Mellon is the corporate brand of The Bank of New York Mellon 

Corporation and may also be used as a generic term to reference the Corporation as a whole or its various subsidiaries generally. Products and services may be provided under various brand 

names and in various countries by subsidiaries, affiliates and joint ventures of The Bank of New York Mellon Corporation where authorized and regulated as required within each jurisdiction. Unless 

you are notified to the contrary, the products and services mentioned are not insured by the FDIC (or by any governmental entity) and are not guaranteed by or obligations of The Bank of New York 

Mellon Corporation or any of its affiliates. The Bank of New York Mellon Corporation assumes no responsibility for the accuracy or completeness of the above data and disclaims all expressed or 

implied warranties in connection therewith. 

© 2017 Insight Investment. All rights reserved. 

CISC 

IMPORTANT 

NOTE  

If targeted language is 

used, a footnote must 

be included in the text of 

the relevant slide that 

says:  

*Please refer to the 

targeted returns 

disclosures at the back 

of this presentation. 

IMPORTANT NOTE  

THIS PARAGRAPH HAS 

BEEN MODIFIED FOR 

USE IN BOARD BOOKS 

AND CLIENT REPORTS 

AS PER ROBIN SHULMAN 
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