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US Fixed Income commentary   
Third quarter 2017 

  
  

   

US economic activity during the third quarter remained supportive, 
permitting the Federal Reserve (Fed) to further normalize monetary 
policy.  The second quarter GDP reading rebounded to 3.1% from 1.2% 
in the first quarter.   The labor market also remains “tight” with an 
unemployment rate well below 5%.  Manufacturing surveys and 
confidence indicators are furthermore at or near cycle highs.  The 
lingering challenge for the Fed is that inflationary price pressures have 
yet to surface.  Their dual mandate is to pursue full employment and 
stable prices.  Yet the latest reading for core personal consumption 
expenditures decelerated to 1.3% annually to close September, 
compared to their inflation target of 2.0%.  

At least for this quarter, the Fed achieved the next step in their 
normalization quest by initiating the process to shrink balance sheet 
assets. Under their asset purchase program known as Quantitative 
Easing, the Fed purchased Treasury, agency and agency mortgage 
backed securities to stabilize the market during the financial crisis.  
Nearly ten years later, there is enough economic stability and forward 
guidance from the Fed so that this action was generally well-received by 
fixed income markets.  Long-term Treasury yields remain low and 
somewhat range bound, with the 10-year Treasury note closing the 
quarter at 2.33%. 

Rationale for normalizing monetary policy despite the Fed missing the 
price stability targets mostly leans on the crutch of accommodative 
"financial conditions".  While traditional inflation measurements are low, 
financial asset inflation as measured by stock market returns and 
corporate bond risk premiums are making new highs.  This is occurring 
despite two previous rate increases in March and June.  The Fed further 
relied on their narrative that the balance sheet unwind is not intended be 
used as a policy tool.  Therefore removing this element of the emergency 

policy stance should have little effect on the long run economic outlook or 
the dual mandate, at least in their view. 

The Fed appears committed to policy normalization as the most influential 
members, such as Fed Chair Yellen and NY Fed Governor Dudley, have 
been focusing on financial conditions and forward expectations for 
inflation rather than current inflation.  Hurricanes Harvey and Irma will 
likely provide enough economic noise for the Fed to dismiss inconsistent 
data by the December meeting.  Should the Fed raise rates again, it 
would be the first year since the financial crisis that their interest rate 
projections come to fruition. 

Interestingly and as we think forward, Fed policy changes may be 
overshadowed by politics in the upcoming quarter.  The administration is 
expected to nominate a new Fed chair and possibly pass corporate and 
personal income tax reform.  Both events may be more market 
noteworthy.  Additionally while geopolitical flash points are difficult to 
predict, the trend direction has undeniably been deteriorating and could 
be a source of market volatility. It would not be surprising then if markets 
in the fourth quarter respond to a different cue before returning to clearer 
Fed, economic and (hopefully) geopolitical pictures in 2018. 

As of September 30, 2017. 
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1.1% 2.7%

27.3%

15.6%
17.7%

20.0%

15.6%

Cash and Equivalents Commercial Paper
Domestic Corporate Bonds International Corporate Bonds
Government Agencies Treasury Bonds
Municipal Bonds

Investment Type Allocation Maturity (days) 

Cash and Equivalents 1.1% 1 

Commercial Paper 2.7% 79 

Domestic Corporate Bonds 27.3% 659 

International Corporate Bonds 15.6% 481 

Government Agencies 17.7% 663 

Treasury Bonds 20.0% 582 

Municipal Bonds 15.6% 678 

Total 100.0% 597 

Market environment and strategies 

Asset allocation 

As of September 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 September 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. 

Personnel of certain of our BNY Mellon affiliates may act as: (i) registered representatives of MBSC Securities Corporation (in its capacity as a registered broker-dealer) to offer securities, (ii) officers 
of the Bank of New York Mellon (a New York chartered bank) to offer bank-maintained collective investment funds and (iii) associated persons of MBSC Securities Corporation (in its capacity as a 
registered investment adviser) to offer separately managed accounts managed by BNY Mellon Investment Management firms. 

© 2017 Insight Investment. All rights reserved. 
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