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The tide is going out on
the great wave of liquidity
that flooded markets in the
aftermath of the pandemic.

press on in late expansion, which may expose
points of stress within the financial system.
Market volatility is typical at this stage of the
cycle, and we expect that to continue in the
face of inflation fears and geopolitical turmoil.
However, we see plenty of potential security-
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specific opportunities in assets backed by solid
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Special Situation: Russia-Ukraine War
We anticipate the war in Ukraine will be drawn out and intensify further
•

We are extremely skeptical about a peaceful resolution to the war in Ukraine in the near term.
Russian rhetoric and advances in the south of Ukraine suggest to us that Russia sees no strategic
incentive to earnestly negotiate before capturing the port cities of Odessa and Mariupol.

•

Our base case assumes a prolonged war that lasts months, if not years, and near-term
intensification.

•

We anticipate sanctions on Russia will lead to a material tax on global growth. Further, we expect
sanctions and “self-sanctions” (i.e., corporates taking it upon themselves to restrict activity beyond
what sanctions have called for) to remain in place indefinitely, even if a quick resolution is reached.

•

We believe the impacts of this war—aside from the catastrophic humanitarian toll—will add
pressure to importers of fuel, food and minerals. We expect significant stress on global supply
chains, which is likely to be inflationary. Exporters of commodities in Latin America, South Africa,
and the GCC are likely to benefit from the current environment.
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Macro Drivers
Markets appear to be in late expansion and inflation is running hot
•

Rising consumer and producer prices, tightening financial conditions, risk asset volatility and rising
interest rates underpin our view that markets are in the late expansion phase of the credit cycle. We
believe the late expansion phase could persist for several quarters on the back of solid employment
metrics and aggregate demand.

•

Market-based inflation expectations have moved higher, but broadly suggest markets believe the
Fed will effectively bring inflation down. We generally agree, but do not expect core PCE1 to reach
2.0% to 2.5% until early 2024.

•

Economic growth expectations have moderated after a V-shaped rebound off the pandemic lows,
which is consistent with our view that the credit cycle is entering a more mature stage.

•

We worry about the inflation issue across developed and emerging economies. Most major central
banks will not be able to ease policy with inflation running this hot, even if the growth outlook
deteriorates.

•

Despite the risks, our credit analysts project key indicators like profit margins, credit outlook and
pricing power will moderate at healthy levels.
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Credit
We anticipate a less-robust, but still favorable, operating environment for corporates
•

The long-duration nature of investment grade corporates can be challenging for total returns in a
rising rate environment. However, we believe the bulk of the rise in long-end US Treasury yields is
likely behind us.

•

We anticipate an uptick from near-zero defaults in the high yield credit sector as markets continue
to digest late-cycle conditions. Widespread credit rating downgrades or negative outlook revisions
do not seem likely.

•

Total return dispersion is likely to increase within emerging market (EM) corporate credit during
2022. We think commodity producers should continue to perform well while higher input costs may
lead to margin erosion within consumer-related industries.

•

An uncertain and high-volatility environment will likely persist within US securitized credit over
the near term. We believe defaults are likely to remain low among corporate-oriented securitized
sectors as many companies have been able to pass higher input costs on to end consumers.

•

Rising interest cost on bank loans shouldn’t threaten balance sheet health at forecasted levels,
which have priced in several Fed rate hikes throughout 2022 and into 2023. Bank loan maturities
have been largely pushed out to 2025 and beyond.
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Government Debt & Policy
The stockpile of negative yielding debt outstanding has plummeted 75% since the start of 20222
•

US inflation is elevated across goods and services while the labor market is healthy. We think the Fed
is likely to deliver 25 basis point hikes at each of the remaining six meetings in 2022. If inflation shows
limited signs of easing, the Fed may increase the magnitude of hikes to 50 basis points.

•

After a sharp spike to start the year, we believe Treasury yields may begin to consolidate over the next
few quarters. A significant amount of monetary tightening has been priced into US and global fixed
income markets.

•

We advocate remaining underweight duration through 2022 and into next year, but caution that
tactically the yield advance has already been quite sizable.

•

The US yield curve is likely to continue flattening as the Fed hikes and the cycle progresses.
Remember, yield curve inversion often precedes a downturn by several months or even years.

•

Yields across developed Europe are likely to remain under upward pressure though European Central
Bank (ECB) expectations are relatively less hawkish than Fed expectations.

•

We think EM government yields are beginning to look attractive after a volatile start to the year. Several
EM central banks have already raised rates to combat inflation.
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Currencies
This is a challenging macro backdrop for non-US-dollar exposure
•

When the Fed initiates a hiking cycle, the broad US dollar indices tend to trade weaker on average
during the following six months.

•

We believe this cycle is different because global growth is decelerating, rather than powering ahead in
line with or ahead of the US as it has in past cycles.

•

Our view is that dollar strength will continue as fixed income markets price more hikes into 2023.

•

Once it becomes clear that Fed expectations have been fully priced into markets, the dollar may begin
to retreat. Global growth could surprise to the upside relative to the US and boost non-US currencies,
but that is not our base case view.

•

We believe emerging market countries that export commodities could see their currencies outperform
non-exporting peers. We have a favorable view of exposure to Latin America, Mexico and South Africa.
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Equities
Corrections in equities can offer opportunity for patient investors
•

Equity market valuations corrected meaningfully to start the year as it became clear that inflation was
more sticky than expected and central banks began to hike rates.

•

Our US earnings outlook remains strong, albeit less robust than in 2021. We think US large caps
represented by the S&P 500® Index are likely to generate 10% earnings growth. Cyclical sectors of
the market like energy, materials and industrials are likely to drive growth, along with technology and
communication services.

•

Small-cap valuations compressed meaningfully in recent quarters and now trade at a discount to
large caps. While not a timing tool or catalyst, we believe small-cap valuations have reached attractive
levels.

•

US corporates have been able to pass higher input costs on to end users and preserve or even improve
profit margins. Some erosion of margins is expected as the cycle progresses, but a breakdown in solid
fundamentals is not on our horizon.

•

The war in Ukraine has disrupted global equity markets. Outside the US, we believe downward
revisions to earnings are likely.
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Potential Risks
Fed tightening may not ease inflation if supply chain bottlenecks persist
•

Hiking interest rates may not be the right prescription to unclog supply chain bottlenecks and goods
shortages. Inflation could remain elevated despite central banks’ efforts.

•

The global growth outlook has been declining, particularly in China and Europe. Severe cuts to growth
forecasts would put those major economies closer to the downturn phase of the cycle.

•

We believe the risk of stagflation—which we characterize as below-trend or negative economic growth,
inflation in excess of central bank targets and a rising unemployment rate—is on the rise.

•

The labor market remains healthy. However, if labor markets start to crack and unemployment creeps
higher, central banks may find themselves in a serious bind, fighting inflation with rate hikes while job
losses pick up and economic activity slows.

•

The growth outlook remains critical to our view because elevated levels of inflation would give central
banks little room to ease policy if a downturn emerges.
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Disclosure
This commentary is provided for informational purposes only and should not be construed as
investment advice. Any opinions or forecasts contained herein reflect the subjective judgments
and assumptions of the authors only and do not necessarily reflect the views of Loomis, Sayles
& Company, L.P. Investment recommendations may be inconsistent with these opinions.
There is no assurance that developments will transpire as forecasted and actual results will be
different. Data and analysis do not represent the actual or expected future performance of any
investment product. Information, including that obtained from outside sources, is believed
to be correct, but Loomis Sayles cannot guarantee its accuracy. This information is subject to
change at any time without notice.
Past performance is no guarantee of future results.
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Investing involves risk including possible loss of principal.
Commodity, interest and derivative trading involves substantial risk of loss.
LS Loomis | Sayles is a trademark of Loomis, Sayles & Company, L.P. registered in the US
Patent and Trademark Office.
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Additional Notes
This material has been provided for information purposes only to investment service providers
or other Professional Clients, Qualified or Institutional Investors and, when required by local
regulation, only at their written request. This material must not be used with Retail Investors.
To obtain a summary of investor rights in the official language of your jurisdiction, please
consult the legal documentation section of the website (im.natixis.com/intl/intl-fund-documents)
In the E.U.: Provided by Natixis Investment Managers International or one of its branch offices
listed below. Natixis Investment Managers International is a portfolio management company
authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF)
under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris
Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre
Mendès France, 75013 Paris. Italy: Natixis Investment Managers International Succursale
Italiana, Registered office: Via San Clemente 1, 20122 Milan, Italy. Netherlands: Natixis
Investment Managers International, Nederlands (Registration number 000050438298).
Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis
Investment Managers International, Nordics Filial (Registration number 516412-8372- Swedish
Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35,
Sweden. Or,
Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis
Investment Managers S.A. is a Luxembourg management company that is authorized by the
Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws
and registered under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2,
rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Germany: Natixis
Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB
88541). Registered office: Senckenberganlage 21, 60325 Frankfurt am Main. Belgium: Natixis
Investment Managers S.A., Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000
Bruxelles, Belgium. Spain: Natixis Investment Managers, Sucursal en España, Serrano n°90,
6th Floor, 28006 Madrid, Spain.
In Switzerland: Provided for information purposes only by Natixis Investment Managers,
Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its representative
office in Zurich, Schweizergasse 6, 8001 Zürich.
In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised
and regulated by the UK Financial Conduct Authority (register no. 190258) - registered office:
Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When
permitted, the distribution of this material is intended to be made to persons as described as
follows: in the United Kingdom: this material is intended to be communicated to and/or
directed at investment professionals and professional investors only; in Ireland: this material is
intended to be communicated to and/or directed at professional investors only; in Guernsey:
this material is intended to be communicated to and/or directed at only financial services
providers which hold a license from the Guernsey Financial Services Commission; in Jersey:
this material is intended to be communicated to and/or directed at professional investors only;
in the Isle of Man: this material is intended to be communicated to and/or directed at only
financial services providers which hold a license from the Isle of Man Financial Services
Authority or insurers authorised under section 8 of the Insurance Act 2008.
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers
Middle East (DIFC Branch) which is regulated by the DFSA. Related financial products or
services are only available to persons who have sufficient financial experience and
understanding to participate in financial markets within the DIFC, and qualify as Professional
Clients or Market Counterparties as defined by the DFSA. No other Person should act upon
this material. Registered office: Unit L10-02, Level 10 ,ICD Brookfield Place, DIFC, PO Box
506752, Dubai, United Arab Emirates
In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: DirectorGeneral of the Kanto Local Financial Bureau (kinsho) No.425. Content of Business: The
Company conducts investment management business, investment advisory and agency
business and Type II Financial Instruments Business as a Financial Instruments Business
Operator.
In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei)
Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory
Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road,
Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel.
+886 2 8789 2788.
In Singapore: Provided by Natixis Investment Managers Singapore Limited (company
registration no. 199801044D) to distributors and qualified investors for information purpose
only.

C2 - Inter nal Natixis

In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional
investors for information purpose only.
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786
289) (AFSL No. 246830) and is intended for the general information of financial advisers and
wholesale clients only .
In New Zealand: This document is intended for the general information of New Zealand
wholesale investors only and does not constitute financial advice. This is not a regulated offer for
the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New
Zealand investors who have certified that they meet the requirements in the FMCA for wholesale
investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service
provider in New Zealand.
In Colombia: Provided by Natixis Investment Managers International Oficina de
Representación (Colombia) to professional clients for informational purposes only as permitted
under Decree 2555 of 2010. Any products, services or investments referred to herein are
rendered exclusively outside of Colombia. This material does not constitute a public offering in
Colombia and is addressed to less than 100 specifically identified investors.
In Latin America: Provided by Natixis Investment Managers International.
In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered
investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San
Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualifies
as a private placement pursuant to section 2 of Uruguayan law 18,627.
In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial
entity, securities intermediary, or an investment manager in terms of the Mexican Securities
Market Law (Ley del Mercado de Valores) and is not registered with the Comisión Nacional
Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or
investments referred to herein that require authorization or license are rendered exclusively
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Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and
therefore the accuracy of this information has not been confirmed by the CNBV. Natixis
Investment Managers is an entity organized under the laws of France and is not authorized by or
registered with the CNBV or any other Mexican authority. Any reference contained herein to
“Investment Managers” is made to Natixis Investment Managers and/or any of its investment
management subsidiaries, which are also not authorized by or registered with the CNBV or any
other Mexican authority.
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only by Natixis Investment Managers International. This communication cannot be distributed
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