
Oftentimes, tighter 
monetary policy 
exposes financial 
excesses and 
pockets of risk 
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In the current late-cycle environment, this may 

be the case. Stricter lending standards and stress 

within the financial sector are not welcomed events. 

However, with regard to inflation, tighter overall 

financial conditions should limit credit availability 

and, in turn, limit consumer and business borrowing 

and spending.  

Central banks appear willing to use the lending 

channel and a hit to economic growth to bring 

inflation back to target levels. Does that mean an 

economic recession is on the horizon in the United 

States? We estimate that there is at least a 50% 

chance of recession within the next six months.
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Macro Drivers
Since the banking sector developments in March, financial sector stress and the potential for 
additional bank failures have drawn investor focus. But in our view, investors should not forget 
about inflation risk.

• The rate of corporate profit growth has been under pressure globally since the initial rebound that kicked 

off this credit cycle. Some slowing was anticipated, but widespread contraction now seems more likely. 

• US large-capitalization corporate profits contracted year over year in the fourth quarter of 2022.1 

We expect another contraction in the first quarter of 2023, which would be considered a “technical”  

profits recession. 

• When corporate profitability begins to falter, the fundamental backdrop for credit can deteriorate quickly, 

especially when leverage is rising. 

• We expect a US corporate profits recession to spark layoff announcements as companies look to  

lower costs. 

• The unemployment rate is typically the last indicator to signal weakness before recession hits.

• Spiking unemployment and contracting profits could catalyze a US recession this year, particularly with 

the financial system already under strain.

• We believe the Fed may pause rate hikes, but will be slow to pivot toward rate cuts while core PCE 

inflation is well above target.

LEADING ECONOMIC 

INDICATORS HAVE 

FALLEN RAPIDLY

The Conference Board’s 

index of 10 leading 

economic indicators 

is approaching levels 

consistent with recession.  

Sources: The Conference 
Board, February 2023 reading 
published 17 March 2023.
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1 Source: US Bureau of Economic Analysis, as of 30 March 2023.

This material is for informational purposes only and should not be construed as investment advice. Information obtained from outside sources is believed to 
be correct, but Loomis Sayles cannot guarantee its accuracy. This material cannot be copied, reproduced or redistributed without authorization.
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BENCHMARK CREDIT 

SPREADS REFLECT 

SOME ECONOMIC 

WEAKNESS AHEAD 

BUT DO NOT APPEAR 

ANYWHERE NEAR 

RECESSIONARY LEVELS

Looking to industries 

we believe most able to 

withstand the coming 

economic slowdown. 

Sources: Bloomberg  
and JP Morgan as of  
29 March 2023.

Corporate Credit 
Credit spreads across several corporate benchmarks have widened to reflect increased risk of a 
downturn, but have yet to reach their 2023 high point.

• Our Credit Analyst Diffusion Indices (CANDIs), an internal survey framework used to poll Loomis 

Sayles’ credit research analysts, indicates some leveling off in the fundamental outlook after signaling 

deterioration for the past few quarters. 

• However, when our analysts look toward the next six months, key corporate health fundamentals including 

pricing power and profitability remain at weak levels for most industries. 

• The weakening operating backdrop assessed by our bottom-up credit research team is consistent with 

our macro strategies team’s top-down view that the US economy is entrenched in late cycle currently and 

could enter a downturn within six months. 

• We see margin pressure in non-commodity and consumer-related sectors including autos, retail, 

consumer products, railroads, metals and mining and restaurants. We expect supply chain issues and 

wage pressures to ease moderately but to persist through the first half of 2023.

• At the end of March, our risk premium framework still suggested high yield and investment grade credit 

could potentially generate positive excess returns in 2023.
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The chart presented above is shown for illustrative purposes only. Some or all of the 
information on this chart may be dated, and, therefore, should not be the basis to purchase or 
sell any securities. The information is not intended to represent any actual portfolio currently 
managed by Loomis Sayles. Indices are unmanaged and do not incur fees. It is not possible to 
invest directly in an index. Past performance is no guarantee of future results.
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CORE INFLATION 
MEASURES ARE 
SHOWING VERY LITTLE 
SIGN OF BACKING OFF

Attention could pivot 
back to excessive 
inflation if banking 
concerns ease.

Source: National Sources, 
February 2023 core  
inflation readings.

Government Debt & Policy 
Swift action by US and European governments may have prevented a more protracted  
financial panic.

• The Fed may pause or even conclude its tightening phase of this cycle in May, but in our view that does  

not signal rate cuts are right around the corner.

• Market pricing seems optimistic that Fed rate cuts are on the 2023 horizon, but we believe the economy 

would have to be in a downturn for those cuts to be realized. 

• We agree that much of the stress within the US financial system would only be exacerbated by  

additional rate hikes. However, the Fed is still fighting a battle against inflation, which is running at 

twice its target rate. 

• The Fed is far from alone. Core inflation in the euro zone and UK is likely to remain an even more 

significant issue for the European Central Bank (ECB) and Bank of England (BoE) compared to the  

Fed’s challenges.

• The long end of developed market yield curves could remain range-bound as market participants 

assess financial sector and recession risks. Expectations for higher policy rates, which drove longer-

term rates higher in 2022, have slowly reversed course. 
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This material is for informational purposes only and should not be construed as investment 
advice. Information obtained from outside sources is believed to be correct, but Loomis Sayles 
cannot guarantee its accuracy. This material cannot be copied, reproduced or redistributed 
without authorization.
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WE EXPECT US 
DOLLAR INDICES  
TO REGAIN THEIR 
FOOTING LATER  
THIS YEAR

The US dollar’s relative 
“safe haven” status 
could be beneficial if 
economic growth dips 
and other markets turn 
risk averse.  

Source: Bloomberg,  
Federal Reserve, data as of  
29 March 2023.

Currencies 
The US dollar typically performs well when there are macroeconomic risks bubbling over abroad.

• There is potential for the ECB and BoE to continue hiking policy rates if the Fed takes a pause because 

inflation has been an even bigger concern for those economies. Secondly, the ECB and BoE are not as far 

along in their tightening cycles as the Fed.

• The US dollar has weakened modestly in recent weeks on that theme, which is likely to continue into 

the second quarter. However, if a downturn begins to take hold in the US late next quarter, we believe 

investors will flock to the dollar seeking a “safe haven” as other markets likely turn away from risk. 

• We believe emerging market local-currency bonds are a place to potentially earn carry over high-grade 

US fixed income issues and present potential for strong currency performance. We think selected markets 

could do well, even if the US dollar rallies.

• Preferred local-currency markets include Mexico, where the central bank was quick to hike policy rates 

this cycle. South Africa is another favored market where there could be structural improvements over the 

long term. 

• In Asia, we currently prefer Indonesia local-currency bonds and believe its central bank has finished 

hiking rates. The Japanese yen also has room to strengthen should investors seek relative safety in 

volatile global markets.    
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This material is for informational purposes only and should not be construed as investment advice. Information obtained from outside sources is believed 
to be correct, but Loomis Sayles cannot guarantee its accuracy. This material cannot be copied, reproduced or redistributed without authorization.
Indices are unmanaged and do not incur fees. It is not possible to invest directly in an index.
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S&P 500 OPERATING 
PROFIT MARGINS 
TRACK NOMINAL  
GDP CLOSELY 

Our house view for 
slower nominal GDP 
growth is likely to usher 
in lower profit margins.

Source: Bloomberg, Loomis 
Sayles US economic forecast  
as of 31 March 2023.

2 Data as of 3 April 2023.

Any opinions or forecasts contained herein reflect the current subjective judgments and assumptions of the Macro Strategies team only, and do not 
necessarily reflect the views of Loomis, Sayles & Company, L.P. This information is subject to change at any time without notice.
Indices are unmanaged and do not incur fees. It is not possible to invest directly in an index.
This material is for informational purposes only and should not be construed as investment advice. Information obtained from outside sources is believed 
to be correct, but Loomis Sayles cannot guarantee its accuracy. This material cannot be copied, reproduced or redistributed without authorization.
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Equities 
We believe tighter financial conditions, less pricing power and declining margins should lead  
S&P 500 consensus earnings estimates around 10% lower from the current $220 level.2  

• Our corporate health frameworks suggest companies are currently in decent shape, but directionally, 

fundamentals are trending lower, which could limit potential total return upside given rich valuations.

• We believe security selection will be critical in this late-cycle environment. Growth equity overall looks set 

to continue outperforming the market backed by companies with strong fundamentals relative to broader 

large-cap indices. 

• Profitability is considered one of the most important fundamental drivers of total return over time. The 

technology sector remains a relative leader with respect to return on equity and profit margins.

• Certain segments of value equity, including industrials, have seen earnings estimates for calendar 

year 2023 climb in recent weeks. We anticipate potential outperformance in sectors and styles where 

fundamentals are improving, or at least showing relative strength. 

• Stark underperformance of financials has become a global phenomenon. However, we anticipate long-term 

challenges within the sector based on stiff competition and less pricing power. 

• It is difficult to see how equity valuations could expand in late cycle. We expect range-bound equity 

benchmarks and focus to be on leading styles, factors and securities.
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ASSET CLASS OUR VIEW
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We are constructive on duration and fixed income overall. Potentially attractive opportunities  
to enter global equities are likely to present themselves if fundamentals near a bottom.  

Potential Risks 
A cautious asset allocation stance with a tilt toward fixed income is warranted in our view given 
macroeconomic headwinds and a corporate profits recession appearing to take hold. 

• Our core view is that the global economy is in a vulnerable position and therefore at risk of entering the 

downturn phase of the credit cycle. Most asset valuations are not presently reflecting levels traditionally 

seen in a downturn. 

• A profits recession is anticipated by some market participants, but not to the degree that we would expect. 

If US large-cap earnings contract by 10% in 2023, it could cause a downward repricing of asset valuations.

• Governments swooped in to fence off financial sector woes, but there could be more to the issue than 

meets the eye. We are watching for further systemic risk within the banking sector, particularly in 

commercial real estate. 

• Ultimately the depth of a downturn will be determined in our view by Fed policy, specifically its reaction to 

incoming inflation data. If core inflation remains well ahead of target, as it is now, we would not expect the 

Fed to immediately cut policy rates. 

• The US economy has absorbed a number of hits, including the housing sector’s decline, spiking auto prices, 

surging interest rates and levels of inflation not seen since the 1980s. With a corporate profits recession 

likely, we will be watching for signs that the rock-solid labor market is finally beginning to crack.

8
APRIL  2023



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.

Indices are unmanaged and do not incur fees. It is not possible to invest directly in an index.

Any investment that has the possibility for profits also has the possibility of losses, 
including the loss of principal.

Diversification does not ensure a profit or guarantee against a loss.

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.

AUTHOR

CRAIG BURELLE 

Global Macro  
Strategist, Credit

MALR030760

@loomissayles

9

ONE FINANCIAL CENTER BOSTON, MA 02111 WWW.LOOMISSAYLES.COM

http://twitter.com/loomissayles
http://www.loomissayles.com


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. Spain: Natixis Investment Managers International S.A., Sucursal en España, Serrano n°90, 6th Floor, 28006 Madrid, Spain. 

Sweden: Natixis Investment Managers International, Nordics Filial (Registration number 516412-8372- Convendum Stockholm City AB, Kungsgatan 9, 111 43 Stockholm Box 2376, 103 18 

Stockholm, 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. I 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.: Director-General 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 (NIM Singapore) having office at 5 Shenton Way, #22-05/06, UIC Building, 

Singapore 068808 (Company Registration No. 199801044D) to distributors and qualified investors for information purpose only. NIM Singapore is regulated by the Monetary Authority of 

Singapore under a Capital Markets Services Licence to conduct fund management activities and is an exempt financial adviser. Mirova Division is part of NIM Singapore and is not a 

separate legal entity. Business Name Registration No. of Mirova: 53431077W.This advertisement or publication has not been reviewed by the Monetary Authority of Singapore. 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 outside of Mexico. While shares of certain ETFs may be listed in the Sistema Internacional de 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.In Brazil: Provided to a specific identified investment 

professional for information purposes only by Natixis Investment Managers International. This communication cannot be distributed other than to the identified addressee. Further, this 

communication should not be construed as a public offer of any securities or any related financial instruments. 

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.The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment 

management and distribution entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the 

jurisdictions in which they are licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each 

investment service provider to ensure that the offering or sale of fund shares or third party investment services to its clients complies with the relevant national law.The provision of this 

material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or an offer to buy or to sell any security, 

or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any investment carefully before investing. 

The analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as of the date indicated. These, as well as 

the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire as may be forecasted in this material. The analyses and 

opinions expressed by external third parties are independent and does not necessarily reflect those of Natixis Investment Managers. Past performance information presented is not 

indicative of future performance. Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not 

guarantee the accuracy, adequacy, or completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part.All amounts shown are 

expressed in USD unless otherwise indicated.

Natixis Investment Managers may decide to terminate its marketing arrangements for this product in accordance with the relevant legislation

Additional Notes


