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KEY TAKEAWAYS
• Core fixed income investing may be necessary for a diversified portfolio, but it’s not necessarily simple.
• Replicating the benchmark does not result in peer-leading returns.
• We believe tactical sector allocation through beta adjustments and strong security selection are necessary
ingredients for excess return.
• Our dynamic, active approach has resulted in a strong long-term track record.

Core strategies need to do more than just manage tracking error to a benchmark, typically the Bloomberg
Barclays Aggregate Bond Index. Replicating a benchmark can come with some undesired tradeoffs. As of 30
June 2021, the Bloomberg Barclays Aggregate Bond Index posted bottom-quartile returns in the core fixed
income manager universe for the 1-, 3-, 5- and 10-year periods.i These returns highlight the shortcomings of
an autopilot approach to core fixed income investing. Importantly, many active core strategies can and have
generated attractive relative returns for investors over a market cycle.

A Deceptively Complex Puzzle
The investment universe for core strategies is vast and comprised of US Treasurys, agencies, agency
mortgages, investment grade corporate bonds, CMBS and ABS. The economic and fundamental drivers of these
investment grade sectors are markedly different. Therefore, making impactful, well-timed use of these sectors
can be a challenge, even for the savviest investor. As illustrated in the table on the next page, each sector of the
universe uniquely contributes to a diversified portfolio. Within the Loomis Sayles Core Fixed Income strategy, we
dynamically allocate among these sectors based on top-down views and populate them with our best bottom-up
security ideas.
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SECTOR ATTRIBUTES

• Guaranteed by the US Government
US TREASURYS

• Large, liquid market
• High quality
• Wide range of maturities
• Connected to corporate health and profits

INVESTMENT GRADE
CORPORATE BONDS

• Typically offers yield advantage over
Treasurys
• Diversified across industries
• Varying maturities

• High-quality securities guaranteed by US
agencies (FNMA, FHMC and GNMA)
AGENCY MBS

• Large, liquid market
• Typically offers yield advantage over
Treasurys

• Secured by US commercial real estate
• Corporate-like attributes but more seniority
CMBS

• Offers yield pick-up and collateral support
• Helps improve portfolio diversification
• Limited shareholder-friendly activity

• Linked to US consumer debt
ABS

• Tends to be shorter-duration and
higher-quality
• Liquid market
• Offers spread over Treasurys

OUR VIEWS OF SECTOR
ROLES AND IMPLEMENTATION

• Provide portfolio liquidity
• Manage duration
• Protect portfolio in risk-off environments

• Tend to favor when spreads are attractive
relative to Treasurys
• Compare different issues along the curve to
find the best valuation

• Provides additional yield potential without
significantly increasing credit risk
• Identify securities mispriced by the market
on option-adjusted spreads
• Exploit supply/demand imbalances in the
TBA market
• Invest in agency-backed instruments outside
the Barclays MBS Index

• Identify opportunities from proprietary loan
models and careful analysis of structural
features
• Focus on high-quality CMBS in both conduit
and single-property deals

• Identify specific parts of the capital structure
that offer attractive prices after considering
tranche variability
• Identify ABS issuers with experience
managing risk factors

The table reflects the current opinions of the authors as of 31 March 2021. Views are subject to change at any time without
notice. Other industry analysts and investment personnel may have different views and assumptions.
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Macro sector teams, composed of portfolio managers, traders and macro analysts, furnish top-down
macroeconomic insights, which are important inputs into our portfolio allocation. Market sector teams
leverage the firm’s credit cycle framework, a model that analyzes changing credit conditions over time, to
forecast sector returns, comprehensively assess risks and provide relative value recommendations. Using our
sector team views as a baseline, we develop sector allocations across the core fixed income universe. To size
these allocations, we primarily consider contribution to beta, a measure of risk and return potential.

Why Use Beta?
We believe beta is a more accurate way to measure our relative risk than simply relying on market value.
Relative risk in beta terms may be different than market value weights because beta also incorporates
duration, spread and historical volatility. In simplest terms, a beta greater than zero implies an overweight,
while a beta of less than zero implies an underweight. Higher values also indicate greater relative risk
exposure. For example, the two bonds in the table below are from the same industry, have identical portfolio
market value weights and are represented in the benchmark. However, contribution to beta, both absolute and
relative, differs materially due to unique duration and spread characteristics.
CONTRIBUTION TO BETA EXAMPLE
BOND A

BOND B

BENCHMARK

SPREAD

25 bps

150 bps

50 bps

DURATION

2 years

10 years

4 years

DURATION TIMES SPREAD

50

1,500

200

BETA RELATIVE TO INDEX

0.3

7.5

1.0

MARKET VALUE WEIGHT

Portfolio Position
0.75%

Portfolio Position
0.75%

Benchmark Position
0.50% each

ABSOLUTE
CONTRIBUTION TO BETA

0.19%

5.63%

Bond A: 0.13%
Bond B: 3.75%

RELATIVE MARKET VALUE

+0.25%

+0.25%

RELATIVE
CONTRIBUTION TO BETA

0.06%

1.88%

Source: Loomis Sayles. The information presented above is shown for illustrative purposes only as a sampling of beta model tool
output. These scenarios have inherent limitations and rely on opinions, assumptions and mathematical models that can turn out
to be incomplete or inaccurate. Past performance is no guarantee of future results.

For us, contribution to beta is more than just a historical reflection of risk or volatility. It is a dynamic investment
tool that we use to actively assess prospective relative risk at the security, sector and portfolio level. Our
customized contribution-to-beta models guide us in determining optimal sector weights by considering valuations,
spread levels and different market outcomes.
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Our Active Approach to Sector Allocation
We have dynamically shifted our beta exposures across sectors over time, as the charts below illustrate.
Sector betas are actively managed and change as the relative attractiveness of each market evolves over time.
Our sector allocation process considers fundamental analysis and valuations relative to risk as well as the
macroeconomic landscape. We leverage Loomis Sayles’ deep research capabilities and proprietary tools to
help us frame our understanding of risk and shape our views on valuations. If valuations appear robust and
we believe we can be compensated for taking risk, we typically dial up our portfolio risk. In many cases, we
use corporate bonds to do this as they generally contribute more risk than other asset classes used in the
strategy. If we believe valuations are unattractive or we view the opportunity set as narrow, we typically reduce
portfolio risk and migrate toward higher-quality sectors like agency MBS and Treasurys. These higher-quality
allocations can act as “dry powder” to capitalize on market opportunities or add to portfolio risk. We believe
this valuation-driven approach to sector allocation is a key aspect of our active approach.

COMPOSITE SECTOR CONTRIBUTION TO BETA
INVESTMENT GRADE CORPORATES*
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Source: Loomis Sayles, from 31 December 2010-31 December 2020. Beta characteristics are shown as supplemental information for the most actively managed sectors typically utilized
in this strategy. Beta measures the risk of each sector in the portfolio relative to the risk of that sector in the Bloomberg Barclays US Aggregate Index (recognized as an industry-wide
representative index). A beta above zero means that the portfolio has greater risk in that sector than in the Bloomberg Barclays US Aggregate Index.
Indexes are unmanaged and do not incur fees. It is not possible to invest directly in an index.
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High-Conviction Security Selection
After determining sector allocation, we populate portfolios with our best ideas sourced from deep
fundamental research. In partnership with Loomis Sayles’ credit and securitized research analysts, we
identify what we think are attractive securities and determine appropriate position sizes based on issuer
contribution to beta, relative valuation and liquidity. Importantly, fixed income markets have become less liquid
but more transparent; an evolution that we believe validates our focus on strong credit research as a key
driver of security selection.
As has been widely reported, Wall Street banks’ proprietary trading desk activity has declined due to new
regulations while corporate issuance has continued at a robust clip. As a result, bond markets have become
less liquid with higher levels of outstanding debt. For money managers like Loomis Sayles, this creates
opportunities. We focus on leveraging our deep fundamental credit research to opportunistically identify and
purchase fundamentally strong securities at better valuations, exploiting dislocations from lower liquidity.
At the same time, market information has increased with FINRA’s Trade Reporting and Compliance Engine
(TRACE). We are now able to analyze market data to assess what bonds are trading, how often and at what
levels. Quantitative insight into market dynamics provides valuable information that informs portfolio
construction and implementation.
Furthermore, we have continued to refine the quantitative tools that support our fundamental research. For
example, our corporate relative value (CRV) model analyzes an issuer’s curve to identify mispriced securities.
When augmented by the depth of our credit research, we can initiate positions or swap into more favorably
priced issues. Similarly, we track trends and nuances of prepayment patterns in securitized debt. We have
built data warehouses to monitor prepayment speeds for different types of mortgage pools. Our securitized
analysts also assess the fundamental asset and liability structures backing these bonds. We believe the
depth and breadth of our credit and securitized research, combined with the recent evolution of fixed income
markets, provides us a competitive advantage in security selection.

OUR APPROACH TO AGENCY MBS
Agency MBS is known for market depth and liquidity. Historically, the sector has also offered higher yields versus
Treasurys without significantly increasing credit risk. We look for agency MBS sectors that have a prepayment risk
premium but exhibit lower prepayment patterns. The commercial mortgage-backed segment, for example, typically
has very stringent prepayment penalties that make it onerous and costly for the underlying loans to refinance. Agency
CMBS often offers a higher yield than single-family MBS. Higher return for less risk may seem contradictory, but we
find it prevalent in many sub-sectors of the MBS market.
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Benefits of an Integrated Approach
Some investors fear a core fixed income allocation will relegate them to interest rate risk, macroeconomic
headwinds and lackluster returns. If investors sit statically in an asset allocation, this may be the case. Active
core fixed income investing requires more than assembling a portfolio from disaggregated pieces of the
Bloomberg Barclays Aggregate Bond Index. We believe it requires an integrated approach driven by top-down
sector insights and deep fundamental security research. As evidenced by our strong long-term track record
below, our dynamic investment process of tactical sector allocation and strong security selection has been
successful when measured against the benchmark and the vast majority of our peers.
Historically, our investment process has resulted in consistent risk-adjusted excess returns over the
Bloomberg Barclays Aggregate Bond Index. Looking at the past 10 years of trailing 12-month performance,
the core strategy has consistently outperformed the benchmark or the median manager. As shown in the
charts below, we have also lowered the strategy’s tracking error over time while still offering strong returns
and information ratios.

CORE FIXED
INCOME
COMPOSITE AS
OF 30 JUNE 2021
Trailing Tracking
Error, Returns &
Information Ratio
& Ranking vs. Index

Source: eASE Analytics System; eVestment Alliance is the ranking agency. Universe: eA US Core Fixed Income. Annualized performance
is calculated as the geometric mean of the product’s returns with respect to one year. Returns for multi-year periods are annualized.
Gross returns are net of trading costs. Net returns are gross returns less effective management fees. Median is the middle value for the
observations as of the end of each period shown. Although we believe it is reliable, we cannot guarantee the accuracy of data from a third
party source.

Past performance is no guarantee of future results.
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eVestment Alliance, based on 30 June 2021 data.

About Risk
Investing involves risk, including risk of loss. Portfolios that invest in bonds can lose their
value as interest rates rise, and an investor can lose principal. Investments in mortgage
securities are subject to prepayment risk, which may limit the potential for gain during a
declining interest rate environment and increase the potential for loss in a rising interest rate
environment.

Disclosure
Diversification does not ensure a profit or guarantee against a loss.
Indexes 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.
This paper is provided for informational purposes only and should not be construed as
investment advice. 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 does not represent the actual or expected future performance
of any investment product. We believe the information, including that obtained from outside
sources, to be correct, but we cannot guarantee its accuracy. The information is subject to
change at any time without notice.
This document may contain references to third party copyrights and trademarks, each of which
is the property of its respective owner. Such owner is not affiliated with Loomis, Sayles & Co,
L.P. (“Loomis Sayles”) and does not sponsor, endorse or participate in the provision of any
Loomis Sayles funds or other financial products.
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.
In the E.U. (outside of the UK and France): 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. Italy: Natixis Investment Managers S.A., Succursale
Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered
office: Via San Clemente 1, 20122 Milan, Italy. Germany: Natixis Investment Managers S.A.,
Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office:
Senckenberganlage 21, 60325 Frankfurt am Main. Netherlands: Natixis Investment Managers,
Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ
Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration
number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan
48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en España.
Serrano n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis Investment Managers S.A.,
Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium.

In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/
corporate professional investors 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 Latin America: Provided by Natixis Investment Managers S.A.
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 France: Provided by Natixis Investment Managers International – 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.

In Colombia: Provided by Natixis Investment Managers S.A. 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 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 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 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 institutional investors for informational purposes
only.

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.
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