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Bonds are back
Bonds are making a comeback. They have become a viable source of income, in our
view, amid higher U.S. interest rates, a slowing but growing U.S. economy and a
pause in the Federal Reserve’s tightening cycle. We also like government bonds as
portfolio shock absorbers as the risk of late-cycle volatility in the equity market grows.
Our key points for fixed income are:

Scott Thiel
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• Themes: A Fed on hold gives comfort to investors looking to move out of cash and
money market funds in search of greater income – via longer-duration bonds and
credit. Negative bond/equity correlations have returned and are likely here to stay,
offering a powerful diversification tool in balancing risk and reward in portfolios.
• Central banks: We expect the Fed to avoid raising rates until the second half, after
it pledged a more patient and data-dependent stance on policy. Is this a pause or
peak of the Fed’s tightening cycle? It depends on economic data in coming
months, in particular inflation readings. We expect the European Central Bank to
stay put on rates this year, and see its forward guidance as a focus for markets.
• Growth and inflation: We see U.S. growth slowing as the economic cycle moves
into the late stage. Ongoing monetary policy support is vital to Europe’s economy,
we believe, while fiscal stimulus provides some cushion. We see China’s economy
regaining its footing in the first half on policy easing, putting a floor under the
synchronized slowdown in emerging market growth. We see inflation below target
in Europe and Japan, while price pressures in the U.S. look contained.
• Risks: We view the probability of a U.S. recession as low for 2019, though the
odds are set to rise materially thereafter, as detailed in our 2019 Global investment
outlook. Other risks include European fragmentation and an intensification of U.S.China trade disputes. Read our analyses on these and other key risks on our
BlackRock geopolitical risk dashboard.

Bond market summary
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YTD total
return

Yield

U.S. government bonds

0.44%

2.61%

Short (1-5 years)

0.27%

2.52%

U.S. investment grade

2.65%

3.91%

U.S. high yield

5.41%

Intermediate (5-10 years)

0.47%

6.74%

2.58%

Bank loans

3.21%

Long (10+ years)

6.84%

0.95%

2.96%

Securitized assets

1.15%

3.31%

U.S. inflation protected

1.25%

2.82%

Euro investment grade

0.96%

0.69%

Agency mortgages

0.68%

3.34%

Euro high yield

2.93%

4.82%

U.S. municipal bonds

1.05%

2.55%

Emerging markets

4.55%

6.27%

Global rates ex-U.S.

0.29%

0.85%

Asia fixed income

2.44%

4.78%

Rates

Credit

Past performance is not a reliable indicator of current or future results. It is not possible to invest directly in
an index. Source: Bloomberg, as of Feb. 15, 2019. Notes: Performance and yields are represented by the S&P
Leveraged Loan Index (bank loans); J.P. Morgan EMBI Global Diversified Index (EM hard-currency debt), J.P. Morgan
Asia Credit Index (Asia fixed income), and the respective Bloomberg Barclays indexes for the remaining sectors.
Yields are yields to worst, except U.S. bank loans (yield to maturity) and emerging markets (blended yield).
Performance is measured in total returns and in U.S. dollars, except for the euro credit categories (euros). Indexes
used are not intended to be indicative of any fund or strategy’s performance.
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Fixed income views
Our views are from a U.S. dollar perspective over a three-month horizon. Views and comments are from a fixed income-only
perspective, and may differ from whole-portfolio tactical views on fixed income in our Global weekly commentary. For example, we
overweight U.S. credit and emerging market debt from a fixed income perspective because of their income potential. Yet we are
neutral on these asset classes in a multi-asset context, where we prefer to take economic risk in equities.
Rates

View

Notes

▲

We see modestly soft economic news, positive fixed income flows and a first-half pause in Fed rate
hikes as supportive. The impact of Fed balance sheet reduction should be muted. The front end has the
most appealing risk-adjusted income, but we favor going out on the curve on any material backup in
yields. A negative correlation with risk assets makes Treasuries attractive portfolio diversifiers.

U.S. inflation protected

▲

The Fed has confirmed its intent to be patient with its next rate move and may let inflation temporarily
breach its 2% target. Along with a slowing but growing economy, we believe this makes inflationprotected securities an attractive alternative to nominal bonds.

U.S. agency mortgages

▼

Current coupon mortgages look fully valued after strong performance in risk-adjusted terms. We see
light overseas demand for the asset class in the short run, supporting our underweight.

U.S. municipal bonds

—

We prefer long-intermediate maturities for their attractive carry amid a steeper yield curve. We see
supply-demand dynamics supporting the asset class in the near term as we expect new issuance to lag
the total amount of debt that is called, refunded or matures.

Global rates ex-U.S.

▼

We steer away from most euro peripheral debt amid rising political risks, slowing economic momentum
and fewer policy levers to counter any downturn. We see a no-deal Brexit as unlikely, but expect a
bumpy road. We favor the British pound and underweight UK gilts in the medium term as a result.

U.S. government bonds

Credit and other

View

Notes

U.S. investment grade

▲

Solid fundamentals are supportive, but late-cycle economic concerns pose a risk to valuations. We
favor BBB-rated bonds and emphasize credit selection.

U.S. high yield

▲

We see generally healthy fundamentals, supportive supply-demand and reasonable valuations, and
prefer bonds over loans. We like the asset class for its income potential.

U.S. bank loans

▼

Ample supply and reduced demand for floating-rate products dampen the outlook for bank loans. We
see opportunities to separate the wheat from the chaff after a surge in issuance in the past few years.

U.S. securitized assets

▲

We like securitized assets for their income potential and stability. Credit selection is key, however,
because of the diversity between and within the asset class’ subsectors.

Euro investment grade

—

We are overall cautious on euro investment grade credit — but see attractive relative value and income
potential in the BBB segment. Yields appear low on first glance but compare favorably when hedged
back to the U.S. dollar, mainly because of interest rate differentials between the eurozone and U.S.

Euro high yield

—

We are neutral on European high yield but note significantly wider credit spreads versus equivalent U.S.
peers. We like the relatively high yields for their income potential.

Emerging market debt

▲

Valuations are attractive despite the recent rally, and limited issuance in recent months is supportive. A
pause in U.S. monetary policy tightening and U.S. dollar strength remove a key drag on performance.
Clear risks include deteriorating U.S.-China relations and slower global growth.

Asia fixed income

▲

Easing U.S.-China trade tensions would increase the appeal of the Chinese yuan. A focus on quality is
prudent in credit. We favor investment grade in India, China and parts of the Middle East, and high yield
in Indonesia and in Chinese real estate.

▲ Overweight

— Neutral

▼ Underweight
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BlackRock Investment Institute
The BlackRock Investment Institute (BII) provides connectivity between BlackRock’s portfolio managers, originates
research on markets, economics, portfolio construction and cross-asset themes such as geopolitics; develops investment
views on behalf of BlackRock; and publishes insights. Our goals are to help our portfolio managers become even better
investors and to produce thought-provoking investment content for clients and policymakers.

General Disclosure: This material is not intended to be relied upon as a forecast, research or investment advice, and is not a
recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of
February 2019 and may change. The information and opinions are derived from proprietary and nonproprietary sources deemed by
BlackRock to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. As such, no warranty of accuracy or
reliability is given and no responsibility arising in any other way for errors and omissions (including responsibility to any person by reason
of negligence) is accepted by BlackRock, its officers, employees or agents. This material may contain ‘forward looking’ information that is
not purely historical in nature. Such information may include, among other things, projections and forecasts. There is no guarantee that
any forecasts made will come to pass. Reliance upon information in this material is at the sole discretion of the reader.
In the U.S., this material is intended for public distribution. In Canada, this material is intended for permitted clients only. In the EU issued
by BlackRock Investment Management (UK) Limited (authorised and regulated by the Financial Conduct Authority (FCA)). Registered
office: 12 Throgmorton Avenue, London, EC2N 2DL. Registered in England No. 2020394. Tel: 020 7743 3000. For your protection,
telephone calls are usually recorded. BlackRock is a trading name of BlackRock Investment Management (UK) Limited. This material is
for distribution to Professional Clients (as defined by the FCA of MiFID Rules) and Qualified Investors and should not be relied upon by
any other persons. For qualified investors in Switzerland, this material shall be exclusively made available to, and directed at, qualified
investors as defined in the Swiss Collective Investment Schemes Act of 23 June 2006, as amended. In South Africa, please be advised
that BlackRock Investment Management (UK) Limited is an authorised Financial Services provider with the South African Financial
Services Board, FSP No. 43288. In DIFC: This information can be distributed in and from the Dubai International Financial Centre (DIFC)
by BlackRock Advisors (UK) Limited — Dubai Branch which is regulated by the Dubai Financial Services Authority (DFSA) and is only
directed at ‘Professional Clients’ and no other person should rely upon the information contained within it. Neither the DFSA or any other
authority or regulator located in the GCC or MENA region has approved this information. This information and associated materials have
been provided for your exclusive use. This document is not intended for distribution to, or use by, any person or entity in any jurisdiction or
country where such distribution would be unlawful under the securities laws of such. Any distribution, by whatever means, of this
document and related material to persons other than those referred to above is strictly prohibited. For investors in Israel: BlackRock
Investment Management (UK) Limited is not licensed under Israel's Regulation of Investment Advice, Investment Marketing and Portfolio
Management Law, 5755-1995 (the “Advice Law”), nor does it carry insurance thereunder. In Singapore, this is issued by BlackRock
(Singapore) Limited (Co. registration no. 200010143N). In Hong Kong, this material is issued by BlackRock Asset Management North
Asia Limited and has not been reviewed by the Securities and Futures Commission of Hong Kong. In South Korea, this material is for
distribution to the Qualified Professional Investors (as defined in the Financial Investment Services and Capital Market Act and its subregulations). In Taiwan, independently operated by BlackRock Investment Management (Taiwan) Limited. Address: 28F., No. 100,
Songren Rd., Xinyi Dist., Taipei City 110, Taiwan. Tel: (02)23261600. In Japan, this is issued by BlackRock Japan. Co., Ltd. (Financial
Instruments Business Operator: The Kanto Regional Financial Bureau. License No375, Association Memberships: Japan Investment
Advisers Association, the Investment Trusts Association, Japan, Japan Securities Dealers Association, Type II Financial Instruments
Firms Association.) For Professional Investors only (Professional Investor is defined in Financial Instruments and Exchange Act). In
Australia, issued by BlackRock Investment Management (Australia) Limited ABN 13 006 165 975 AFSL 230 523 (BIMAL). The material
provides general information only and does not take into account your individual objectives, financial situation, needs or circumstances. In
China, this material may not be distributed to individuals resident in the People's Republic of China ("PRC", for such purposes, excluding
Hong Kong, Macau and Taiwan) or entities registered in the PRC unless such parties have received all the required PRC government
approvals to participate in any investment or receive any investment advisory or investment management services. For Other APAC
Countries, this material is issued for Institutional Investors only (or professional/sophisticated/qualified investors, as such term may apply
in local jurisdictions) and does not constitute investment advice or an offer or solicitation to purchase or sell in any securities, BlackRock
funds or any investment strategy nor shall any securities be offered or sold to any person in any jurisdiction in which an offer, solicitation,
purchase or sale would be unlawful under the securities laws of such jurisdiction. In Latin America, for institutional investors and financial
intermediaries only (not for public distribution). This material is for educational purposes only and does not constitute investment advice or
an offer or solicitation to sell or a solicitation of an offer to buy any shares of any fund or security. If any funds are mentioned or inferred in
this material, such funds may not be registered with the securities regulators of any Latin American country and thus, may not be publicly
offered in any such countries. The provision of investment management and investment advisory services is a regulated activity in Mexico
thus is subject to strict rules. No securities regulator within Latin America has confirmed the accuracy of any information contained herein.
The information provided here is neither tax nor legal advice. Investors should speak to their tax professional for specific information
regarding their tax situation. Investment involves risk including possible loss of principal. International investing involves risks, including
risks related to foreign currency, limited liquidity, less government regulation, and the possibility of substantial volatility due to adverse
political, economic or other developments. These risks are often heightened for investments in emerging/developing markets or smaller
capital markets.
© 2019 BlackRock, Inc. All Rights Reserved. BLACKROCK, is a registered trademark of BlackRock, Inc., or its subsidiaries in the
United States and elsewhere. All other trademarks are those of their respective owners.
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