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In brief

 ■ Diverging macro policies are creating uncertainty and anxiety in markets

 ■ US downgrade from AAA is likely to impact the dollar more than Treasuries

 ■ Maintaining liquidity and agility are key to investing in opportunities from market 

dislocations

In the current economic landscape, global fixed income markets face significant uncertainty 

and volatility. Investors are contending with fluctuating growth rates, inflationary pressures 

and unpredictable policy decisions. Tariffs and diverging macro policies across regions add 

complexity to the investment environment, necessitating a strategic approach to managing risk 

and identifying opportunities. 

Managing risks and finding opportunities in fixed income markets

Investors are primarily concerned with the implementation of macro policies. The current 

policy environment, especially in the United States (US), is marked by significant uncertainty, 

leading to increased market anxiety. Central banks are downgrading growth expectations and 

are likely to continue gradually cutting rates; however, the US Federal Reserve is expected to lag 

behind other central banks in adjusting its monetary policy. On the fiscal side, the reconciliation 

bill in the US is under significant scrutiny for its future fiscal deficit implications, potentially 

impacting market dynamics, capital flows and the dollar’s strength.

Concerns over US debt levels and potential volatility are shaping the global fixed 

income market. The substantial amount of public debt raises questions about leverage and 

transparency in fixed income markets. Investors are wary of crowded trades which could trigger 

forced selling and rapid unwinds of leverage, creating challenging conditions particularly in 

the illiquid over-the-counter fixed income market. The peak of macroeconomic uncertainty is 

anticipated in late summer, coinciding with the release of hard data and the resolution of debt 

ceiling negotiations.

US downgrade by Moody’s poses a longer-term philosophical question rather than 

a present danger to Treasury investors. The recent downgrade of the US sovereign AAA 

rating by Moody’s has initiated discussions about its implications. This downgrade may not 

significantly alter daily investor activities, particularly as the other two large rating agencies 

downgraded the US a while ago, but it requires adjustments for some institutional clients with 

guidelines on AAA securities. It challenges the conventional view of what constitutes a flight to 

safety or quality as the US Treasury market is traditionally seen as the epitome of safety and raises 

questions about what determines the nature of risk-free assets.
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The US dollar will be under more pressure than Treasuries but be wary of being materially underweight 

given the downward correction to date. The secular path towards de-dollarization may be difficult to 

change, meaning the currency may remain under long-term pressure. Reducing trade deficits in the US 

will also reduce the capital surplus, leading to fewer dollars going out of the US and therefore fewer dollars 

coming back into investments in the US. Despite this, it is too extreme to conclude that the US dollar will 

lose its reserve currency status any time soon as there are few, if any, viable alternatives and a large majority 

of global contracts are denominated in US dollars. Being short the dollar is a crowded trade and there may 

be upside surprises in the face of an economic downturn. 

Tight valuations put a premium on liquidity to make the most of future opportunities. A period of lower 

growth and overall lower inflation is supportive of investment-grade credit, but spreads have generally 

recovered most of the wider moves since the end of Q1, so we’re comfortable with long, albeit defensive, 

exposure in this market. Given the asymmetry of risk-adjusted returns when spreads are so tight, 

maintaining liquidity in portfolios is key to taking advantage of potential future dislocations in the market. 

Positioning is stretched in many areas of the market, and an unwind of crowded trades could lead to some 

disruption due to the more illiquid nature of fixed income markets.

Portfolio positioning

The global fixed income market offers a broad universe for investment. European markets are 

drawing interest due to favorable valuations and continued rate cuts by the European Central Bank. 

Emerging markets present potential opportunities, particularly in regions with favorable rate paradigms. 

Within the US, certain segments like asset-backed securities and short-duration high yield remain 

attractive, with the Fed likely to be slower than other central banks to reduce rates. Capitalizing on these 

opportunities requires a strong bottom-up research approach to identify good credits and managing 

downside risk in a volatile environment. 

Investment grade

While spreads have fallen almost to pre-Liberation Day levels and reduced dispersion, specific 

opportunities are emerging across sectors in both Europe and the US. Utilities are particularly 

attractive due to their relatively cheap valuations despite significant issuance driven by the push for 

decarbonization. The need for substantial capital expenditure in utilities, along with potential growth from 

advancements in artificial intelligence and increased energy demands, are likely to provide interesting 

investment opportunities, especially through the new issue market. Similarly, European banks, especially 

subordinated debt, are gaining interest due to strong stock performance and anticipated European 

economic growth from infrastructure and defense investment plans. They have also lagged somewhat in 

the recent recovery rally. Defensive sectors like capital goods, food and beverage and health care continue 

to offer better visibility and cash flow generation, making them preferable over cyclical sectors such as 

retail and autos.

Emerging market debt

Emerging market hard currency debt has traditionally been viewed as a less risky option compared to local 

currency debt due to its lower volatility and risk profile. However, hard currency spreads have recovered 

the widening and outperformed other credit asset classes such as high yield. Given the weakness in the 

US dollar and the attractiveness of some local rates markets, we are finding interesting risk-adjusted return 

opportunities in this area. Regional diversification within emerging markets is essential for optimizing 

returns and managing risks. For example, Latin America could offer attractive investment potential due to 

upcoming electoral cycles that may result in favorable macro policies. 
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Duration

Globally, there are various opportunities to be long duration, depending on the country and part of the 

curve. In the US, the five-year and ten-year Treasury curves are attractive, while in Australia and Korea, the 

front end of the curve is more appealing. European exposure, particularly in periphery markets like Spain, 

Italy and Greece, provides still-attractive carry, with occasional interest in some supranational issuance, in 

particular the European Union at the long-end of the curve. In the United Kingdom, both the front end and 

long end of the curve are attractive. This diversity in fixed income markets allows investors to capitalize on 

dislocations and opportunities across different curves and regions. 

Conclusion

The global fixed income market is experiencing heightened uncertainty and volatility due to 

macroeconomic factors and policy decisions. This environment presents risks but also opportunities for 

investors who can strategically manage these challenges. A strong research focus and adaptability to 

changing conditions are essential for identifying attractive opportunities and mitigating risks to capital. 

Staying focused, vigilant about potential risks and flexible in investment strategies is crucial for effectively 

navigating the evolving market dynamics. 
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Investments in debt instruments may decline in value as the result of, or perception of, declines in the credit quality of the issuer, borrower, counterparty, or other entity responsible for payment, 
underlying collateral, or changes in economic, political, issuer-specific, or other conditions. Certain types of debt instruments can be more sensitive to these factors and therefore more volatile.

In addition, debt instruments entail interest rate risk (as interest rates rise, prices usually fall). Therefore, the portfolio’s value may decline during rising rates.

The views expressed are those of the author(s) and are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation to 
purchase any security or as a solicitation or investment advice. No forecasts can be guaranteed. Past performance is no guarantee of future results. 

Issued in the United States by MFS Institutional Advisors, Inc., a U.S.-based investment advisor and subsidiary of Massachusetts Financial Services Company (“MFS”). Issued in Canada by 
MFS Investment Management Canada Limited. MFS Institutional Advisors, Inc. provides certain sub-advisory services to all MFS Investment Management Canada Limited portfolios, including 
discretionary investment management for non-Canadian portfolios or components of portfolios. Pursuant to a sub-advisory agreement executed between MFS Institutional Advisors, Inc. and 
MFS Investment Management Canada Limited, MFS provides investment advice pursuant to statutory exemptions or regulatory relief, as applicable. Such advice is being rendered outside of 
Canada and certain members of the team may not be registered in any capacity with any Canadian securities regulatory authority. Note to UK and Switzerland readers: Issued in the UK and 
Switzerland by MFS International (U.K.) Limited (“MIL UK”), a private limited company registered in England and Wales with the company number 03062718, and authorised and regulated 
in the conduct of investment business by the UK Financial Conduct Authority. MIL UK, an indirect subsidiary of MFS® , has its registered office at One Carter Lane, London, EC4V 5ER. Note to 
Europe (ex UK and Switzerland) readers: Issued in Europe by MFS Investment Management (Lux) S.à r.l. (MFS Lux) – authorized under Luxembourg law as a management company for Funds 
domiciled in Luxembourg and which both provide products and investment services to institutional investors and is registered office is at S.a r.l. 4 Rue Albert Borschette, Luxembourg L-1246. 
Tel: 352 2826 12800. This material shall not be circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or 
distributed to persons where such reliance or distribution would be contrary to local regulation. Issued in Hong Kong by MFS International (Hong Kong) Limited (“MIL HK”), a private limited 
company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”). MIL HK is a wholly-owned, indirect subsidiary of Massachusetts Financial Services Company, 
a US based investment adviser and fund sponsor registered with the US Securities and Exchange Commission. MIL HK is approved to engage in dealing in securities and asset management 
regulated activities and may provide certain investment services to “professional investors” as defined in the Securities and Futures Ordinance (“SFO”). Issued in Singapore by MFS International 
Singapore Pte. Ltd., a private limited company registered in Singapore with the company number 201228809M, and further licensed and regulated by the Monetary Authority of Singapore. 
Issued in Japan: MFS Investment Management K.K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust 
Association, Japan and the Japan Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and market 
conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks, including market fluctuation and investors may lose the principal amount 
invested. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before making the investments. For 
professional investors in Australia: MFS International Australia Pty Ltd (“MFS Australia”) (ABN 68 607 579 537) holds an Australian financial services licence number 485343. MFS Australia is 
regulated by the Australian Securities and Investments Commission. For Professional Investors in China – MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 
Century Avenue, Shanghai World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide financial management consulting 
services. This material is directed at investment professionals for general information use only with no consideration given to the specific investment objective, financial situation and particular 
needs of any specific person. Any securities and/or sectors mentioned herein are for illustration purposes and should not be construed as a recommendation for investment. Investment involves 
risk. Past performance is not indicative of future performance. The information contained herein may not be copied, reproduced or redistributed without the express consent of MFS Investment 
Management (“MFS”). While the information is believed to be accurate, it may be subject to change without notice. MFS does not warrant or represent that it is free from errors or omissions or 
that the information is suitable for any particular person’s intended use. Except in so far as any liability under any law cannot be excluded, MFS does not accept liability for any inaccuracy or for 
the investment decisions or any other actions taken by any person on the basis of the material included. MFS does not authorise distribution to retail investors. 

Unless otherwise indicated, logos, product and services names are trademarks of MFS and its affiliates and may be registered in certain countries
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