JUNE 2025

Fixed Income Market Update
The Bloomberg Barclays US. Aggregate Bond
Total Return Index was weak with a loss of
-072% in May. Breadth was steady—six of
the nine fixed income sectors we track had
positive returns during the month. US. Long-
term Treasurys continued to be a drag on the
overall performance of the US. Aggregate,
while US. High Yield Bonds had the strongest
performance, signaling a shift in risk appetite.

This has been one of the most difficult times

to figure out the direction of Treasury yields.
Moody’s US. debt downgrade in mid-May

was the latest action to call attention to the
unsustainable fiscal path of US. finances.
Treasury vields fell after the S&P downgrade but
showed little reaction to the Fitch downgrade.

Fixed Income

Allocation Strategy

When is the federal debt too high? Most
investors focus on yields, but it's an imperfect
measure. We prefer to focus on three metrics:
1. Term premium. The longer the fiscal
situation is on an unsustainable path,
the more investors should ask for in
compensation. The term premium has

been rising.

2. When the financing cost of the debt
exceeds nominal GDP. So far, the two
have converged (chart below).

3. Credit default swaps (CDS) on U.S.

debt. CDS has not improved materially
since the first tariff reversal on April 9,
suggesting investors are more concerned
with the budget than the trade war.

Although we are tactically 105% of benchmark

duration, we will look to scale that back in the
near future. The fair value range of 400% to
5.25% for the 10-year yield still makes sense.
Wed still look to buy if 10-year yields got up into
our buy zone of 500% +/- 25 basis points. We'd
still look to sell if the 10-year got below 4.00%.

Entering June, the fixed income portfolio
rebalanced and increased exposure to risk
assets. US. High Yield bonds, Emerging Market
bonds, and Floating Rate Notes are above
benchmark weight. US. Long-Term Treasurys
improved to marketweight. US. Investment
Grade Corporate, US. Mortgage-Backed
Securities, and US. Treasury Inflation-Protected
Securities, and International Investment Grade
are below benchmark weight.
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With the June update, US. High Yield

bonds’ allocation rose sharply to well above
benchmark weight, signaling investors’
appetite for riskier assets. All six indicators are
now bullish. During the month of May, the high-
yield bond sector’s short-term trend (chart
right), moving average cross measure, small-
cap equity trend, high-yield sector breadth, the
VIX, and high-yield vs. option-adjusted spread
extremes all moved to positive levels for the
sector.

Improving Short-Term Trend is Bullish for U.S. High Yield Bonds Dally Data 2022-06-03 to 2025-06-03
— 5-Day SMA of High Yield Bond Rel. Strength(2025-06-03 = 54.67)
63-Day SMA of High Yield Bond Rel. Strength(2025-06-03 = 53.88)
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Improving Emerging Equity Momentum is Bullish for Emerging Market Bonds  Daily Data 2022-06-03 to 2025-06-03

— 10-Day SMA of 21-Day % Change in EM Equity Index(2025-06-03 = 7.22)
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Emerging Market bonds’ allocation is well
above benchmark weight. Four out of five
indicators are bullish for the sector. During the
month, emerging equity momentum flashed

a bullish signal (chart left), joining positive
readings from emerging currencies, as well as
absolute and relative trend. The weak trend in
commodities remains bearish for the sector.




US. Treasury Inflation-Protected Securities’
(TIPS) allocation declined and is now well
below benchmark weight. Three of six
indicators are bearish for the sector. During
the month, the sector’s relative strength index
flashed a bearish signal (chart right) joining
commodity price trends and relative strength
slope. The sector’s relative strength trend
indicator, while at a bullish level, has been
weakening. Inflation expectation extremes and
high-yield option-adjusted spread extremes
remain neutral.

Weakening RSl is Bearish for U.S. TIPS

Daily Data 2022-06-03 to 2025-06-03

— Relative Strength RSI (2025-06-03 = 58.60)
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Weakening Trend is Bearish for U.S. Mortgage Backed Securities

Daily Data 2022-05-31 to 2025-05-30

— Short-term SMA (2025-05-30 = 38.27)

Long-term SMA (2025-05-30 = 38.33)
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US. Mortgage-Backed Securities’ allocation is
well below benchmark weight. Indicators lean
bearish. During the month, high yield option-
adjusted spreads, the relative strength index,
and relative strength trend (chart left) flashed
bearish signals, joining relative strength slope.
The inflation expectation extremes indicator is
neutral, and the 10-year yield is bullish.

Summary

Entering June, the fixed income portfolio
rebalanced and increased exposure to risk
assets. US. High Yield bonds, Emerging
Market bonds, and Floating Rate Notes are
above benchmark weight. US. Long-Term
Treasurys improved to marketweight. US.
Investment Grade Corporate, US. Mortgage-
Backed Securities, and US. Treasury Inflation-
Protected Securities, and International
Investment Grade are below benchmark
weight.
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Ned Davis Research Disclaimer:

The data and analysis contained within are provided "as is" and without warranty of any kind, either expressed or implied.
The information is based on data believed to be reliable, but it is not guaranteed. NDR DISCLAIMS ANY AND ALL EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY, SUITABILITY
OR FITNESS FOR A PARTICULAR PURPOSE OR USE. All performance measures do not reflect tax consequences, execution,
commissions, and other trading costs, and as such investors should consult their tax advisors before making investment
decisions, as well as realize that the past performance and results of the model are not a guarantee of future results. The Fixed
Income Allocation Strategy is not intended to be the primary basis for investment decisions and the usage of the model does
not address the suitability of any particular investment for any particular investor.

Using any graph, chart, formula, model, or other device to assist in deciding which securities to trade or when to trade them
presents many difficulties and their effectiveness has significant limitations, including that prior patterns may not repeat
themselves continuously or on any particular occasion. In addition, market participants using such devices can impact the
market in a way that changes the effectiveness of such devices. NDR believes no individual graph, chart, formula, model, or
other device should be used as the sole basis for any investment decision and suggests that all market participants consider
differing viewpoints and use a weight of the evidence approach that fits their investment needs.
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