FEBRUARY 2025

Fixed Income Market Update
After dropping in December, the Bloomberg
Barclays U.S. Aggregate Bond Total Return
Index rebounded and was basically flat in
January, up only 0.5%. However, breadth
improved sharply—all nine fixed income
sectors we track had positive returns for the
month. The biggest monthly reversal came
from Long-Term Treasurys.

We use a macro approach for valuing 10-
year sovereign securities. The original
formulations were challenged by the
pandemic, the inflation spike of 2021-22, and

Fixed Income

Allocation Strategy

the phaseout of Libor and related contracts.
So, we tweaked our models to use forward-

looking data for inflation and monetary policy.

The revised chart for the 10-year Treasury’s
fair value is shown below.

This model, as well as a rolling 30-year
regression and a theoretical framework for
forecasting yields, show U.S. yields are too
high. The 10-year yield is currently at the
mid-point of our 2025 outlook as we are not
calling for a recession. We would buy the 10-
year around 500% +/- 25 basis points. While

there are risks to the economy due to tariffs
and immigration, absent a recession, yields
should not sustainably trade above 5.25%.

Entering February, Emerging Market bonds,
US. Floating Rate Notes, U.S. High Yield,
US. Investment Grade Corporate, and US.
Treasury Inflation-Protected Securities are
above benchmark weight. International
Investment Grade dropped to benchmark
weight, while US. Long-Term Treasurys and
U.S. Mortgage-Backed Securities remained
below benchmark weight.

U.S. 10-Year Treasury Fair Value Model

Monthly Data 1971-02-28 to 2025-01-31

——U.S. 10-Year Treasury Yields* (2025-01-31 = 4.63%)
U.S. 10-Year Treasury Yield Normal Valuation Line(2025-01-31 = 4.14%)
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US. Investment Grade Corporate bonds’
allocation is above benchmark weight.

Four of the six indicators are bullish for the
sector. During the month, narrowing option-
adjusted spreads (chart right) joined bullish
readings from bond volatility, the U.S. dollar,
and mean reversion. Credit default swaps
and trend remain bearish.

Daily Data 2022-02-03 to 2025-02-03

Narrowing Option-Adjusted Spreads is Bullish for U.S. Investment Grade Corporate Bonds

— |G OAS ROC% (2025-02-03 = 0.05)
-1 252-Day Std Dev. Bracket (2025-02-03 = -0.37)
+1 252-Day Std Dev. Bracket (2025-02-03 = 0.23)
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Improving Commodity Price Trends is Bullish for U.S. TIPS Daily Data 2022-02-03 to 2025-02-03
— S&P GSCI 21-Day SMA (2025-02-03 = 566.88)
S&P GSCl 252-Day SMA (2025-02-03 = 557.72)
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US. Treasury Inflation-Protected Securities’
allocation is above benchmark weight. With
investor concerns about inflation getting
reignited by tariff and immigration policies,
most of the indicators for this sector have
improved to bullish levels. Commodity price
trends (chart left) and inflation expectation
extremes moved to bullish readings during
the month. They were confirmed by relative
strength trends.

Please see important disclosures at the end of this report.



Despite a reversal in performance

in January, US. Long-Term Treasury
bonds’ allocation remained well below
benchmark weight. Four of five indicators
remain bearish. While US. stock market
performance continues to be at a bullish
level for Treasuries, it is offset by weak
Treasury bond momentum, trend, rising
inflation expectations (chart right), and USS.
swaps extremes.

Rising Inflation Expectations is Bearish for U.S. Long-Term Treasury Bonds

Daily Data 2022-02-03 to 2025-02-03

— Inflation Expectations (2025-02-03 = 2.61)
63-period sma (2025-02-03 = 2.42)
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Daily Data 2022-02-03 to 2025-02-03

High Yield Option-Adjusted Spreads are Bearish for U.S. Mortgage Backed Securities

— HY OAS (2025-02-03 = 2.66)
HY OAS 63-day MA (2025-02-03 = 2.67)
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U.S. Mortgage-Backed Securities (MBS)
allocation is well below benchmark weight.
Five of the six indicators are bearish for the
sector. During the month, high yield option-
adjusted spreads (chart left) joined bearish
readings from trend, relative strength vs.
inflation expectation extreme measures, and
the relative strength index. The 10-year yield
remained bullish for the sector.

Summary

Entering February, Emerging Market bonds,
US. Floating Rate Notes, US. High Yield,
US. Investment Grade Corporate, and US.
Treasury Inflation-Protected Securities are
above benchmark weight. International
Investment Grade dropped to benchmark
weight, while US. Long-Term Treasurys and
U.S. Mortgage-Backed Securities remained
below benchmark weight.

Please see important disclosures at the end of this report.
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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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