
Fixed Income Outlook | 3Q 2022

NAVIGATING 
EXPEDITIOUS 
TIGHTENING 

Fixed Income Perspectives 2

Macro at a Glance 3

Policy Picture 4

Fixed Income Navigator 5

What to Watch 6

Central Bank Snapshot 7

Fixed Income Insight Highlights 8



2Goldman Sachs Asset ManagementFIXED INCOME OUTLOOK: NAVIGATING EXPEDITIOUS TIGHTENING 

FIXED INCOME PERSPECTIVES

Sam Finkelstein 

Chief Investment Officer, Fixed Income 

and Liquidity Solutions 

Central bank emphasis on data dependence, rather than 

forward guidance, creates a source of potential market volatility 

given data is highly unpredictable in this era of supply shocks. 

But with volatility comes opportunity. We see value in corporate 

credit and we find relative value opportunities across and within 

fixed income sectors. 

Whitney Watson

Global Head of Fixed Income Portfolio 

Management, Construction & Risk

The recovery coincides with structural shifts such as 

decarbonization, globalization centred on digital services and 

destabilization in geopolitics. Some shifts will be reflationary, 

while others will have a disinflationary effect. Overall, a new 

economic order has potential to contribute to higher risk 

premiums in rates and risk assets going forward.

Heading into the third quarter, inflation will likely remain at the root of market volatility. With central banks getting 

tough on inflation, prospects of a soft landing are reduced and the risk of a hard landing or stagflation scenario is 

heightened. There are two key areas to focus on to gauge progress on inflation being brought back under control. 

First, signs of softening in the labor market, either through a decline in job openings or a moderate decline in 

employment (page 6). Second, a decline in consumer and business inflation expectations, for which commodity 

inflation is particularly salient. In navigating an expeditious monetary tightening cycle (page 4), we hold moderate 

exposure to macro markets and remain overweight spread sectors that provide attractive carry and roll¹ (page 5). 

Overall, high uncertainty underscores the importance of being both humble and nimble with our investment views.

¹ Carry reflects an assets expected total return (net of financing costs) beyond price appreciation. It is estimated by the yield differential (or ‘spread’) between a fixed income sector and a risk-free asset 
(typically a relevant sovereign bond yield). Roll refers to a change in spread from “rolling down” a credit curve over time. Our strategic asset allocation models expected returns on carry and roll adjusted 
for expected downgrade and default activity and seeks to construct fixed income portfolios that optimize carry and roll over a market cycle. The economic and market forecasts presented herein are for 
informational purposes as of the date of this document. There can be no assurance that the forecasts will be achieved. Please see additional disclosures at the end of this document. 
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MACRO AT A GLANCE

GROWTH

Economic activity is expanding but decelerating, particularly in 

the industrial sector. The service sector recovery is ongoing but 

may slow given downbeat sentiment (see Chart). We believe the 

expeditious tightening cycle also adds to downside growth risks

through tighter financial conditions. Soft landings are more 

common when long-run inflation expectations are well-anchored 

and the private sector balance sheet is strong but less common 

when inflation is high¹. Today’s cycle reflects all three elements, 

underscoring uncertainty on the economic outlook. 

INFLATION

Inflation is proving persistent. In the hoped-for soft landing 

scenario, goods inflation slows on normalizing demand and 

improved supply (see Chart), a cool down in commodity prices is 

reflected in lower inflation expectations and economic growth—

which is underpinned by a strong labor market—slows to the 

extent needed to ease wage growth as companies shelve new 

hiring plans rather than engaging in layoffs. Prolonged 

commodity inflation, which is particularly salient for short term 

inflation expectations, presents upside risks. Longer-term, 

decarbonization, de-globalization in the flow of goods and labor, 

aging demographics, digitization and destabilization in 

geopolitics present mixed inflation implications. But with current 

data still distorted by supply shocks, we believe it is too soon to 

conclude whether are in a new higher inflation and rate regime.
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Downbeat sentiment may weigh on spending and investment 

Rising inventories should support goods supply and ease goods prices

1. Goldman Sachs Global Investment Research - US Economics Analyst: The Odds of a Soft Landing: Lessons from G10 Economies (17 April 2022). The economic and market forecasts presented 
herein are for informational purposes as of the date of this document. There can be no assurance that the forecasts will be achieved. Please see additional disclosures at the end of this document. 

https://www.gsam.com/content/gsam/global/en/market-insights/gsam-insights/global-fixed-income-outlook/2022/Fixed_Income_Outlook_2Q2022.html
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POLICY PICTURE

EXPEDITIOUS TIGHTENING 

The Fed and other central banks were able to keep policy 

accommodative in the pre-pandemic cycle due to inflation 

running below the target rate of 2%. Their task now is far more 

complex as some of the forces lifting inflation—supply 

disruptions and soaring energy and other commodity prices—

are beyond policymakers’ control. Yet central bank credibility 

depends on their ability to re-anchor inflation expectations, and 

doing that with aggressive monetary tightening runs the risk of 

tipping the economy into recession (see Charts). 

GOODBYE NEGATIVE RATES

The ECB is on track to exit the negative interest rate policy that 

was put in place in 2014 by the end of the third quarter. But 

fragmentation of the currency union remains a chronic issue that 

has been concealed by years of monetary stimulus. A rise in 

debt-servicing costs could interfere with the ECB’s rate-hiking 

path and put concerns about debt sustainability back into focus, 

particularly for high-debt member states such as Greece, Italy, 

Portugal and Spain. A new ECB tool to address future stresses 

in sovereign bond markets may calm these concerns, though 

the triggers and features of such a backstop remain unspecified. 

FROM QUANTITATIVE EASING TO TIGHTENING 

The impending decline in the flow of asset purchases is sizeable 

relative to the prior cycle, though the stock of assets on central 

bank balance sheets is set to remain elevated. In addition, the 

ECB’s presence in bond markets may be elongated by flexibility 

in its reinvestments and a potential new anti-fragmentation tool.

Source: Macrobond, Goldman Asset Management. As of June 30, 2022. See Appendix for 

central bank abbreviations.

Source: Macrobond, Goldman Sachs Asset Management, Bloomberg. As of June 29, 2022. 

Ain’t no rate high enough – from 25bps to 50bps to 75bps…

Another large dose of tightening is expected in H2 2022 

The economic and market forecasts presented herein are for informational purposes as of the date of this document. There can be no assurance that the forecasts will be achieved. Please see additional 

disclosures at the end of this document. 
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Low Risk High RiskNeutral

IG Credit

HY Credit

Bank Loans

Agency MBS

Securitized Credit

EMD

INTEREST RATES

The distribution of outcomes for bond yields is unusually uncertain and wide. 

Decelerating growth and inflation could lead to a stabilization in yields and 

steeper curves. Alternatively, persistent inflation could translate into more 

policy tightening, prolonging weakness in rates. Today’s cycle is also 

complicated by a potential adjustment to a higher inflation and rate regime. 

As a result, we hold moderate discretionary exposure to developed market 

interest rates and have dialed down the extent to which we balance spread 

sector exposures with interest rates. 

CURRENCIES

We are overweight the US dollar given the expeditious Fed hiking cycle. 

The dollar is also supported by its perceived safe haven status. Elsewhere, 

we are underweight G10 commodity oriented currencies and high yielding 

emerging market (EM) currencies that are susceptible to growth concerns, 

while neutral low yielding EM currencies and the euro. Looking ahead, the 

euro could benefit from inflows into European fixed income (as rates move 

out of negative territory) and an anti-fragmentation tool (that would allow the 

ECB to press ahead with rate hikes). 

FIXED INCOME NAVIGATOR 

Source: Goldman Sachs Asset Management. As of June 23, 2022. For illustrative purposes only. The strategic (SAA) and tactical asset allocations (TAA), and portfolio balance illustrated is for a 
representative multi-sector fixed income portfolio.¹See “Fixed Income Asset Allocation: A Well-Balanced Approach” for details. Abbreviations: Investment Grade (IG), high yield (HY), Mortgage-backed 
securities (MBS). The economic and market forecasts presented herein are for informational purposes as of the date of this document. There can be no assurance that the forecasts will be achieved. 
Please see additional disclosures at the end of this document.

SPREAD SECTOR ASSET ALLOCATION

0%
No Balance

100%
Full Balance

Low Risk Pro- Risk

Overall Spread Sector Exposure Spread Sector Composition Overall Balance and Composition

Strategic Asset Allocation (SAA): 

Dynamic long-term allocation to 

achieve target return over a 

market cycle. 

Tactical Asset Allocation (TAA): 

Opportunistic deviations from 

SAA in the short- to medium-term. 

Asset Allocation Balance (AAB): 

Extent to which spread sector exposures 

are balanced with assets that typically 

offer diversification.
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WHAT TO WATCH 

SUPPLY 

An improvement on the supply side of the economy has 

potential to alleviate inflation pressures and reduce the degree 

of monetary tightening required to slow demand by restoring 

balance in labor markets, housing markets, supply chains and 

the energy sector. 

PRIVATE SECTOR BALANCE SHEETS

Household savings rates are declining (see Chart), in part due to 

high inflation, but the stock of excess savings remains high. 

Similarly, corporate cash buffers are elevated. We believe US 

and European corporate balance sheets can withstand macro 

headwinds. This assessment informs our benign rating 

downgrade and default outlooks. Nonetheless, we are mindful 

that the mountain of excess savings that households are sitting 

on could crumble sooner-than-expected if inflation continues to 

run at multi-decade highs. In addition, weaker earnings in the 

coming quarters coupled with high costs may create 

idiosyncratic challenges in the corporate sector. 

CHINA

Our base case expectation is for a reopening rebound after the 

National Party Conference in October and eased global supply 

chain headwinds. In a downside scenario, the reopening could 

be much more gradual with international borders closed until the 

end of 2023 and weaker growth could lead to renewed property 

sector weakness.

Source: Haver Analytics, Goldman Sachs Global Investment Research.*Extrapolated before 

Dec 2000 using the newspaper help-wanted index based on methodology by Regis Barnichon, 

San Francisco. As of May 2022.

Source: Macrobond, Goldman Sachs Asset Management. US as of Q1 2022, UK and Euro area 

as of Q4 2021.

A reduction in the jobs-workers gap could ease upward wage pressures 

Savings rates are falling but the stock of savings remains high 

The economic and market forecasts presented herein are for informational purposes as of the date of this document. There can be no assurance that the forecasts will be achieved. Please see additional 

disclosures at the end of this document. 
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CENTRAL BANK SNAPSHOT

Source: Goldman Sachs Asset Management. As of June 17, 2022. Abbreviations: Quantitative Easing (QE), Quantitative Tightening (QT), Yield Curve Control (YCC), Pandemic Emergency Purchase 
Program (PEPP), Asset Purchase Program (APP). The economic and market forecasts presented herein are for informational purposes as of the date of this document. There can be no assurance that 
the forecasts will be achieved. Please see additional disclosures at the end of this document.

Interest Rate Policy Balance Sheet Policy Outlook Our outlook versus market pricing

Fed Federal funds rate: 1.50%-1.75% 

Last changed: 

June 2022 (+75bps)

Prior changes:

May 2022 (+50bps)

March 2022 (+25bps)

Started reducing the monthly pace of its net asset purchases in 

November 2021 and ended net additional purchases of 

Treasuries and agency MBS in early March. Balance sheet runoff 

begins in June; an eventual monthly cap will be set at $95bn—

split $60bn-$35bn between US Treasury and mortgage-backed 

securities (MBS)—and the caps will initially be set at half of those 

levels for the first three months of runoff ($30bn UST-$17.5bn 

MBS).

Balance sheet size: 37% of GDP

We expect a 75bps rate hike in July. 

This would reset the policy rate to 2.25-

2.5%, the Fed’s median estimate of the 

neutral rate. Thereafter, we expect a 

50bps rate hike in September followed 

by a reversion to 25bps rate hikes. 

Slightly hawkish

ECB Deposit facility rate: 

-0.50%

Last changed: 

September 2019 

(-10bps), the eighth cut since the ECB 

temporarily raised interest rates in 2011

The ECB will end net APP purchases from July 1, 2022. 

Reinvestments under the PEPP will continue until at least the 

end of 2024. On June 15, the Governing council announced the 

acceleration of the completion of a new anti-fragmentation tool in 

addition to applying flexibility in PEPP reinvestments.

Balance sheet size: 65% of GDP

We expect a 25bps rate hike in July, 

50bps hike in September and two 

further 25bps rate hikes at the 

November and December meetings. 

Slightly dovish 

BoE Bank Rate: 

1.25% 

Last changed: 

June 2022 (+25bps)

Prior changes:

May 2022 (+25bps)

March 2022 (+25bps)

February 2022 (+25bps)

December 2021 (+15bps)

BoE members voted in February 2022 to begin to reduce the 

stock of UK government bond purchases by ceasing to reinvest 

maturing assets, as well as to begin to reduce the stock of 

sterling non-financial investment grade corporate bond 

purchases by ceasing to reinvest maturing assets and by a 

program of corporate bond sales. 

Balance sheet size: 30% of GDP

We think the BoE will hike rates further 

to 1.75% before pausing its hiking 

cycle. 

We expect the BoE to commence bond 

sales at their September meeting. 

Slightly dovish

BoJ Policy deposit rate: 

-0.10% 

Last changed: 

January 2016, when the Bank introduced 

its negative interest rate policy (NIRP) 

10-year JGB yield target: ~0%, with 

tolerance band of -/+25bp (yield curve 

control policy)

The Bank voted in January 2021 to purchase ETFs and 

Japanese REITs as necessary with upper limits of ~¥12tn and 

~¥180bn, respectively, on annual paces of increase in their 

outstanding amounts, as well as to purchase commercial paper 

and corporate bonds with an upper limit on the outstanding 

amount of ~¥20tn in total until the end of March.

Balance sheet size: 135% of GDP

We expect unchanged policies through 

2022 but see scope for a rate hike in 

2023.

Slightly dovish
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FIXED INCOME INSIGHT HIGHLIGHTS

Companies have built up liquidity 

cushions to withstand a more 

challenging macro environment. 

Notwithstanding idiosyncratic 

challenges, we do not expect to see a 

rerun of the 2020 downgrade and default 

wave.”

We believe engagement with company 

management teams is an important 

component of our research process, 

which may inform investment selection. 

It may provide us with insights into 

management quality, business model, 

financial performance and strategy and 

future business prospects.”

Based on historical data, the forward 

return potential appears solid for both 

high yield and leveraged loans. 

Preference between the asset classes is 

dependent on an investor’s view of 

duration/rates, given the convexity of 

high yield and the zero duration plus 

forward curve realization of loans.”

June 2022 | GSAM Connect 

Credit Check-In: Balance 

Sheet Status Check

May 2022 | GSAM Connect

Fixed Income Engagement 

Report 2021 

May 2022 | GSAM Connect

Credit Check-In: Leveraged 

Loans, High Yield or Both?

View now View nowView now

https://www.gsam.com/content/dam/gsam/pdfs/common/en/public/miscellaneous/Fixed_Income_Engagement_Report_2021.pdf?sa=n&rd=n
https://www.gsam.com/content/gsam/global/en/market-insights/gsam-connect/2022/credit-check-in-leveraged-loans-high-yield.html
https://www.gsam.com/content/gsam/global/en/market-insights/gsam-connect/2022/credit-check-in-balance-sheet-status-check.html
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Abbreviations: Reserve Bank of Australia (RBA), Reserve Bank of New Zealand (RBNZ), Bank 

of Canada (BoC), Swiss National Bank (SNB), US Federal Reserve (Fed), European Central 

Bank (ECB), Bank of England (BoE) and Bank of Japan (BoJ). 

Views and opinions expressed are for informational purposes only and do not constitute a 

recommendation by GSAM to buy, sell, or hold any security. Views and opinions are current as 

of the date of this document and may be subject to change, they should not be construed as 

investment advice.

Investment grade refers to the quality of a company's credit and to be considered investment 

grade issue, a company must be rated at 'BBB' or higher. Anything below this 'BBB' rating is 

considered non-investment grade or high yield.

This material is provided at your request for informational and educational purposes only. It is 

not an offer or solicitation to buy or sell any securities.

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY 

JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE UNAUTHORIZED 

OR UNLAWFUL TO DO SO.

Prospective investors should inform themselves as to any applicable legal requirements and 

taxation and exchange control regulations in the countries of their citizenship, residence or 

domicile which might be relevant.

This information discusses general market activity, industry or sector trends, or other broad-

based economic, market or political conditions and should not be construed as research or 

investment advice. This material has been prepared by GSAM and is not financial research nor 

a product of Goldman Sachs Global Investment Research (GIR). It was not prepared in 

compliance with applicable provisions of law designed to promote the independence of financial 

analysis and is not subject to a prohibition on trading following the distribution of financial 

research. The views and opinions expressed may differ from those of Goldman Sachs Global 

Investment Research or other departments or divisions of Goldman Sachs and its affiliates. 

Investors are urged to consult with their financial advisors before buying or selling any 

securities. This information may not be current and GSAM has no obligation to provide any 

updates or changes.

United Kingdom: In the United Kingdom, this material is a financial promotion and has been 

approved by Goldman Sachs Asset Management International, which is authorized and 

regulated in the United Kingdom by the Financial Conduct Authority.

European Economic Area (EEA): This material is a financial promotion disseminated by 

Goldman Sachs Bank Europe SE, including through its authorised branches ("GSBE"). GSBE is 

a credit institution incorporated in Germany and, within the Single Supervisory Mechanism 

established between those Member States of the European Union whose official currency is the 

Euro, subject to direct prudential supervision by the European Central Bank and in other 

respects supervised by German Federal Financial Supervisory Authority (Bundesanstalt für

Finanzdienstleistungsaufischt, BaFin) and Deutsche Bundesbank.

Switzerland: For Qualified Investor use only – Not for distribution to general public. This is 

marketing material. This document is provided to you by Goldman Sachs Bank AG, Zürich. Any 

future contractual relationships will be entered into with affiliates of Goldman Sachs Bank AG, 

which are domiciled outside of Switzerland. We would like to remind you that foreign (Non-

Swiss) legal and regulatory systems may not provide the same level of protection in relation to 

client confidentiality and data protection as offered to you by Swiss law.

Asia Pacific: Please note that neither Goldman Sachs Asset Management International nor any 

other entities involved in the Goldman Sachs Asset Management (GSAM) business maintain 

any licenses, authorizations or registrations in Asia (other than Japan), except that it conducts 

businesses (subject to applicable local regulations) in and from the following jurisdictions: Hong 

Kong, Singapore and Malaysia. This material has been issued for use in or from Hong Kong by 

Goldman Sachs Asset Management (Hong Kong) Limited, in or from Singapore by Goldman 

Sachs Asset Management (Singapore) Pte. Ltd. (Company Number: 201329851H) and in or 

from Malaysia by Goldman Sachs (Malaysia) Sdn Berhad (880767W).

Australia: This material is distributed by Goldman Sachs Asset Management Australia Pty Ltd 

ABN 41 006 099 681, AFSL 228948 (‘GSAMA’) and is intended for viewing only by wholesale 

clients for the purposes of section 761G of the Corporations Act 2001 (Cth). This document may 

not be distributed to retail clients in Australia (as that term is defined in the Corporations Act 

2001 (Cth)) or to the general public. This document may not be reproduced or distributed to any 

person without the prior consent of GSAMA. To the extent that this document contains any 

statement which may be considered to be financial product advice in Australia under the 

Corporations Act 2001 (Cth), that advice is intended to be given to the intended recipient of this 

document only, being a wholesale client for the purposes of the Corporations Act 2001 (Cth). 

Any advice provided in this document is provided by either GoldmanSachs Asset Management 

International (GSAMI), Goldman Sachs International (GSI), Goldman Sachs Asset 

Management, LP (GSAMLP) or Goldman Sachs & Co. LLC (GSCo). Both GSCo and GSAMLP 

are regulated by the US Securities and Exchange Commission under US laws, which differ from 

Australian laws. Both GSI and GSAMI are regulated by the Financial Conduct Authority and GSI 

is authorized by the Prudential Regulation Authority under UK laws, which differ from Australian 

laws. GSI, GSAMI, GSCo, and GSAMLP are all exempt from the requirement to hold an 

Australian financial services licence under the Corporations Act of Australia and therefore do 

not hold any Australian Financial Services Licences. Any financial services given to any person 

by GSI, GSAMI, GSCo or GSAMLP by distributing this document in Australia are provided to 

such persons pursuant to ASIC Class Orders 03/1099 and 03/1100. No offer to acquire any 

interest in a fund or a financial product is being made to you in this document. If the interests or 

financial products do become available in the future, the offer may be arranged by GSAMA in 

accordance with section 911A(2)(b) of the Corporations Act. GSAMA holds Australian Financial 

Services Licence No. 228948. Any offer will only be made in circumstances where disclosure is 

not required under Part 6D.2 of the Corporations Act or a product disclosure statement is not 

required to be given under Part 7.9 of the Corporations Act (as relevant).

DISCLOSURES
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Canada: This document has been communicated in Canada by GSAM LP, which is registered 

as a portfolio manager under securities legislation in all provinces of Canada and as a 

commodity trading manager under the commodity futures legislation of Ontario and as a 

derivatives adviser under the derivatives legislation of Quebec. GSAM LP is not registered to 

provide investment advisory or portfolio management services in respect of exchange-traded 

futures or options contracts in Manitoba and is not offering to provide such investment advisory 

or portfolio management services in Manitoba by delivery of this material.

Japan: This material has been issued or approved in Japan for the use of professional 

investors defined in Article 2 paragraph (31) of the Financial Instruments and Exchange Law by 

Goldman Sachs Asset Management Co., Ltd.

Emerging markets securities may be less liquid and more volatile and are subject to a number 

of additional risks, including but not limited to currency fluctuations and political instability. 

Although certain information has been obtained from sources believed to be reliable, we do not 

guarantee its accuracy, completeness or fairness. We have relied upon and assumed without 

independent verification, the accuracy and completeness of all information available from public 

sources. 

References to indices, benchmarks or other measures of relative market performance over a 

specified period of time are provided for your information only and do not imply that the portfolio 

will achieve similar results. The index composition may not reflect the manner in which a 

portfolio is constructed. While an adviser seeks to design a portfolio which reflects appropriate 

risk and return features, portfolio characteristics may deviate from those of the benchmark.

Index Benchmarks 

Indices are unmanaged. The figures for the index reflect the reinvestment of all income or 

dividends, as applicable, but do not reflect the deduction of any fees or expenses which would 

reduce returns. Investors cannot invest directly in indices. 

The indices referenced herein have been selected because they are well known, easily 

recognized by investors, and reflect those indices that the Investment Manager believes, in part 

based on industry practice, provide a suitable benchmark against which to evaluate the 

investment or broader market described herein. The exclusion of “failed” or closed hedge funds 

may mean that each index overstates the performance of hedge funds generally.

Past performance does not guarantee future results, which may vary. The value of 

investments and the income derived from investments will fluctuate and can go down as 

well as up. A loss of principal may occur. 

Confidentiality 

No part of this material may, without Goldman Sachs Asset Management’s prior written consent, 

be (i) copied, photocopied or duplicated in any form, by any means, or (ii) distributed to any 

person that is not an employee, officer, director, or authorized agent of the recipient. 

© 2022 Goldman Sachs. All rights reserved. 

283262-OTU-1631399. Date of first use: June 30, 2022.

DISCLOSURES


