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Summary 
–––––––––– 

 The recent rally in Treasuries alongside weaker equities suggests government bonds 

may be re-establishing their traditional role as a defensive asset.  

 Investors can lock in compelling carry today, with scope for capital appreciation if 

weaker growth leads markets to reassess the extent of further Fed tightening. 

 Higher-quality credits have been more resilient amid recent volatility, while 

attractive opportunities remain in higher-yielding segments where selectivity is 

increasingly important.  

 

Recent market developments 
–––––––––– 

The sharp rally in US Treasuries overnight, alongside the weakness in technology 

equities, offers some interesting observations with potentially important implications 

for the fixed income outlook. 

The stronger-than-expected US CPI release initially triggered another Treasury selloff, 

with the 10Y yield briefly touching 5.33%. However, yields subsequently reversed 

sharply, with the 10Y falling towards 5.10% during Asian trading today, despite the 

inflation surprise. 

The reversal coincided with a significant selloff in US technology equities, particularly AI-

related companies. Concerns surrounding the sustainability of AI capital expenditure 

have intensified, especially among the more leveraged AI infrastructure providers 

(neoclouds), where rising financing costs are increasingly challenging business models. 

What is particularly interesting is the apparent shift in the underlying drivers of US 

Treasury performance. Since August, Treasury yields have risen substantially as markets 

repriced expectations for further Fed tightening in response to persistent inflation 

pressures. However, the recent price action suggests that concerns surrounding the 

growth outlook are becoming increasingly influential. 

With several further Fed hikes already priced in, any meaningful deterioration in US 
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growth expectations weaker US growth, particularly a slowdown in AI investment, could 

temper extent of future tightening, potentially providing further support for Treasuries. 

Importantly, the recent tendency for Treasuries to rally alongside equity market 

weakness suggests that government bonds may be beginning to re-establish their 

traditional role as a defensive asset during periods of market stress. 

Observations from Asian credit markets this morning 

Credit spreads have generally widened as corporate bonds struggled to keep pace with 

the Treasury rally. However, the widening has been more pronounced among lower-

rated credits, while higher-quality credits have demonstrated greater resilience. 

Importantly, the spread widening in higher-quality credits has generally been smaller 

than the decline in underlying risk-free yields, resulting in modest price gains. In 

contrast, some lower-quality credits, particularly in the high-yield segment, have 

experienced marginal price pressures. 

On balance, we believe that lower Treasury yields should remain supportive of credit 

performance, provided the deterioration in growth expectations does not translate into 

a more significant widening of credit spreads. The combination of attractive carry 

income and potentially more supportive interest rates continues to underpin a relatively 

constructive outlook for credit, particularly in the higher-quality segments. 

Implications for fixed income investors 

• Renewed diversification benefits. The recent Treasury rally amid equity market 

weakness highlights the potential value of high-quality fixed income as a 

portfolio diversifier. This defensive characteristic has been less reliable during 

the inflation-driven selloff over recent months, but may become increasingly 

relevant if growth concerns intensify. 

• Attractive starting yields with potential capital upside. Following the significant 

increase in yields since August, bonds continue to offer attractive income 

opportunities. Investors are receiving relatively high starting yields while 

retaining the potential for capital appreciation should weaker growth prompt a 

reversal in Fed tightening expectations. 

• Resilience of higher-quality credits. The price action in Asian credit markets 

reinforces the merits of quality. Even with some credit spread widening, lower-

beta bonds have generally benefited from declining Treasury yields. This 

highlights the potential for investment-grade credits to deliver a combination of 

attractive carry and relatively resilient performance. 

• Higher income opportunities remain available. While lower-quality credits are 

more vulnerable to market volatility, higher-yielding segments continue to offer 

compelling absolute income opportunities for investors with greater risk 

tolerance. Importantly, selectivity remains essential as credit performance 

becomes increasingly differentiated. 
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Bottom line 

The recent market developments provide a timely opportunity to revisit the role of fixed 

income in client portfolios. 

With starting yields still attractive, fixed income investors can benefit from meaningful 

carry income while potentially enjoying renewed diversification benefits and capital 

upside should global growth risks intensify. 

There are different ways investors can capture these opportunities, from higher-quality 

Asian credit with relatively defensive characteristics, to higher-yielding Global Emerging 

Market opportunities and Singapore dollar/Renmimbi strategies that provide additional 

diversification. 

While inflation remains a risk, the evolving balance between inflation and growth 

concerns suggests that the investment case for fixed income is becoming increasingly 

compelling. 
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Disclaimer 

This document is produced by Eastspring Investments (Singapore) Limited and issued in:  

Singapore by Eastspring Investments (Singapore) Limited (UEN: 199407631H)  

Australia (for wholesale clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is incorporated in Singapore, is exempt 

from the requirement to hold an Australian financial services licence and is licensed and regulated by the Monetary Authority of Singapore under 

Singapore laws which differ from Australian laws.  

Hong Kong by Eastspring Investments (Hong Kong) Limited and has not been reviewed by the Securities and Futures Commission of  Hong Kong.  

Indonesia by PT Eastspring Investments Indonesia, an investment manager that is licensed, registered and supervised by the Indonesia Financial 

Services Authority (OJK).  

Malaysia by Eastspring Investments Berhad (200001028634/ 531241-U) and Eastspring Al-Wara’ Investments Berhad (200901017585 / 860682-K) and 

has not been reviewed by Securities Commission of Malaysia. 

Thailand by Eastspring Asset Management (Thailand) Co., Ltd.  

United States of America (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is incorporated in 

Singapore and is registered with the U.S Securities and Exchange Commission as a registered investment adviser.  

European Economic Area (for professional clients only) and Switzerland (for qualified investors only) by Eastspring Investments (Luxembourg) S.A., 26, 

Boulevard Royal, 2449 Luxembourg, Grand-Duchy of Luxembourg, registered with the Registre de Commerce et des Sociétés (Luxembourg), Register 

No B 173737.  

United Kingdom (for professional clients only) by Eastspring Investments (Luxembourg) S.A. - UK Branch, 1 Angel Court, London, EC2R 7AG.  

Chile (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is incorporated in Singapore and is 

licensed and regulated by the Monetary Authority of Singapore under Singapore laws which differ from Chilean laws.  

The afore-mentioned entities are hereinafter collectively referred to as Eastspring Investments.  

The views and opinions contained herein are those of the author, and may not necessarily represent views expressed or reflected in other Eastspring 

Investments’ communications. This document is solely for information purposes and does not have any regard to the specific investment objective, 

financial situation and/or particular needs of any specific persons who may receive this document. This document is not intended as an offer, a 

solicitation of offer or a recommendation, to deal in shares of securities or any financial instruments. It may not be published, circulated, reproduced 

or distributed without the prior written consent of Eastspring Investments. Reliance upon information in this document is at the sole discretion of the 

reader. Please carefully study the related information and/or consult your own professional adviser before investing.  

Investment involves risks. Past performance of and the predictions, projections, or forecasts on the economy, securities markets or the economic 

trends of the markets are not necessarily indicative of the future or likely performance of Eastspring Investments or any of the funds managed by 

Eastspring Investments.  

Information herein is believed to be reliable at time of publication. Data from third party sources may have been used in the preparation of this 

material and Eastspring Investments has not independently verified, validated or audited such data. Where lawfully permitted, Eastspring Investments 

does not warrant its completeness or accuracy and is not responsible for error of facts or opinion nor shall be liable for damages arising out of any 

person’s reliance upon this information. Any opinion or estimate contained in this document may subject to change without notice.  

Eastspring Investments companies (excluding joint venture companies) are ultimately wholly-owned/indirect subsidiaries of Prudential plc of the 

United Kingdom. Eastspring Investments companies (including joint venture companies) and Prudential plc are not affiliated in any manner with 

Prudential Financial, Inc., a company whose principal place of business is in the United States of America or with the Prudential Assurance Company 

Limited, a subsidiary of M&G plc (a company incorporated in the United Kingdom). 
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