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Recent headlines have revolved around the Fitch downgrade of the U.S. debt rating. While there's widespread 
agreement that this will unlikely impact borrowing costs and the U.S. will still be perceived as the ultimate risk-
free asset. Our focus turns to the potential derivative impacts of this downgrade, notably a shift towards tighter 
fiscal policies.

In recent months, we've closely monitored several key indicators that have displayed warning signs. These 
encompass tightening bank lending standards and ISM indices. As these indicators persistently signal concerns, 
our attention is now particularly honed in on the yield curve. While the inverted yield curve has traditionally been 
seen as an omen of an impending recession, we also recognize the significance of observing a steepening yield 
curve from its inverted state (graph below). Historical data since 1998 reveals that this steepening has frequently 
acted as a near-term precursor to economic downturns, with the last four recessions showcasing this pattern. We 
are vigilantly observing this trend to discern whether the recent steepening is reaction to anticipated Treasury 
supply or a genuine omen of an approaching economic downturn.

We have moved beyond the June 2022 inflation peak, which no longer supports a decrease in year-over-year 
(YoY) inflation. Additionally, the recent payroll report from last Friday indicated average hourly earnings remain 
robust. These factors, along with consumer resilience, have heightened our attention to the possibility of 
additional tightening measures by the Federal Reserve, likely to involve only one or two more rate hikes.

In conclusion, our conviction remains that leading indicators, along with the cascading effects of tightened credit 
and the delayed impacts of monetary policy, will ultimately exert a negative influence on the economy. While 
these anticipated effects might be unfolding at a slower pace than initially anticipated, we believe they are more 
likely to materialize in 2024. Our perspective diverges from the consensus view of a soft landing, as we anticipate 
a more uneven trajectory, with various sectors encountering varying levels of distress.
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Product Views
 
Rates- The pullback in further anticipated Fed tightening has led to a rally in the front end of the curve. Despite 
our disagreement with the Fed Funds market, we hold a neutral stance on short-term rates as Treasuries are 
factoring in approximately 25 basis points of tightening beyond the Fed funds market. Although we anticipate 
inflation to moderately surpass the Fed's 2% target in the near term, market confidence in preventing runaway 
inflation remains. Therefore, we see value with the 10 year where it currently stands north of 4.00%

Credit- Credit spreads are trading at the bottom end of their 12 month range, we remain neutral and an up in 
quality bias. In general, we are cautious on the consumer focused sectors as they appear priced for perfection.
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Securitized- We maintain a favorable view on 
mortgage-backed securities (MBS), considering 
them appealing especially when compared to 
other asset classes. MBS exhibits attractive value 
in terms of both nominal spreads and option-
adjusted spreads (OAS).  For premium mortgages, 
we propose paying for implicit or explicit prepay 
protection.

Municipals- While trading at a slight spread 
discount to corporates, taxable municipals appear 
fairly valued to corporates, especially given the 
lower anticipated default rates of the muni 
sector.



The following risks could cause the Strategy’s portfolio to lose money or perform more poorly than other investments.

Investments in bonds and other debt securities will change in value based on changes in interest rates. If rates rise, the value of these investments generally 
drops. Some investors may be subject to the Federal Alternative Minimum Tax and to certain state and local taxes.

Investing in fixed income products is subject to certain risks, including interest rate, credit, inflation, call, prepayment, and reinvestment risk. Any fixed-income 
security sold or redeemed prior to maturity may be subject to substantial gain or loss.

DISCLAIMER

This material is not an offer or solicitation for the purchase or sale of any financial instrument in any jurisdiction, nor is it a commitment by Academy Asset 
Management or any of its subsidiaries (collectively “AAM”) to enter into any transaction referenced herein. All information provided by AAM herein is indicative, 
is based on certain assumptions and current market conditions and is subject to change without notice. Accordingly, no reliance should be placed on the 
information herein. In deciding whether to enter into any transaction or strategy referenced herein, the recipient should rely solely on the final documentation 
which will contain the definitive terms and conditions relating to any referenced transaction or strategy. 

These materials have been provided for illustrative purposes only and should not be relied upon by you in evaluating the merits of investing in any securities or 
strategies mentioned herein. Past performance is not a guide to the future. Any forecasts, opinions, and statements of financial market trends expressed are 
AAM’s own at the date of this document and may be subject to change without notice. Any research in this document has been obtained and may have been 
acted upon by AAM for its own purpose. The results of such research are being made available as additional information only and do not constitute investment 
advice. The value of investments and the income from them may fluctuate in accordance with market conditions and taxation agreements and investors may 
not get back the full amount invested. Both past performance and yield may not be a reliable guide to current and future performance. Changes in exchange 
rates may have an adverse effect on the value, price or income of the product or underlying overseas investments. AAM makes no representation or warranty 
regarding the accuracy or completeness of the information herein. AAM is not an advisor to any person who receives information on any referenced 
transaction. 

The recipient must make an independent assessment of legal, credit, tax, regulatory, and accounting issues and determine with its own professional advisors 
any suitability or appropriateness implications of any transaction referenced herein in the context of its particular circumstances. AAM assumes no 
responsibility or liability whatsoever to any person in respect of such matters. AAM, or any connected or associated person, may hold long or short positions or 
derivative interest in or act as a market maker in the financial instruments of any issuer referred to herein or act as the underwriter, distributor, advisor, or 
lender to any such issuer. AAM may conduct trading activities, including hedging, in connection with any transaction referenced herein which may have an 
adverse impact on the recipient. 
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