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The resolution of the debt ceiling issue this month successfully removed one risk from the equation, but our 
overall outlook remains largely unchanged. We continue to observe worrisome trends in key factors we have 
previously discussed, such as bank credit tightening and leading indicators, which do not bode well for a soft 
landing of the economy. The repercussions of the most aggressive tightening cycle since 1980 are bound to catch 
up with the economy eventually. 

Looking ahead, we anticipate a continued downward trend in year-over-year inflation until June, benefiting from 
the diminishing effects of the spike observed in June 2022. Lagging indicators like CPI and PCE have fallen behind 
more real-time measures like Truflation. On the geopolitical front, our Geopolitical Intelligence Group does not 
foresee an immediate escalation in the conflicts in Ukraine or Taiwan. However, it is crucial to acknowledge that 
an unexpected turn of events could add further challenges to inflation dynamics.

While the overall notional amount may not be a major factor in the broader picture, we are closely monitoring the 
impact of resuming student loan payments on consumer sentiment, delinquencies, and spending. This could act 
as a catalyst for a softer consumer outlook. Admittedly, the consumer remains solid due to the overall strength of 
the labor market, though the mixed report on Friday has us watching for signs of divergence.

Recent headlines indicating a potential increase in capital requirements for banks raise concerns about the 
implications for lending activities, particularly in the context of mortgage lending. When assessing the residential 
real estate market, we do not foresee a significant breakdown in this sector. While there is reduced demand 
driven by affordability concerns, the market continues to be sustained by persistent supply shortages, which have 
both market-based and structural underpinnings. However, it is worth noting that the commercial mortgage 
market may be more susceptible to vulnerabilities. It is important to emphasize that this market represents only 
half the size of the residential market, thus reducing the likelihood of a crisis resembling the one witnessed in 
2008.

Overall, we maintain the belief that the economy is facing multiple headwinds, and we remain vigilant in 
monitoring various indicators that could signal an economic slowdown. Regardless, the likelihood of easing in 
2023 has diminished unless there is significant damage, such as a notable deterioration in the banking system.
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Product Views
 
Rates-  Following the resolution of the debt ceiling, anticipated Treasury supply has had an impact on pricing, 
leading to relative cheapness compared to market expectations for Fed Funds. It is worth noting that the market 
anticipates potential easing later this year, a scenario we believe is a lower probability. This expectation serves as 
an offsetting factor. Consequently, we maintain a neutral stance on rates.

Credit- The narrowing of credit spreads reflects a reduction in concerns surrounding banks, contributing to 
improved market conditions. While we maintain a positive outlook for corporations overall and believe that the risk 
of defaults remains contained, we emphasize a preference for higher-quality assets and sectors that 
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demonstrate resilience in the face of an economic 
downturn. When assessing financials, a careful and 
discerning approach is advisable, recognizing that 
not all firms within this sector possess equal 
strength.

Securitized- We maintain a favorable view on 
mortgage-backed securities (MBS), considering them 
appealing when compared to other asset classes. 
MBS exhibits attractive value in terms of both 
nominal spreads and option-adjusted spreads (OAS).

Municipals- Taxable municipals look modestly cheap 
to corporates, especially when comparing the 
historical spreads and default rates of these two 
sectors.



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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