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US Economy 
Summary 

In the second quarter of 2022, investors increasingly focused on a 40-year peak in inflation and the Federal 
Reserve’s plan to rapidly raise interest rates to combat rising prices.  Ultimately, attention turned to the risk of a 
potential near-term US recession, as the Federal Reserve’s aggressive posturing caused many to question the 
follow-on effect of a rates increase sufficient in magnitude to quell the current inflationary trend.  Signs of waning 
consumer confidence and spending in the wake of high prices adds to the delicate balance that the Federal 
Reserve must now attempt as it seeks to reverse the inflationary trend without excessively disrupting demand and 
investment throughout the economy. 

Regarding fundamental trends affecting first quarter 2022 GDP, personal consumption was revised lower from 
3.1% to only 1.8% and personal spending in May, adjusted for inflation, declined by 0.4%.  US consumer spending 
continues to benefit from high savings and a strong jobs market, but headwinds from higher prices, negative real 
wages, and tighter fiscal and monetary policy appear to be taking a toll.  Given the increased headwinds facing the 
consumer, it is not surprising that consumer confidence measures from the University of Michigan’s Surveys of 
Consumers plunged to an all-time low in June.  US GDP contracted 1.6% in the first quarter and the current Atlanta 
Federal Reserve’s GDPNow forecasts a 1.2% decline for the second quarter of 2022, bringing the economy 
potentially close to a recession, which is generally defined as a period of two or more consecutive quarters of 
negative economic growth. 

The labor markets, however, show no signs of a recession on the horizon.  The economy added 1.124 million jobs 
in the second quarter of 2022 and, at 3.6%, the unemployment rate continues to hover near a record low.  Average 
hourly earnings rose by a very strong 5.1% annualized rate in June 2022.  Demand for labor remains extremely 
strong, with a record 11.3 million job openings reported by the US Bureau of Labor Statistics’ May 2022 Job 
Openings and Labor Turnover Survey. 

During the quarter, headline inflation pressures continued to march higher as the Consumer Price Index increased 
9.1% on an annualized basis in June.  The increase was broad-based with food, energy and shelter representing the 
largest contributors to higher prices.  Food and energy prices increased 10.4% and 41.6%, respectively, over the 
12-month period ended in June 2022.  The Core CPI Index, which excludes food and energy, moderated from 6.5% 
in March to 5.9% in June, but shelter prices, which represent 41% of the Core CPI, continue to climb. 

 

With recession fears and a more vigilant Federal Reserve, inflation expectations derived from the TIPS breakeven 
inflation rate (see chart below) eased in the second quarter of 2022. 
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During the second quarter of 2022, the Federal Reserve reinforced its commitment to fighting inflation and raised 
the federal funds rate target by 50 basis points in May and 75 basis points in June.  In recent commentary, Federal 
Reserve Chairman Powell emphasized a “do-whatever-it-takes” approach to curbing inflation, even at the risk of 
potentially pushing the economy into a recession.  In June, the Federal Reserve began tapering its quantitative 
easing program by allowing $30 billion in US Treasuries and $17.5 billion in agency mortgage securities to roll-off 
the balance sheet every month. 

Outlook 

US economic activity continues to decelerate which has shifted the outlook narrative from “are we heading into a 
recession?” to “are we already in a recession?”  Although the outlooking regarding US economic growth remains 
highly uncertain, the strength of the June employment report powerfully contradicts the narrative that the 
economy is already in a recession.  Labor markets remain historically very strong, and a shrinking economy does 
not typically add jobs, let alone add them at the pace achieved in the second quarter of 2022.  We still expect 
below trend GDP growth of 1.0% for 2022 and believe the combination of strong labor markets, resilient consumer 
spending, and corporate profits will be enough for the economy to avoid being declared in a recession until the 
first quarter of 2023. 

Inflation pressures have broadened beyond the narrow categories impacted by the pandemic and now risk 
becoming entrenched in price setting for the economy.  We believe that headline inflation should continue to 
move higher in the short term, driven primarily by rising energy and food costs.  We expect Core PCE inflation, 
which excludes food and energy, to modestly decline from 4.7% in May to 4.25% by year-end, based on slowing 
consumer demand and a gradual improvement in supply bottlenecks. 

Unfortunately, the improvement in inflation will likely not come fast enough to dissuade the Federal Reserve from 
its current aggressive front-loading of rate hikes.  With the shift from inflation risks to recession concerns, futures 
markets suggest that investors have reduced their expectations for the peak in the federal funds target rate from 
4.0% to 3.5%, but that level still resides slightly higher than our view for a peak of 3.25%. 

Sector Analysis 
US Interest Rates 

Treasury yields were so volatile during the second quarter that the MOVE Index, which measures the volatility of 
US Treasury securities, spiked to levels not seen since 2009 at the height of the global financial crisis.  The Federal 
Open Market Committee (“FOMC”) raised the federal funds target rate by 75 basis points in June, the largest single 
increase since 1994.  The committee has now hiked its overnight funds target rate range by 150 basis points over 
the course of just three meetings. 

The front end of the US Treasury yield curve flattened considerably in the second quarter of 2022 as the yield on 
the 6-month US Treasury Bill increased from 1.02% to 2.49%.  The yield on the 2-year US Treasury Note ranged 
from 2.33% to as high as 3.44%, closing the quarter at 2.95%, while the benchmark 10-year Treasury Note yield 
climbed to as high as 3.47%, and ended the quarter at 3.01%.  Given the current hawkish stance of the FOMC, 
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persistently high inflation and higher short-term rates, portions of the yield curve flattened and inverted along the 
long end. 

 

Short-maturity rates increased mostly due to expectations for a significantly higher federal funds rate in 2023, 
while rates at the long end of the curve reflect investor views regarding inflation expectations, forward growth 
estimates and real interest rates.  The flattening of the yield curve in the second quarter of 2022 reflects market 
expectations regarding slower economic growth, higher inflation expectations and a hawkish.  We believe the 
market is pricing a higher federal funds rate than that which will be achieved over the next two years, keeping the 
yield curve flat and possibly inverted.  In the medium term, longer-term rates should remain volatile and drift 
lower while trading within a range of between 20 basis points and 25 basis points. 

Securitized Products 

The bond market rout continued in the second quarter of 2022 as inflation continued to move higher and the 
Federal Reserve indicated its top priority was to take policy actions that would reduce headline inflation, which 
includes food and energy prices.  Historically, the Federal Reserve has targeted core inflation, which excludes food 
and energy prices.  But due to the multi decade high inflation this cycle, the Federal Reserve says it will use 
reported headline inflation measures to guide monetary policy decisions.  This monetary policy stance drove 
interest rates higher and spiked volatility. 

 

In the second quarter of 2022, fixed income returns were universally negative.  The Bloomberg MBS Index 
returned -4.01% for the quarter bringing the year-to-date total return to -8.78%.  The CMBS Index performed 
modestly better with a -2.85% total return while the ABS Index, with the shortest duration of the three securitized 
indices, produced a total return of -0.91% for the second quarter. 
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Mortgage-backed spreads continued to widen during the quarter.  Using the current coupon spread to the 5-year 
and 10-year US Treasury blend, mortgage spreads widened from 109 basis points to 135 basis points, a level 
approximately one standard deviation wide of the 110-basis point post-great financial crisis average.  Major non-
total return investors, including the GSEs (Fannie Mae and Freddie Mac) and the US Federal Reserve itself, exited 
the mortgage-backed securities market as buyers in recent periods, causing investors to search for a market 
clearing level price.  The exit from the market by the GSEs and the Federal Reserve leaves a smaller base of 
investors to make up the difference, and those remaining investors have multiple investment alternatives from 
which to choose.  Mortgage-backed securities now have to compete for investor dollars with those alternatives, 
putting downward pressure on prices.  Additionally, wider overall investment credit spreads further reduced the 
price investors are willing to pay for mortgage-backed securities.  As a result of this spread widening, the 
Bloomberg MBS Index generated -98 basis points of excess return versus Treasuries. 

The Bloomberg ABS Index option adjusted spread widened from 57 basis points to 75 basis points in the second 
quarter of 2022, resulting in -11 basis points of excess returns versus US Treasuries.  ABS supply has been running 
slightly above last year but is anticipated to slow in the second half of 2022 due to market volatility; investors 
expect overall supply to decline 5% to 10% for the entire year.  Once again, auto-backed ABS is expected to 
dominate originations with esoteric and other categories trailing.  Current estimates expect approximately $260 
billion in total ABS issuance in 2022 versus $284 billion in 2021.  Much like the credit sectors of the market, 
positioning in the capital structure and liquidity concerns significantly impacted ABS performance.  Subordinated 
classes widened in spread significantly more than senior classes, and less liquid, smaller issuer shelf names 
suffered more than top tier shelfs.  Fundamentally and structurally, the broad ABS market is holding up well. 

Market turbulence caught up with CLOs during the second quarter as the loan market sold off by approximately 
5.5 points.  According to the Palmer Square CLO indices, AAA CLOs widened 52 basis points to a discount margin of 
182 basis points, AA CLOs widened 80 basis points to a discount margin of 266 basis points, A CLOs widened 
92 basis points to a discount margin of 325 basis points and BBB CLOs widened 115 basis points to a discount 
margin of 466 basis points.  The dispersion around these levels is quite large depending on deal specifics and 
manager tiering.  Wider spreads on CLO debt effectively shut down refinance and reset activity, while new issue 
volumes slowed dramatically.  New issue volume declined 15% versus 2021 to $71.6 billion. 

The CMBS market performed poorly and experienced meaningful spread widening, although to a lesser degree 
than the corporate credit sector.  The Bloomberg CMBS Index ended the period 16 basis points wider, producing -
36 basis points of excess return.  Notably, agency CMBS market and non-agency CMBS performed very differently 
from each other.  The agency CMBS Index benefited from its government guaranteed status and actually provided 
50 basis points of positive excess return while the non-agency CMBS Index performed more like the credit sectors 
generating -108 basis points of excess return.  Origination in the non-agency space was biased toward single-asset 
single-borrower (SASB) deals and CRE CLO issuance.  Year-to-date conduit issuance totals $16.4 billion, comprising 
only 22% of total non-agency CMBS issuance. 

It appears that the economy is slowing markedly while the Federal Reserve tightens monetary policy aggressively 
in the hope that inflation will recede.  Market volatility prevailed in the second quarter of 2022, and we expect that 
to continue.  In general, the market for securitized assets tends to benefit from a flight to quality bid as credit 
sectors deteriorate.  The most significant challenge facing the MBS sector is determining relative value versus 
other investable fixed-income sectors.  Although a bit of a moving target given the recent widening in credit 
spreads, MBS widened dramatically year-to-date, and we anticipate that we will reduce our underweight to the 
sector relative to the benchmark.  The supply and demand dynamic for MBS is becoming more balanced as 
origination dropped off just as the Federal Reserve began to let MBS holdings roll off its balance sheet.  We expect 
the ABS sector to continue to benefit from its high quality and short average life characteristics as markets remain 
volatile.  We expect to maintain our overweight to the sector with a bias toward senior bonds and more liquid 
trading shelves.  We reduced CLO holdings for accounts that can hold them based on our viewpoint that credit will 
remain challenged.  While fundamentals remain structurally sound, CLOs, especially those rated BBB, can 
experience extreme price volatility, a risk that we strive to minimize.  In our opinion, of all the major securitized 
sectors, CMBS faces the largest fundamental headwinds.  While the prospects for hospitality properties recovered 
as leisure travel resumed, business travel remains very depressed.  In addition, office space occupancy continues 
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to significantly lag pre-pandemic levels, creating pessimism regarding future rent rolls and space commitments as 
existing leases expire.  We don’t expect any further significant recovery in the retail segment of the market either, 
as shop from home habits will likely prove more durable than work from home attitudes.  Add to this higher US 
Treasury rates this year, and we expect that CRE cap rates will have to increase.  Deutsche Bank estimates that CRE 
valuations could drop 5% to 10% as cap rates rise.  Consequently, we plan to remain very defensive in our CMBS 
positioning. 

 

Credit Spotlight 
 

Housing Affordability and the Economy 

Three primary factors influence housing affordability: 1) home prices, 2) mortgage rates, and 3) personal income.  When the pandemic hit, 
home price appreciation skyrocketed as demand for housing far outstripped supply.  In reality, demand for single-family residences 
increased sharply, but the supply of homes available for sale plummeted.  The imbalance between supply and demand created one of the 
strongest home price appreciation environments ever experienced.  As measured by the S&P CoreLogic Case-Shiller National Home Price 
Index, year-over-year price appreciation jumped from approximately 3% to 20%. 

 

In response to the locking down of the economy, the Federal Reserve, anticipating a sharp contraction in US economic growth, lowered 
short-term interest rates to zero and longer-term interest rates followed.  Mortgage lending rates fell to historic lows, as measured by the 
Mortgage Bankers Association (“MBA”) 30-year Contract Rate which fell to 2.85% on December 11, 2020.  These low interest rates helped 
to support a strong housing market despite historically high price appreciation.  With the onset of persistently high inflation in the second 
half of 2021 and the Federal Reserve’s pivot toward an aggressively restrictive monetary policy, interest rates have risen in dramatic 
fashion.  The 10-year US Treasury Note yield rose approximately 200 basis points, from 1.5% at the beginning of the year to 3.5% in June 
2022.  Interest rate markets have not experienced such a large and swift sell off in decades.  Mortgage rates increased just as quickly, but 
to a larger degree, rising approximately 300 basis points to levels not seen since prior to the 2008 financial crisis. 
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Investment Grade Credit 

During the second quarter of 2022, growing recessionary fears and an accelerated Federal Reserve interest rate 
hiking trajectory put downward pressure on investment grade credit markets.  The OAS on the Bloomberg US 
Corporate Bond Index widened 39 basis points in the period to generate a total return of -7.3% and an excess 
return versus comparable US Treasuries of -145 basis points.  Corporate bond performance in the first quarter was 
equally poor and contributed to an excess return of -290 basis points for the first half of 2022.  However, despite a 
tumultuous start to the year, the investment grade bond market remained open as issuance volumes in the first 
half of 2022 declined only slightly versus the comparable prior year period. 

Overall primary investment grade bond supply declined 5% year-over-year in the first half of 2022, and much of 
the year-to-date supply was front-loaded in January through April (averaging $143 billion per month) whereas the 
May to June period registered less activity (averaging $80 billion per month).  Many corporate issuers 

Credit Spotlight (continued) 
 
With regard to personal income, the third element of housing affordability, it is appropriate to consider national wage growth measures.  
The latest non-farm payroll report reveals that average weekly earnings grew at a year-over-year rate of more than 5.5%.  This represents 
solid growth from a historical perspective, but hardly enough to offset the dramatic increase in average mortgage costs.  For example, 
according to the July 6, 2022 MBA weekly housing report, the 30-year mortgage contract rate reached 5.74% and the average loan size for 
home purchases totaled $405,200.  Those statistics imply an average monthly payment of $2,362.  A year ago, the 3.15% 30-year contract 
rate and $405,300 average purchase price implied an average mortgage payment of $1,741.  The increase in mortgage rates resulted in a 
35% increase in monthly mortgage payment, and 5.5% wage growth hardly offsets a move of that magnitude. 

Both survey data and calculated affordability indices confirm a poor housing market environment.  Since 1978, The University of Michigan 
Consumer Sentiment Survey (the MCSS) asks respondents whether it is a good time to buy a house.  This past June’s MCSS suggests that 
measure of home affordability fell to the lowest level seen since the recession of 1981.  For perspective, the index based on the MCSS 
inquiry into the environment for home purchases dropped last month to 43; compared to the low in 1981 of 37.  The National Association 
of Realtors (“NAR”) calculates an affordability index (see chart below) that incorporates our three affordability inputs; at current levels, it 
suggests that housing affordability resides significantly lower than any time since the 2008 financial crisis. 

 

One might suspect that given the historically bad environment for home buying, that investors should anticipate a housing crisis like the 
one that caused the 2008 financial crisis.  As shown in the chart above, it appears that affordability is on par with the levels registered 
prior to the 2008 financial crisis, but that sentiment today is far worse.  However, we believe the data is somewhat misleading.  Following 
the 2008 financial crisis, banks tightened residential lending standards.  Consequently, the amount of leverage in the housing system today 
is much lower.  Notably, prior to 2008, the number and type of mortgage affordability products flourished, and included structures such as 
“pay option” loans.  Lenders routinely failed to verified the homeowner’s ability to pay and actively marketed loans that relied on stated 
income and stated asset underwriting. 

There is no doubt that the last twelve months of home price appreciation, fueled by low interest rates and easy monetary and fiscal 
policies, has felt like a bubble. Almost certainly, the rate of home price appreciation will decelerate to more sustainable levels and may 
even turn negative for a period of time.  That said, we do not expect a broad housing market meltdown or systemic crisis to result from 
the normalization of pricing in today’s housing market. 
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opportunistically pulled forward debt issuance to capitalize on lower funding costs available early in the year.  
Indicative of the rapidly deteriorating sentiment in May and June, credit spreads and yields materially widened for 
borrowers attempting to access the market late in the second quarter of 2022.  While the slowdown in primary 
market activity likely resulted in some excess cash sitting on the sidelines, the growing backlog in primary issuance 
and resulting supply overhang could negatively impact secondary spreads for months to come. 

US investment grade corporate bond spreads reached new wides for the year in June, driven by a combination of 
declining expectations for US GDP growth and other technical factors including continued outflows and increased 
dollar hedging costs for international investors.  As of July 8, 2022, the investment grade corporate bond market 
endured a record 19 consecutive weeks of fund outflows.  In total, over $51 billion of capital flowed out of 
investment grade corporate bond funds in the second quarter.  Recent data suggests that this trend is moderating. 

The best-performing industries and sub-segments of the Bloomberg US Credit Index on an excess return basis 
included construction machinery, non-discretionary consumer products, pharmaceuticals, environmental and non-
corporates.  Metals & mining, media / entertainment, financial companies, tobacco and home construction ranked 
among the worst-performing industries and sub-segments during the quarter. 

Corporate fundamentals and the US consumer remain relatively healthy.  Nevertheless, inflationary trends and the 
increasing possibility of a recession create the potential for decelerating revenue growth and margin compression 
for investment grade issuers.  Those same forces dampened consumer sentiment in recent weeks and cause 
investors to question the overall strength of consumer balance sheets.  With this deteriorating macro picture as 
the backdrop, the Federal Reserve remained steadfast in its objective to rein in inflation by tightening financial 
conditions and slowing economic growth.  Investment grade corporate bond yields currently reside somewhat off 
their recent peak registered in mid-June 2022 and we believe the increased risk of a recession has not fully been 
priced in.  As markets attempt to recalibrate and price in an adequate level of risk, we expect that spreads will 
widen further and therefore maintain an underweight position in investment grade credit with a preference for 
up-in-quality and liquid, on-the-run bonds. 

High Yield 

Following a challenging first quarter in which quickly rising interest rates served as the primary driver for negative 
returns, losses accelerated in the second quarter of 2022 as the Federal Reserve started what is expected to be an 
aggressive tightening cycle to curb persistently high inflation, raising the risk that the US economic growth could 
deteriorate in coming quarters.  The Bloomberg US Corporate High Yield Bond Index (the “High Yield Index”) lost 
another 9.83% in the second quarter to bring the year-to-date total return to -14.19%, the largest ever first-half 
total return loss.  As the market started to price in the risk of a potential recession, lower-quality tiers of the high 
yield market underperformed, with CCCs losing nearly 13% in the quarter, underperforming double-Bs (-8.4% total 
return) and single-Bs (-10.8%).  This theme proved evident at the sector level as well, as less cyclical industries such 
as food and beverage (-6.5% total return), restaurants (-7.4%), and packaging (-7.7%) outperformed sectors more 
vulnerable to higher rates and weaker economic growth, including retail (-13.6%), building / construction materials 
(-12.9%), and leisure (-12.8%).  On a spread basis, the High Yield Index gapped 244 basis points wider to +569 basis 
points, exceeding the late-2018 wides, while the yield-to-worst spiked nearly 300 basis points to 8.89%, a level last 
seen in March 2020 during the depths of the pandemic. 

If Federal Reserve tightening induces a recession, corporate fundamentals will be starting from relatively solid 
footing, as credit metrics based on first quarter 2022 earnings largely reside near pre-pandemic levels.  High yield 
issuer revenues and EBITDA both increased approximately 20% year-over-year in the first quarter of 2022, while 
leverage improved to 4.6x from 4.7x in the fourth quarter of 2021 (well off the 6.1x high registered in the fourth 
quarter of 2020).  Default activity increased slightly in the second quarter (four issuers with debt totaling $9.7 
billion), but the default rate remained under 1% at the end of June 2022 (compared to a long-term average default 
rate of approximately 3.2%).  Although ratings upgrades continue to outweigh downgrades, the rating agencies 
have slowed the upgrade wave that characterized the past few quarters, and the LTM upgrade / downgrade ratio 
has rolled over from 3.3x in the first quarter to 2.9x at the end of June 2022.  Looking forward, earnings represent 
a major risk for high yield fundamentals, even if the economy avoids a recession.  Rising input and labor costs, as 



Page 8 
 

 

© 2022 DUCENTA SQUARED ASSET MANAGEMENT www.ducentasquared.com 

well as supply chain disruptions, pose a risk to credit metrics in coming quarters, while shareholder friendly 
behavior (share buybacks and dividends) could exacerbate risks for bondholders as the economic cycle progresses. 

After a wave of refinancing-driven supply last year, higher yields and market volatility put a significant damper on 
the new issue market in the first half of 2022.  Just shy of $25 billion of high yield bonds priced in the second 
quarter, bringing the year-to-date total to $71 billion, a remarkable 75% decline from the first six months of 2021.  
While lower primary supply might normally provide a technical tailwind, the reality is that challenging market 
conditions leave access to capital restricted at this point.  Continued retail outflows, now totaling over $42 billion 
year-to-date, also hamper the technical backdrop.  Several large LBO financings remain on the calendar for the 
second half of the year, which likely limits potential improvements to technical until those deals clear.  However, 
given the wave of refinancings last year, the need for most high yield issuers to tap the market appears minimal, 
leaving many companies on the sideline until market conditions improve. 

After the sharp widening of high yield spreads in the second quarter, there is significantly more cushion built into 
valuations as the Federal Reserve slams the brakes on the US economy.  However, even at current levels of 
approximately 550 basis points, spreads are still only in the “average” long-term range, a point that has not proved 
stable historically.  The risk is the spreads could still eclipse the 800-basis point level that represents past 
recessionary valuations.  While the market could be poised for a breather after a brutal second quarter, we expect 
more volatility this year and remain cautious so long as the Federal Reserve focuses on fighting inflation. 

Leveraged Loans 

As the Federal Reserve accelerated the pace of its tightening cycle, leveraged loans continued to outperform all 
other corporate credit sectors in the second quarter.  The Credit Suisse Leveraged Loan Index (the “CSLLI”) 
returned -4.35% in the three months ended June 2022, the asset class’s largest loss since the first quarter of 2020, 
but still a notable outperformance compared to the nearly 10% loss in the US high yield market.  As concern 
shifted to a possible US recession in coming quarters, lower-quality loans suffered the sharpest losses, with CCCs 
returning -7.6% and split BB / BBBs losing just 2.3%.  The higher interest rate backdrop hit rate-sensitive segments, 
with the housing and consumer durables sectors both losing more than 6.5%, while less cyclical industries such as 
utilities and food & beverage lost less than 3%.  Average loan prices dropped nearly 5.5 points in the quarter to 
slightly under 92, a two-year low, while spreads widened +209 basis points to +658 basis points (as measured by 
the 3-year discount margin).  With the Federal Reserve raising rates in both May and June (by a combined 125 
basis points), LIBOR jumped 132 basis points in the quarter to 2.29%, which contributed to the 257-basis point 
increase in the average loan yield to 9.67%, the highest level attained since March 2020. 

As of first quarter 2020 earnings season, loan market credit fundamentals do not yet reflect the expected 
economic weakness or higher rates.  EBITDA growth slowed to a still-impressive 20% year-over-year pace, and 
gross leverage declined to 4.2x, which resides below the 2019 average.  After a default-free first quarter of 2022, 
six issuers defaulted in the second quarter, resulting in slight uptick in the 12-month default rate to 0.68% from 
just 0.39% at the end of March.  Although credit fundamentals continue to improve, upgrades have slowed, leaving 
the upgrade / downgrade ratio roughly even on a year-to-date basis.  With the Federal Reserve intent on slowing 
the US economy, fundamentals appear challenged going forward, a particular risk for the leverage loan market 
given its concentration of highly-leveraged, private equity-owned issuers exhibiting lower average credit quality 
than the high yield market. 

Loan market technicals deteriorated in the second quarter of 2022 as retail flows turned negative (-$3.1 billion 
versus $19.6 billion in the first quarter of 2022) and primary market investors grew more discerning.  On a 
constructive note, the CLO market proved resilient, as approximately $41 billion in new issuance priced during the 
second quarter, up from $31 billion in the first quarter of 2022.  Primary loan market issuance slowed in the 
quarter to approximately $61 billion, approximately half the quantity absorbed in the first quarter of 2022.  With 
fundamental credit concerns overtaking the allure of floating rate product during the second quarter, we 
anticipate that loan market technicals will be more challenged as investors wait to see the economic and credit 
impact of the Federal Reserve’s current rate hiking cycle.  Furthermore, several large LBO financings remain on the 
calendar for second half of the year, which likely limits the potential technical improvements until those deals 
clear. 
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As investors begin to increasingly focus on credit risk versus interest rate risk, we expect that loans will struggle to 
continue to outperform high yield bonds in the second half of 2022.  Single-B issuers dominate the loan market 
(compared to the double-B dominated high yield market), and these companies could experience the dual 
challenge of significantly higher interest expense burdens and deteriorating earnings trends.  Despite this, loan 
valuations should continue to benefit from the Federal Reserve’s tightening policy, making the relative value 
proposition versus high yield bonds attractive so long as future rate hikes remain priced into rates markets. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Disclaimers 

This report is prepared for informational purposes only.  It does not consider the specific investment objective, financial situation or particular 
needs of any recipient.  Ducenta Squared Asset Management is not soliciting any action based on this report, and the report is not to be 
construed as an offer to sell or solicit investment management or any other services.  The information and opinions contained herein have been 
compiled or arrived at based on information obtained from sources believed to be reliable and in good faith, but we do not represent that it is 
accurate or complete and it should not be relied upon as such.  Opinions expressed are our current opinions as of the date appearing on the 
material only and are subject to change without notice. Index returns do not reflect the effect of management fees.  No part of this publication 
may be copied, photocopied or duplicated in any form or by any means without Ducenta Squared Asset Management’s prior written consent. 

Past performance is no guarantee of future results. 

The MOVE Index is a measure of US interest rate volatility that tracks the movement in US Treasury yield volatility implied by current prices of 
one-month over-the-counter options on 2-year, 5-year, 10-year and 30-year Treasuries. 

The Bloomberg US Aggregate Bond Index is a broad-based flagship benchmark that measures the investment grade, US dollar-denominated, 
fixed-rate taxable bond market.  The index includes Treasuries, government-related and corporate securities, MBS (agency fixed-rate pass-
throughs), ABS and CMBS (agency and non-agency). 

The Bloomberg US Credit Index measures the investment grade, US dollar-denominated, fixed-rate, taxable corporate and government related 
bond markets.  It is composed of the US Corporate Index and a non-corporate component that includes foreign agencies, sovereigns, 
supranationals and local authorities. 

The Bloomberg US Corporate Bond Index measures the investment grade, fixed-rate, taxable corporate bond market.  It includes USD 
denominated securities publicly issued by US and non-US industrial, utility and financial issuers. 

The Bloomberg US Corporate High Yield Bond Index measures the USD-denominated, high yield, fixed-rate corporate bond market.  Securities 
are classified as high yield if the middle rating of Moody's, Fitch and S&P is Ba1 / BB+ / BB+ or below.  Bonds from issuers with an emerging 
markets country of risk, based on Barclays EM country definition, are excluded. 

The Credit Suisse Leveraged Loan Index tracks the investable market of the US dollar denominated leveraged loan market.  It consists of issues 
rated “5B” or lower, meaning that the highest rated issues included in this index are Moody’s / S&P ratings of Baa1 / BB+ or Ba1 / BBB+.  All 
loans are funded term loans with a tenor of at least one year and are made by issuers domiciled in developed countries. 


