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Even before the Silicon Valley Bank collapse, investors had a long list of concerns 
as they braced for a potential recession. Last year, they witnessed the destruction of 
trillions in market value amid worries about record-high inflation, aggressive interest 
rate hikes, the war in Ukraine and China’s evolving COVID policy. Now, you can add 
banking system instability to that list.

After this painful stretch, we think staying focused on fundamentals is more 
important than ever. In this issue of Investment Outlook, we’ll discuss why we believe 
investors should pay more attention to economic and security-specific factors than 
macro forces they can’t control.

Recession Is Likely

We believe the banking crisis accelerates the timeline to 
recession. There are still many unknowns, including its 
depth, duration and magnitude. 

The market’s appetite for risk also remains a concern. 
Economic indicators are trending down, but the fast start 
to 2023 for riskier assets suggests some investors were 
focusing on the upside potential of a Federal Reserve (Fed) 
policy pivot. But even though they declined recently, stock 
valuations may still be too optimistic, in our view.

In addition, the political showdown over the U.S. debt ceiling 
is still playing out. We think a default on U.S. government 
debt is improbable, but congressional agreement on raising 
the borrowing limit is unlikely until the last minute. Political 
brinksmanship could make investors nervous.

Stabilizing Fed Policy May Be Positive for Investors

Inflation is proving to be sticky. But it’s trending lower, and 
we believe this shift puts the end of the Fed’s rate-hiking 

campaign in sight. A more stable monetary policy could be 
favorable for investors. 

In a recent study, my colleague Radu Gabudean found that 
stock and bond prices tend to move in the same direction 
when the Fed is active. 

This scenario played out in 2022 as the central bank raised 
interest rates seven times, including four consecutive 
hikes of 0.75%. The Fed’s aggressiveness overshadowed 
economic conditions and the fundamental attributes of 
individual securities. It also helps to explain why stock and 
bond prices fell in tandem last year.

Our study also showed that stock and bond prices are less 
correlated when monetary policy is stable. Such periods 
allow investors to place greater emphasis on economic 
growth, corporate earnings, bond yields and other 
characteristics that traditionally influence security prices.  
If the Fed’s aggressive hikes are complete, markets may  
be heading toward more normal stock and bond  
market behavior. 

VICTOR ZHANG
Chief Investment Officer 

American Century Investments

Focusing on Fundamentals 
Amid Capital Market Jitters

INTRODUCTION
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Our Fixed Income Outlook Is More Optimistic

After last year’s Fed-fueled rout, we find the bond market 
in a much better position. From government securities to 
high-yield bonds, yields are higher than at any time in the 
last 20 years. We think this is a good starting point.

From a price perspective, we’re focused on inflation, the 
Fed and a looming recession. 

We believe inflation has peaked despite entrenched 
inflationary forces that will likely continue to put upward 
pressure on prices. Even so, we don’t think the Fed will 
rush into easing. Instead, we believe central bankers will 
heed the lessons of the 1970s and to ensure they stamp 
out the embers of inflation.

The downside to this hawkish approach is that it makes a 
recession more likely. Though painful, a recession could be 
positive for bond prices if investors turn to the asset class 
for perceived safety. 

Value and Quality Have Room to Run

We believe an extended period of higher interest rates will 
help sustain the equity-style leadership shift toward value. 
With ultra-low rates behind us, many investors are less 
comfortable owning businesses with high expectations for 
future earnings growth but little in the way of current profits.

We also think a company’s financial strength and business 
model will remain at the forefront. When rates were near 
zero, many lower-quality companies survived due to their 
reliance on cheap debt. We expect today’s higher cost of 
borrowing to spur a significant rise in debt service costs 
and pressure earnings.

More financially sound companies could fare better as the 
economy weakens. We believe the strongest companies 

can survive a downturn and gain market share as weaker, 
lower-quality competitors struggle or go under.

We’re Cautious But Watching for Opportunities

We expect elevated inflation, high interest rates, tight credit 
conditions and geopolitical tension to continue to plague 
consumers, investors and markets. The famed economist 
Milton Friedman once said that the impact of monetary 
policy has a long and variable lag.  

The economically cyclical housing sector could indicate 
where things are headed. Historically, housing is 
susceptible to directional changes in the economy and is 
the first sector to enter and exit a recession. 

From an asset allocation perspective, our multi-asset 
team isn’t ready to move from its conservative positioning. 
However, we’re watching for opportunities among riskier 
assets, such as real estate investment trusts (REITs) and 
U.S. and non-U.S. stocks, including emerging markets. 

In the meantime, we believe maintaining inflation protection 
remains appropriate, given the expected stubbornness of 
higher prices and wages. 

Furthermore, we believe bonds are likely to demonstrate 
their diversification and risk-reduction benefits once again. 
And in general, asset class performance and correlations 
should reflect underlying economic fundamentals. 
Therefore, we believe a diversified strategy incorporating 
higher-quality stocks and bonds may be better positioned 
to withstand market turbulence.

Thank you for entrusting us with your capital.

INTRODUCTION
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The bank crisis should accelerate the recession timeline. We expect 

banks to tighten their lending standards, essentially doubling down 

on the impact of the Federal Reserve’s rate-hiking regime.

KEY TAKEAWAYS
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KEY TAKEAWAYS

Caution is shaping our mindset. With unanswered questions about the 
depth, duration and magnitude of a likely recession and new worries about 
bank stability, we’re maintaining a conservative stance with an emphasis on 
higher-quality securities.

Bond yields are back. After the Fed-fueled rout, fixed-income investors 
entered the year at a good starting point with yields at or near multi-year 
highs across bond sectors.

It’s still too early to be aggressive. Although stocks have shown signs 
of life to open the year, a likely recession and shrinking corporate earnings 
could lead to a bumpy road ahead.

Emerging markets (EM) equities may be poised to turn the corner. 
We believe EM corporate earnings have bottomed and may be on pace to 
recover faster than developed markets.   

ESG pushback is a U.S. issue. An American Century Investments 
survey reveals that impact investing’s appeal is growing, except in the U.S., 
where the term “ESG” (environmental, social and governance) has been 
politicized. Despite recent pushback, U.S. interest in impact investing has 
grown significantly since 2016.
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GLOBAL MACROECONOMIC  
OUTLOOK

Tighter Financial Conditions to Weigh on U.S. Growth

While recent U.S. economic data has been mixed, we believe the factors weighing 
on growth will prevail. Despite moderating inflation and healthy labor market data, 
the extended period of high consumer prices combined with restrictive monetary 
policy likely will trigger a recession. 

But the depth and timing of the downturn remain uncertain, largely due to the long 
and variable lag associated with monetary policy’s economic fallout. Persistently 
high inflation hasn’t afforded the Federal Reserve (Fed) the time to gauge the 
economic impact of previous rate hikes, putting growth at risk.

Mild Winter May Aid European Economies

A relatively mild winter has tempered energy prices, which may help European 
countries avoid a severe recession. Similar to conditions in the U.S., rising interest 
rates, still-high inflation and contracting factory activity are stifling growth. 

Weak retail sales and sinking consumer and business confidence also point to a 
pending downturn. On a positive note, the services sector rebounded late in 2022 
amid renewed financial sector activity and post-COVID tourism.

China Faces Tenuous Rebound

Despite lifting its COVID restrictions in late 2022, China is still confronting 
domestic and global economic challenges. Moderating exports, declining retail 
sales, a weak housing market and tighter global financial conditions remain 
headwinds to China’s economic rebound. 

We expect growth to gain more traction in the second quarter, supported by 
a rebound in service consumption and property market stabilization. Other 
developing countries face mixed economic outlooks, but we still expect commodity 
exporters to generally fare better than commodity importers.

Recession is still the most likely outcome.

GLOBAL ECONOMY

A relatively mild 

winter has tempered 

energy prices, which 

may help European 

countries avoid a 

severe recession.

“

Global Fixed Income team’s view as of 3/15/2023.
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U.S. Inflation Persists

Headline and core inflation likely have peaked, but we believe consumer prices 
will stay elevated and notably higher than the Fed’s target. While core goods 
prices have been declining, core services costs — particularly rent and labor — 
remain elevated and should keep inflation well above the Fed’s target. 

Rising interest rates and a slowing economy likely will continue to slow down 
demand and cool cyclical inflation. However, if inflation becomes embedded in 
wages, services inflation won’t easily subside. In addition, deglobalization trends 
and labor force shortages likely will keep structural inflation firm through the year.

Prices Ease Off Record Highs in Europe

Relatively mild winter weather helped Europe avert a feared energy crisis and 
push inflation off its record high. Similarly, U.K. inflation retreated from a 41-year 
high amid falling energy prices and aggressive central bank tightening. 

Still, inflation remains well above central bank targets, and the ongoing war in 
Ukraine continues to threaten the region’s energy supplies and food prices. 
Additionally, if wage growth persists and pressures a broader set of prices, 
inflation may prove to be more entrenched in the European and U.K. economies.

Inflation in China Edges Higher

While inflation in China remains below its central bank’s target of 3%, sharply 
rising food prices recently fueled an uptick in the headline rate. The politburo 
attributed rising prices to a demand resurgence following COVID lockdowns and 
the Lunar New Year holiday. 

China’s inflation rate remained sharply lower than inflation in developed markets 
and most other emerging markets (EM). Energy prices, monetary policy and 
currency devaluations have led to unusually high inflation in parts of the  
developing world. 

Relief from higher prices remains elusive.

INFLATION
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GLOBAL MACROECONOMIC  
OUTLOOK

Fed Still Wary of Inflation
With the Fed downshifting its rate hikes and some economic indicators slowing, we suspect 
the central bank’s tightening campaign will wind down. But with inflation still above the  
Fed’s comfort zone and the job market still robust, we don’t think policymakers will quickly 
pivot policy. 

While the recent banking sector meltdown raised questions about Fed rate-hike plans, we 
still believe inflation concerns will drive near-term policy. The Fed appears more comfortable 
with the consequences of overtightening than the dangers of persistently high inflation. The 
central bank wants to make sure inflation’s slowdown continues and the labor market softens 
before changing course. Current market forecasts call for Fed tightening to conclude soon 
and Fed easing to begin later in the year.

European Policymakers Stay Vigilant
Central bankers in the U.K. and Europe believe inflation likely has peaked, but they’re not 
willing to reverse course any time soon. With borrowing costs at a 15-year high, the Bank of 
England (BofE) dropped its pledge to keep raising rates “forcefully.” 

Observers expect policymakers to start reducing the pace of rate hikes as inflation eases 
further. In the wake of record-high inflation, the European Central Bank (ECB) expects 
further rate hikes will be necessary to reach the target inflation rate. Forecasts suggest the 
key BofE lending rate will peak at 4.5% in the second quarter of 2023, while the ECB’s rate 
may exceed 3.5%.

China’s Rates Unchanged
Despite mounting economic headwinds, the People’s Bank of China has held its key lending 
rates steady since August 2022. Nevertheless, policymakers remain willing to cut the 
benchmark mortgage rate if the crucial housing market recovery falls short. Maintaining 
stable policy rates should prevent U.S.-China interest rate differentials from widening too far 
while helping to stabilize the yuan. Elsewhere, many EM central banks have been  
aggressive in hiking rates to combat inflation, having ended or nearing the end of their 
tightening campaigns.

Rates remain higher for longer.

MONETARY POLICY
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Longer-Maturity Treasury Yields Likely to Ease

Amid elevated inflation and aggressive Fed tightening, U.S. bond yields recently 
climbed to multiyear highs. Volatility stemming from banking sector unrest recently 
pushed yields lower. In the near term, we expect continued sharp movements 
in short-maturity yields as the market digests ongoing volatility and the Fed’s 
response. As the Fed slows and ultimately ends its rate-hike campaign, shorter-
maturity Treasury yields should stabilize. However, with growth slowing and 
recession risk rising, longer-maturity yields likely will retreat, underscoring the 
potential advantages of extending duration. 

Policy Rates Push European Yields Higher

Elevated inflation and additional central bank tightening should continue to push 
shorter-maturity European and U.K. government bond yields to multiyear highs, 
even as recession risk escalates. However, similar to the U.S., longer-maturity 
bonds should begin to stabilize as the market discounts recession and an eventual 
pause in rate hikes later in the year. In the U.K., where the central bank has been 
raising rates since December 2021, government bond yields are rising faster than 
their eurozone counterparts. We expect rates to peak in mid-2023, as growth 
slows, and central banks pause their rate-hike campaigns.

Emerging Markets Rates Remain Higher

Other than China, government bond yields in EM countries are generally higher 
than yields in most developed markets. Facing high inflation and potential currency 
devaluations, many EM central banks started raising rates before their peers in 
developed markets. We believe this dynamic should offer some support to select 
EM currencies along with the potential for yield pickup from local rates.

Yields reach multiyear highs.

INTEREST RATES

Amid elevated 

inflation and 

aggressive Fed 

tightening, U.S. 

bond yields 

recently climbed to 

multiyear highs.

“
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U.S. EQUITY

We believe market volatility will remain high in 2023. The year-opening rally in stocks seems 
to have been based on the notion that inflation is falling and therefore the Federal Reserve 
(Fed) must be nearly finished raising interest rates. But, of course, to investors’ detriment, the 
market consistently underestimated both inflation and the Fed last year.

We can also point to stress in the banking system and the slowing pace of economic and 
corporate earnings growth as reasons to believe markets may face a bumpy road ahead. 
Geopolitical risks are also heightened, with the war in Ukraine continuing to have serious 
implications for energy markets. Tensions between China and the U.S. are further straining 
semiconductor production and global supply chains. Finally, the global trend toward 
nationalism/deglobalization will likely lead to lower economic productivity, which is a likely 
long-term drag on growth. 

In this environment, we expect an uncertain and volatile year.

Heightened Volatility Creates Opportunities

We believe near-term uncertainty presents attractive opportunities to investors willing to be 
patient with companies positioned to innovate and sustain growth over time. Indeed, we can 
point to the continuation and expansion of powerful, long-term secular growth  
trends, including: 

1. Corporate investments that bolster business continuity.

2. Government support for investments in renewable energy, infrastructure  
and manufacturing.

3. A more flexible and distributed remote work model that expands the labor pool.

4. Ongoing enterprise digital transformation that drives productivity.

5. A healthy financial sector that provides a capital buffer and support.

6. Ongoing innovation in the technology, financial, health care, consumer and  
industrial sectors.

We remain confident in our belief that well-run, high-quality companies with a capability for 
sustained long-term growth can outperform over time, despite short-term volatility. 

WE’RE FOCUSING ON THE ENDURING  
CASE FOR QUALITY GROWTH STOCKS KEITH LEE, CFA

Co-Chief Investment Officer  
Global Growth Equity
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U.S. EQUITY

The dust is far from settled, but we think the repercussions of the recent U.S. 
regional bank failures could play out for months or longer. The U.S. Treasury, 
Federal Reserve (Fed) and Federal Deposit Insurance Corp. (FDIC) stepped in 
quickly to help restore confidence in the banking system. Still, faith can be fleeting 
for jittery bank customers and investors.

The FDIC guaranteeing all deposits at the failed banks should lower the risk of 
contagion in the short term. Even so, many banks will continue to have outflows 
as customers move cash out of traditional accounts into higher-yielding vehicles 
elsewhere. Banks are also under pressure industrywide from losses on their 
investment portfolios due to rapidly rising interest rates.

Failed Banks Succumbed to Company-Specific Problems

It’s important to remember that the troubled banks have been experiencing 
company-specific problems. For example, Silicon Valley Bank’s (SVB’s) heavy 
exposure to tech-oriented venture capital assets is unique. Meanwhile, Silvergate 
Capital and Signature Bank had somewhat unusual exposure to the crypto 
industry. Most other regional banks don’t have comparable industry  
concentration risks.

SVB’s large average account size also stands out. Approximately 90% of the 
bank’s deposits exceeded the FDIC’s $250,000 coverage. The regional banks 
we hold tend to have a higher mix of insured deposits. Unlike the large account 
holders who pulled their money out of SVB, we believe the owners of smaller 
insured accounts are less likely to move their deposits. 

We’re Monitoring Risk and Watching for Opportunities

Our investment teams are closely monitoring the banks we hold in our portfolios 
to determine if they’re experiencing liquidity challenges. We’re also attempting to 
gauge capital levels, determine insured deposit levels and assess pricing pressure 
they may be feeling on deposit accounts. 

BANK CRISIS COULD HAVE 
LINGERING EFFECTS KEVIN TONEY, CFA

Chief Investment Officer  
Global Value Equity
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In addition, we’re actively adjusting portfolio holdings to reflect the evolving 
conditions. We’re open to adding or increasing positions in banks that we believe 
the market has unduly punished. They must meet our quality requirements, 
including having sustainable returns from diversified sources, strong capital and 
liquidity ratios, and solid management teams. 

Expect New Banking Regulations

We believe more regulation of small- and mid-sized regional banks is a likely 
outcome of this crisis. In our view, applying a tailored version of large-cap bank 
liquidity requirements to smaller institutions would be logical. Such reforms 
could eat into the profitability of mid- and small-cap banks, but the changes may 
be inevitable. The details of any legislation or regulatory action are yet to be 
determined, so there is a wide range of potential long-term cost outcomes.
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With the Fed nearing the end of its rate hiking cycle, we expect equity investors to 
turn their focus to the health of corporate earnings. Unfortunately, they’re shifting 
their attention at the same time our analysis suggests an earnings recession is on 
the horizon.

Earnings Are Vulnerable After Surging in Recent Years

Corporate earnings jumped dramatically from 2021 through mid-2022, benefiting 
from the 40-year high in inflation. At that time, companies raised prices amid 
supply chain disruptions caused by the pandemic and war in Ukraine. As a result, 
corporate profits grew much faster than inflation.  

Strong consumer spending and monetary and fiscal stimulus coming out of the 
pandemic helped fuel profit growth. While these conditions aided the economic 
recovery, they also resulted in prices rising faster than wages. We don’t think it’s 
a coincidence that faster inflation and slower wage growth occurred around the 
same time that corporate earnings soared. 

It’s a Tough Environment for Earnings Growth

Current conditions are essentially the opposite of the environment that supported 
the rapid rise in profits, and they suggest a much more challenging outlook for 
profit growth in 2023. With the decades-low unemployment rate, wage growth 
could well exceed inflation going forward.

Also, consider that corporate earnings have run far ahead of historical norms.  
Specifically, earnings have moved higher in a remarkably narrow band since the 
2008 Great Financial Crisis. See Figure 1. At the end of February, earnings were 
about 23% above this historical, long-term band. If we account for the effects of 
inflation, “real” corporate earnings are still around 18% above trend. This means 
that even if the Fed managed to shave inflation to 3%, earnings would still have to 
shrink by 15% to return to this long-term band. 

IS AN EARNINGS RECESSION  
ON THE HORIZON? PERUVEMBA SATISH, CFA

Chief Investment Officer 
Disciplined Equity

FOR FINANCIAL PROFESSIONAL/WHOLESALER USE ONLY    |    NOT FOR DISTRIBUTION TO THE PUBLIC



17

U.S. EQUITY

To be clear, we aren’t forecasting a 15% decline in corporate earnings for 2023. 
But depending on the level of inflation, earnings will have to fall to some degree to 
return to “normal.” To highlight the disconnect between where we are and where 
we may be headed, we’re seeing more analysis that indicates Wall Street expects 
corporate earnings to be unchanged year over year. 

Falling Earnings Suggest a Rough 2023 for Stocks

We’ve made our case for why we believe corporate earnings are going to fall in 
2023, and perhaps by a larger margin than many analysts currently expect. And 
yet, in the fourth quarter of 2022 and into the early months of 2023, stocks  
rallied sharply. 

Interestingly, the S&P 500 price-to-earnings (P/E) ratio at the end of February 
was just below 20. That’s roughly in line with where stocks traded in the decade 
before the pandemic. We just don’t believe a market rally is consistent with where 
P/Es are and our outlook for corporate earnings. 

FOR FINANCIAL PROFESSIONAL/WHOLESALER USE ONLY    |    NOT FOR DISTRIBUTION TO THE PUBLIC

Data from 12/11/1992 – 3/7/2023. Source: FactSet. Gray lines represent the typical range of EPS throughout the entire period.

FIGURE 1: 
Corporate Earnings Are Still Well Above Historical Norms
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Investors have grown weary of volatility driven by negative financial headlines. The almost 
daily push-pull of contradictory employment numbers and hotter-than-expected inflation data 
keep the threat of recession alive and continue to prevent market stability. Given expectations 
that central banks may slow or pause their rate-hiking campaigns, many investors may 
question the likelihood of a soft landing in 2023. Nonetheless, we believe the overall picture  
is improving.

Tight Monetary Policy Still Restrains Global Stock Markets

While global central banks are staying the course, the pace of interest rate hikes should slow. 
In the U.S., aspects of the economy have begun to exhibit evidence of slowing demand. The 
housing market has softened as mortgage rates escalated from around 2% to more than 7%. 
Housing can account for as much as 20% of U.S. gross domestic product (GDP) growth. 

Mixed Earnings, Consumer and Employment Data Cloud the Picture

Fourth-quarter earnings announcements suggest that retailers struggled with unsold 
inventories. While U.S. consumers continue to spend, we believe any excess cash 
accumulated during the lockdowns has dwindled considerably. Globally, demand for consumer 
goods has started to slow. 

The labor market remains healthy, despite confusing daily headlines about layoffs and staffing 
shortages. Overall, employment data indicate that the U.S. labor market is softening. The ratio 
of jobs to job seekers is starting to improve. Many large corporations, especially in technology 
and finance, have announced hiring freezes and layoffs.

With recession risk rising, we think it’s important to balance potential growth opportunities 
with earnings sustainability and valuation. We continue to see opportunities in companies with 
earnings resilience, strong balance sheets, manageable debt and company-specific strengths. 

We believe companies that don’t depend on the economic cycle to grow and deliver profits 
will be rewarded as growth become increasingly scarce. 

MODERATING MACROECONOMIC 
PRESSURES SHOULD HELP 
GLOBAL GROWTH EQUITIES

PATRICIA RIBEIRO
Co-Chief Investment Officer  

Global Growth Equity
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Some of the headwinds buffeting emerging markets (EM) last year continued to 
blow as the calendar changed over to 2023. However, we see several storylines 
that suggest EM equities may be headed toward recovery. Taken together, these 
have helped improve our 2023 outlook.

EM Valuations Are Compelling

EM stocks appear to be priced attractively with valuations at or below historical 
discount levels compared to developed markets.

EM earnings have bottomed and are seeing upgrades ahead of developed 
markets. While emerging markets have reversed some of their relative 
underperformance, we think valuations remain compelling. This is especially true 
if you believe, as we do, that EM earnings are bottoming while developed markets 
earnings contain further downside risks. China’s reopening should support an 
upturn in earnings momentum.

Emerging markets are near rate cycle peaks compared to developed markets. 
With less need for aggressive rate hikes as inflation data improves, monetary 
policy should be more predictable in 2023. 

A Moderating U.S. Dollar Helps

The U.S. dollar (USD) has paused its fall amid stronger-than-expected growth 
data. Still, we anticipate near-term support for the USD before it weakens toward 
the end of 2023. A weaker dollar has historically been associated with stronger 
EM equities. 

Relative gross domestic product (GDP) growth rates are encouraging, driven 
by resumed growth in China. China’s lack of growth was one of the strongest 
headwinds facing EM. Now, China is the only major economy accelerating into  
the new year, supporting GDP growth relative to developed markets. 

EMERGING MARKETS APPEAR 
HEADED TO A RECOVERY
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CHARLES TAN
Co-Chief Investment Officer

Global Fixed Income

JOHN LOVITO
Co-Chief Investment Officer

Global Fixed Income
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After a tumultuous 2022, we see opportunities for fixed-income investors in 2023. 
In general, bond yields are attractive across sectors and maturities. The economic 
backdrop and historical bond market performance patterns further support  
our confidence:

• Bond yields are back. Following the financial crisis, most bond yields hovered 
at or near record lows. The combination of easy monetary policy and low inflation 
helped keep interest rates at unusually low levels for an extended period. But 
that changed in 2022 as inflation soared, the Federal Reserve (Fed) abruptly 
and aggressively changed course, and bond yields climbed to multiyear highs. 
(Source: FactSet.)

• Slowing economy favors extending duration. While inflation has likely 
peaked, we believe deglobalization, an aging workforce and insufficient energy 
investments are keeping pricing pressures entrenched. Accordingly, we expect 
the Fed to hold rates higher for longer, increasing recession risk. If recession 
takes hold, yields on longer-maturity Treasuries likely will drop and generate 
gains for longer-duration strategies. 

• History fuels optimism. U.S. Treasury securities posted losses in 2021 and 
2022. A third-consecutive yearly loss would be historic. In more than 100 years, 
Treasuries never delivered negative returns three years in a row. Bonds have 
historically returned to their long-term average performance level after periods 
of unusually strong or weak returns.

HIGHER YIELDS HIGHLIGHT  
FIXED-INCOME OPPORTUNITIES



GLOBAL FIXED INCOME

23

With these factors shaping the backdrop, here’s how our sector teams are 
positioning portfolios:

U.S. Government

Fed policy has driven short-maturity Treasury yields to attractive levels. We also 
see value in extending duration. Yields at the intermediate-maturity portion of  
the Treasury yield curve appear to be peaking and likely will decline as the 
economy slows.

U.S. Securitized

Amid continued credit volatility, we favor short-maturity, senior credit securities 
offering attractive yield potential and minimal pricing volatility. We also believe 
collateralized loan obligations (CLOs) and commercial real estate CLOs remain 
appealing. After a significant rally, we have a neutral posture toward valuations in  
the agency mortgage-backed securities (MBS) sector.

U.S. Corporate

We are maintaining a more defensive posture amid ongoing market volatility and 
economic uncertainty. We expect inflationary pressures and slower economic 
growth to weigh on corporate profits and credit fundamentals. We expect spreads 
to widen, which we believe will create attractive buying opportunities. In terms 
of sectors, we believe U.S. banks remain subject to daily news flow. In our view, 
technical pressures from capital raising make the sector less attractive. We expect 
trading opportunities, but we plan to own the top-tier banks we deem survivors.

Municipal

We currently favor a neutral duration and expect to extend interest rate risk as 
relative value improves. We are generally finding attractive value in intermediate- 
and longer-dated securities. While favorable credit trends have moderated, credit 
fundamentals should remain durable amid an economic slowdown, supported by 
unspent federal recovery funds and reserve fund balances. Therefore, we continue 
to focus on higher-quality securities and sectors.
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Non-U.S. Developed Markets

We believe European inflation has peaked and therefore see value in long-maturity 
euro-denominated yields in core countries. We expect the European Central 
Bank to continue raising rates into the summer. Therefore, we recently initiated a 
moderate duration overweight via German bunds while maintaining our overweight 
in semicore countries, including France, Finland, Austria and Ireland. The region’s 
growth outlook remains weak, and we believe recession is likely. Elsewhere, we 
have increased our duration overweight in New Zealand, expecting inflation to 
peak and the central bank to end its hiking campaign. Also, we recently added an 
overweight in long-maturity rates in Australia, where we see relative value versus 
U.S. Treasury yields.

Emerging Markets 

After a difficult year of tighter global financial conditions and tenuous geopolitical 
conflicts, investor sentiment toward emerging markets started 2023 with a more 
positive tone. The reopening of China and improving global financial conditions 
have provided a hopeful tailwind for emerging markets. In our view, Latin American 
countries are better positioned to withstand further shocks. The region has already 
faced tighter monetary and fiscal policies, and inflation has generally peaked. 
Valuations appear attractive for select sovereigns with strong fundamentals. 
However, any stalling of financial conditions and a potential global recession in late 
2023 remain concerns.

Money Markets

With expectations for continued Fed rate hikes and a higher-than-anticipated 
peak rate, we generally prefer floating-rate securities over fixed-rate securities. 
However, spread and pricing dynamics in money markets have created additional 
opportunities. For example, we have overweighted four- to six-month Treasury bills 
due to their relative value, liquidity and credit quality. Volatility among federal funds 
rate futures is also contributing to the relative value of Treasury bills. Additionally, 
while the approaching debt ceiling poses some risk, it’s also adding value to 
the Treasury market. Overall, we favor a neutral maturity position while slightly 
extending average life.

FOR FINANCIAL PROFESSIONAL/WHOLESALER USE ONLY    |    NOT FOR DISTRIBUTION TO THE PUBLIC



MULTI-ASSET
STRATEGIES

FOR FINANCIAL PROFESSIONAL/WHOLESALER USE ONLY    |    NOT FOR DISTRIBUTION TO THE PUBLIC



26

MULTI-ASSET STRATEGIESMULTI-ASSET STRATEGIES

RICH WEISS
Chief Investment Officer
Multi-Asset Strategies
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“Discretion is the better part of valor” in current usage means it’s better to be cautious than 
to take unnecessary risks. In our view, that’s crucial advice when risk assets are rallying hard, 
but we believe an economic and corporate earnings recession is on the horizon.  

It’s easy to look at rising stock prices earlier this year and think that things must be looking 
up. But some context can transform our view. Rather than seeing the beginning of a new bull 
market, we think the economic backdrop means this is a classic bear market rally. And if we’re 
right, then it may be better to be cautious than courageous. 

Recession Remains the Most Likely Outcome
The yield curve has been inverted since late 2022, and inverted yield curves have been a 
strong predictor of recessions over the last 50 years. If that historical relationship holds, we’re 
looking at a recession before 2023 is out. Housing and manufacturing data are also slumping, 
two other strong recession indicators.

Market Pricing in a ‘Short and Shallow’ Recession 
The recent rally in stocks suggests the market expects the coming recession to be short in 
duration and shallow in depth. That’s in direct contrast to those economists and Wall Street 
prognosticators who are still expecting a recession that is “long and painful.” 

We’re Skeptical About a Fed Pause or Pivot Anytime Soon 
In the wake of recent bank failures, the market is betting heavily that the Federal Reserve 
(Fed) will pivot to rate cuts before the year is out. We think Fed Chair Jerome Powell remains 
focused on snuffing out any signs of inflation. If the bank crisis spreads, then the Fed will be 
in a tough position. But lacking a systemic crisis, we don’t see the central bank cutting rates 
before declaring victory over inflation.

Cautious Economic Outlook Influences Our Portfolio Positioning
Because we believe we face an economic and earnings recession, we’re cautious on stocks. 
In our view, earnings expectations for U.S. equities are too optimistic given the anticipated 
economic downturn. Instead, we find bond yields attractive, though our economic view means 
we favor high-quality over high-yield bonds. 

INVESTING DISCRETION  
IS THE BETTER PART OF VALOR
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ASSET CLASS

EQUITY REGION

Rising rates, slowing growth and still-high valuations weaken the outlook for stocks. As 
a result, we see further downside risk for equities, especially considering the rally over 
the last several months. At the same time, higher short-term rates make cash much more 
attractive. Longer-term bond yields are also appealing relative to equities. But with the yield 
curve inverted and inflation still not decisively knocked out, we prefer cash over bonds.  
Within bonds, our economic view means we favor high-quality over high-yield bonds.  

With economic growth and earnings expectations for U.S. equities coming down, we see 
the ongoing stock market rebound as a bear market rally. Instead, we’re more sanguine on 
stocks outside the U.S. We think these markets offer more attractive relative valuations and 
risk/reward after earlier underperformance. Our quantitative view finds that momentum and 
macroeconomic variables are strongly positive outside the U.S.  

As with stocks of developed non-U.S. markets, emerging market equities (EME) are 
attractive relative to U.S. markets on our metrics. In part, the rationale is based on our 
cautious outlook for U.S. equities. At the same time, EME valuations are historically cheap 
after a poor performance in 2022. In addition, China’s economy is reopening after years of 
its zero-COVID policy at a time when commodity prices are strong, and the U.S. dollar is 
weakening. This development has led to a sea change in investor sentiment on EME, where 
investor inflows are soaring. That positive momentum is another reason we are now shifting 
to an EME overweight. 

U.S. Equity U.S. Fixed  
Income & Cash

U.S. Non-U.S.  
Developed Markets

U.S. Emerging  
Markets
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U.S. EQUITY SIZE & STYLE

One of our longest-running positions is overweighting value versus growth stocks. The 
rationale for this trade remains much the same over time. For example, valuation metrics 
continue to favor value even after a punishing year for growth stocks. We also prefer value-
oriented stocks because they tend to populate more defensive sectors and produce more 
predictable earnings. Regardless of growth or value, our managers are emphasizing high-
quality stocks, defined by healthy balance sheets, high return on invested capital and high 
recurring revenues. 

Large Cap Small Cap 

Growth Value 

ALTERNATIVES

A further economic slowdown would not favor real estate investment trusts (REITs). 
Indeed, our models are now negative on REITs versus stocks, bonds and cash. REITs’ 
recent rebound means that valuations aren’t quite as attractive as they had been. As a 
result, we remain underweight REITs in favor of broader U.S. equity exposure. China’s 
reopening and better growth in select emerging economies present opportunities outside 
the U.S. that we’ll be monitoring carefully. REITs Core Assets 

FIXED INCOME

With higher yield levels, our duration positioning is gradually moving toward more overweight 
U.S. exposure. Country duration positioning favors the U.S., France and Finland against China 
and Japan. Given heightened recession risk, we are defensively positioned within credit 
exposures, favoring higher-quality and senior, shorter-duration securitized bonds. However, 
we continue to believe select holdings, such as municipal bonds and EU corporates, remain 
favorably positioned for an eventual market recovery. U.S. Non-U.S. 
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Positioning by size is an opportunity we’ll be evaluating carefully as economic and market 
conditions evolve in 2023. That’s because small-cap growth and value are trading at 
significant discounts to their average valuations. In addition, the valuation spread versus 
large-cap stocks is the widest in decades. Also, small caps have tended to lead large-
company stocks exiting recessions. So, we can see the qualitative arguments for small  
over large at some point this year, but will be waiting for our quantitative model to confirm  
the timing. 



SUSTAINABLE INVESTING
TRENDS
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SARAH BRATTON HUGHES
Head of Sustainable Investing

Impact investing seeks to deliver competitive long-term returns while positively impacting 
society. American Century Investments recently conducted our sixth survey to understand 
investors’ views on impact investing. 

The survey gathered data from individual investors in the U.S., U.K., Germany, Singapore 
and Australia. The results not only show interesting differences across age groups and 
countries but challenge some common assumptions about impact investors. 

Noteworthy Survey Findings: 

Gender Gap in Impact Investing Persists 
Despite what many might expect, impact investing’s appeal remains stronger among men 
than women in all the countries surveyed. After six years, perhaps this finding should no 
longer surprise us, but it does. The latest survey shows that the appeal of impact investing 
is growing among women. Still, interest among men remains higher in each country. 

Interest in Impact Investing Differs Across Generations 
Apart from Singapore, interest in impact investing is highest among millennials, followed by 
Gen Xers, then baby boomers. Although Singaporeans break the pattern, they are the most 
likely to either be currently involved in impact investing or planning to get involved over the 
next five years.

Awareness of Impact Investing Lags Among Older Investors 
A majority of baby boomers in every country except Singapore aren’t familiar with impact 
investing, but many said the concept appealed to them. Our survey found that baby 
boomers are more likely to rely on TV, magazines and newspapers than their financial 
advisors to learn about impact investing. 

Appeal of Impact Investing Grows Despite ESG Pushback and Greenwashing Fears 
After dipping early in the pandemic, impact investing’s appeal has increased everywhere 
except the U.S., where the term “ESG” (environmental, social and governance) has become 
politicized. At least half of survey participants are concerned about “greenwashing”  
(i.e., giving a false impression of a company’s or fund’s focus on sustainable practices).

INVESTING FOR IMPACT –  
GAPS, TRENDS AND LESSONS
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Interest in sustainable investing overall has not only endured but grown in most places 
regardless of a challenging global economy, evolving regulatory environment and recent 
political pushback. And even though its appeal in the U.S. has fallen versus 2021, it has 
increased by 18 points since 2016. Notably, survey participants in the U.S. and Germany 
were the least likely to say that the recent ESG backlash has affected their interest in 
impact investing. 

Despite political pressure, we believe Americans are neither anti-ESG nor anti-environment. 
The “E” that concerns them is exclusion. Unfortunately, ESG is often described and 
implemented in an exclusionary rather than inclusionary way. We get it.

Integrating sustainability and ESG concepts into the investment process shouldn’t be 
politically motivated. While we are active investment managers at American Century, 
we aren’t activists. We believe it’s our responsibility to incorporate sustainability into our 
processes because it can lead to better-informed decisions and better long-term risk-
adjusted returns for our clients.

Health Care and the Environment Are Top Issues for Impact Investors 
Our survey shows that health care, disease prevention and cures are the cause that 
matters the most in the U.S. and Australia and the second cause of most concern in the 
U.K. and Singapore after the environment.

American Century Investments has a unique perspective on impact investing in health 
care and medicine. Over 40% of our dividends support the Stowers Institute for Medical 
Research, a world-class biomedical research organization with an equity stake in American 
Century. We have generated nearly $2 billion in dividends for the Stowers Institute since 
2000. Our relationship with the Stowers Institute allows us to impact global health while 
helping our clients achieve financial success.

Drivers of Sustainable Investing Remain Solid 

Our surveys show that the appeal of impact investing has increased over the years, across 
nations and generations, for men and women. Even subgroups whose interest had lagged 
are making gains. This isn’t surprising because the long-term drivers that make sustainable 
investing compelling remain strong and reach everyone, everywhere.

Many of American Century’s investment strategies incorporate the consideration of environmental, social, and/or governance (ESG) factors into their investment processes in addition to traditional financial 
analysis. However, when doing so, the portfolio managers may not consider ESG factors with respect to every investment decision and, even when such factors are considered, they may conclude that other 
attributes of an investment outweigh ESG considerations when making decisions for the portfolio. The consideration of ESG factors may limit the investment opportunities available to a portfolio, and the 
portfolio may perform differently than those that do not incorporate ESG considerations. ESG data used by the portfolio managers often lacks standardization, consistency, and transparency, and for certain 
companies such data may not be available, complete, or accurate.
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ESG Disclosures 

Many of American Century’s investment strategies incorporate the consideration of environmental, social, and/or governance (ESG) factors into their investment processes in addition to traditional financial 
analysis. However, when doing so, the portfolio managers may not consider ESG factors with respect to every investment decision and, even when such factors are considered, they may conclude that other 
attributes of an investment outweigh ESG considerations when making decisions for the portfolio. The consideration of ESG factors may limit the investment opportunities available to a portfolio, and the 
portfolio may perform differently than those that do not incorporate ESG considerations. ESG data used by the portfolio managers often lacks standardization, consistency, and transparency, and for certain 
companies such data may not be available, complete, or accurate.

ESG Definition

ESG Integrated: An investment strategy that integrates Environmental, Social and Governance (“ESG”) factors aims to make investment decisions through the analysis of ESG factors alongside other 
financial variables in an effort to deliver superior, long-term, risk-adjusted returns. The degree to which ESG integration impacts a portfolio’s holdings may vary based on the portfolio manager’s materiality 
assessment. Therefore, ESG factors may limit the investment opportunities available, and the portfolio may perform differently than those that do not incorporate ESG factors. Portfolio managers have 
ultimate discretion in how ESG issues may impact a portfolio’s holdings, and depending on their analysis, investment decisions may not be affected by ESG factors. 

The opinions expressed are those of American Century Investments (or the fund manager) and are no guarantee of the future performance of any American Century Investments fund. This information is 
for educational purposes only and is intended as investment advice.

Diversification does not assure a profit, nor does it protect against loss of principal.

This information is not intended as a personalized recommendation or fiduciary advice and should not be relied upon for investment, accounting, legal or tax advice. No offer of any security is made hereby. 
This material is provided for informational purposes only and does not constitute a recommendation of any investment strategy or product described herein. This material is directed to professional/
institutional clients only and should not be relied upon by retail investors or the public. The content of this document has not been reviewed by any regulatory authority. 

This promotion has been approved with limitations, in accordance with Section 21 of the Financial Services and Markets Act, by American Century Investment Management (UK) Limited, which 
is authorized and regulated by the Financial Conduct Authority. This promotion is directed at persons having professional experience of participating in unregulated schemes and units to which the 
communication relates are available only to such persons. Persons who do not have professional experience in participation in unregulated schemes should not rely on it. 

American Century Investment Management (UK) Limited is registered in England and Wales. Registered number: 06520426. Registered office: 12 Henrietta Street, 4th Floor, London, WC2E 8LH. 

American Century Investment Management (Asia Pacific) Limited currently holds Type 1 and Type 4 registrations from the Securities and Futures Commission (SFC). American Century Investment 
Management, Inc. is not registered with the SFC. 

The material in this document is published for general informational purposes only. This document is not designed for the purpose of providing financial product or investment advice. The information 
contained in this document does not take into account your particular investment objectives, financial situation or investment needs. You should seek personal financial product or investment advice 
and consider whether the information contained in this document is appropriate to your particular investment objectives, financial situation and investment needs before making an investment decision. 

American Century Investment Management, Inc. is exempt from the requirement to hold an Australian financial services license under the Corporations Act 2001 (Cth) (Australian Corporations Act) 
in respect of the financial services it provides to “wholesale clients” for the purposes of the Australian Corporations Act and does not hold such a license. American Century Investment Management, 
Inc. is regulated by the Securities and Exchange Commission under United States laws which differ from Australian laws. Any financial services given to any person by American Century Investment 
Management, Inc. in Australia are provided pursuant to ASIC Class Order [CO 03/1100].

American Century Investment Management, Inc. is not authorized by is the German Federal Financial Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin)). 

American Century Investments (EU) GmBH is registered with the German Federal Financial Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin)). 
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