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Keeping cool when markets get hot 

Jeffrey Sherman, deputy chief investment officer of DoubleLine Capital, recently told  
Equitable Investment Management that the early August spike in volatility was probably not 
directly driven by macroeconomic factors but rather by the impact of high valuations in parts 
of the equity market and certain institutional leverage trades (called “carry trades”) that were 
unwinding due to changes in interest rates in the U.S. and Japan. Although some credit-
quality indicators are flashing warning signs about the strength of lower-quality borrowers, DoubleLine is not currently 
looking for an imminent economic slowdown. And as investors wait to see how Federal Reserve actions impact the cost 
of credit and consumer spending levels, inflation is narrowing in on a 2.5% annualized rate and Treasury notes are yield-
ing an attractive 4%-plus. That real yield means investors  “are getting paid to wait,” he said. In this environment it’s  
important to stick to a discipline, remembering to rebalance from time to time. “And don’t get caught up in the frenzy,” 
he concluded. 

The short and long-term of it 

Paul Mielczarski, head of Global Macro Strategy at Brandywine Global, agrees with this 
assessment. He told us that he believes most of the trades that triggered the early  
August meltdown were in fact overly aggressive, over-leveraged positions that gained 
popularity with big institutional investors during the long stretch of low-volatility trading  
that preceded the market turn in July. “While markets may overshoot further,” he said, 
“we do not expect these extreme moves to last much longer.” 

However, Brandywine is also preparing for the possibility that a slowdown or recession 
might materialize, an uncertainty that may take longer for the markets to resolve. From this perspective, Mielcszarski 
told me that the securities might  eflect up and down data trends, showing weaker or stronger numbers, pointing to con-
flicting views of the economy’s  future course. “The labor market and jobless claims will be particularly important indica-
tors,” he said. “And we will be watching for early signs that companies are becoming more cautious on hiring.” 

A contest between price momentum and fundamentals 

Chris Iggo, chair of the AXA IM Investment Institute and chief investment officer of AXA IM 
Core, adds that political uncertainty, global tensions, and disappointment with the U.S. Fed-
eral Reserve are among the many factors that lead to a dramatic move in the markets during 
what can historically be a volatile summer season. “Typically, we would look to central banks 
to restore market calm,” he commented. While he finds that underlying  fundamentals for the 
U.S. and global economies are fine, pointing to recent International Monetary Fund reports, he nonetheless  
expects short -erm turbulence may lead to a reassessment of risk. “Uncertainties will drive risk-off positioning,  
which should be to the benefit of government bonds, high-quality credit and currencies like the Swiss franc and the 
yen,” he said. 

A wise pundit once said, when markets are going crazy: “Don’t just do something; stand 

there!” In recent days, we’ve reached out to some of the fixed-income strategists, 

economists and bond analysts who help us manage more than $115 billion in assets. 

They speak with almost one voice—counseling calm in the face of dramatic swings. 

Here, I’m pleased to relate the perspectives they’ve shared with us in recent days. 

“Carry”ing on in the bond market 
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