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In brief

 ■ US election outcome and geopolitical risks continue to pose uncertainty and present tail risks

 ■ Macro outlook appears supportive due to central bank easing and robust fundamentals

 ■ Portfolios are defensively positioned, but are nimble to take advantage of idiosyncratic 

opportunities

As the United States (US) election and Halloween draw near, it seems the only certainty is 

uncertainty. While the election outcome has not yet been a key driver for markets, there are clear 

differences in market implications based on the winning candidate. However, until the outcome 

is known, we can only speculate as to the impact on fiscal and monetary policy and, in turn, on 

markets and the macro outlook. 

In general, we expect that Kamala Harris would likely be a continuation candidate relative to 

Biden, while Donald Trump 2.0 is the more unknown. Even when the result is in, uncertainty will 

continue if the outcome is contested. The biggest challenge for investors, in our view, would 

come from Republicans sweeping the House and Senate as this puts the independence of the 

US Federal Reserve at risk. 

Given the potential for increased volatility going into and following the election, there’s a strong 

case for portfolios to be defensively positioned. Once the outcome is known, we believe that 

there will be opportunities for investors that are prepared to position appropriately, particularly 

in emerging markets, the US dollar, duration and yield curve as well as with equity exposure. 

Geopolitics continue to present tail risks

Geopolitics are always a risk, but the risk is generally underappreciated by investors until 

escalation takes place. Looking around the world, we see three major points of potential 

geopolitical escalation. First, Russia-Ukraine appears to be a prolonged war as it is difficult to see 

any immediate outcome. Unfortunately, this will continue to be a drag on Europe and countries 

that are closer to the conflict. Second, the tragic events in the Middle East are the biggest 

geopolitical risk at the moment. This is mainly due to concerns around Israel and the potential 

escalation with Iran, particularly related to Iran’s oil and nuclear facilities. Third, although it is 

currently muted, geopolitical risk still stems from China and its policy stance regarding Taiwan. 

These ongoing geopolitical risks present large tail risks, particularly around inflation shocks, so 

we feel that it may be worth considering hedges like US Treasury Inflation-Protected Securities 

(TIPS) or covering any underweight to the US dollar.
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Macro outlook for 2025 appears supportive

As we draw closer to the end of 2024, our thoughts turn towards the outlook for 2025. In terms of the 

macro landscape, we think about four things: the evolution of inflation, the evolution of growth, monetary 

policy and fiscal policy. Looking across these four, we see a macro picture that is supportive of a soft 

landing. However, given where valuations currently are, we are more attracted to higher quality and more 

defensive exposures.

Inflation has come down significantly from its highs but risks remain. While we do not see structural 

reasons for inflation to go much higher, idiosyncratic risks such as oil supply chain shocks, tariffs, trade 

wars and natural disasters could lead to a sudden spike in prices. 

The outlook for growth now comes with an increased focus on the labor market. The Fed has been clear 

that it’s monitoring the labor market, so we will be closely watching labor data and leaning on the analysts 

in our global research platform to understand what is happening at the individual company level that can 

provide a read-across to macro data to come.

Monetary policy across the world has become more coordinated, with developed market central banks and 

some emerging market central banks gradually easing policy. In our view, they will not start an aggressive 

easing cycle as economies are still growing and we have disinflation rather than deflation. So we see a slow 

normalization of policy rates for most countries, with Japan being an exception with its tightening policy. 

The fiscal situation presents a bigger question. If fiscal deficits result in higher productivity, then inflation 

should remain in check and there is less concern about rates rising. On the other hand, if fiscal spending is 

not productive, we face risks of higher inflation, which will put central bankers on high alert. Coming back 

to the US election, it appears neither candidate is keen on reducing the fiscal deficit and the differences are 

more about what makes up the deficit. 

Portfolio positioning

There is good news from this uncertain outlook for fixed income investors, especially those with a very 

broad universe: Increased market dislocations can present more opportunities for active managers 

to generate alpha. Bottom-up security selection becomes even more valuable in times of higher price 

dispersion and higher volatility. There will be winners and losers after the US election and as economies 

slow down. From a top-down perspective, we are defensively positioned in general. Our overall allocation 

to credit markets is driven by the slowdown stage of the credit cycle we believe we are in. We expect 

increased volatility and dispersion and therefore retain significant exposure to liquid bonds to take 

advantage of market opportunities that arise.

Investment grade

We are still overweight credit markets and feel that investment grade (IG) is the sweet spot in a low-growth 

and low-inflation environment. Corporate balance sheets remain robust even in the face of higher rates, 

and credit fundamentals of most investment-grade companies are relatively solid. IG spreads are at their 

tightest levels in many years, but high rates mean the asset class still provides a relatively attractive yield, 

so money continues to pour into the market. Even though valuations appear rich, IG spreads may stay 

tight for a continued period unless we see a change in the fundamental macro picture, for example, due to 

concerns of moving from a slowdown into a recession rather than moving between slowdown and recovery 

or expansion. We don’t see a catalyst right now that would drive spreads materially wider. 
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Within investment grade, we are being careful with our regional exposures. We see opportunity in 

European real estate if the rate cut cycle continues. This sector was hurt from the hiking cycle but should 

see support from the European Central Bank as it lowers rates. We have reduced our exposure to financials 

because of the compression in valuations and an increased risk of spread widening. We are underweight 

cyclicals such as the auto sector. In the US, we have stayed away from the long end of credit curves as they 

are flat and don’t present much potential upside to us. Our preference is for capital goods companies with 

real assets and those that generate inflation-linked cashflows. 

High yield

High yield investors have crowded into short duration trades due to the good visibility of short-term 

cashflows to repay the debt. The yields available in this market are attractive and fundamentals are in 

better shape than the last cycle, so it’s an area we are focused on. BB-rated credit is expensive in our view, 

but we are still finding idiosyncratic research-led opportunities in short-duration higher yielding credits. 

Given the low level of spreads, our allocation to high yield is reduced but we are looking to add more risk 

when opportunities arise.

Emerging market debt

Emerging markets are providing opportunities in crossover credits in hard currency countries that 

have positive balance of payments, good external profiles and stand to benefit from core improvement 

regardless of the US election outcome. Until we know the election result, it’s difficult to have conviction  

in allocating more to the asset class given the potential for increased volatility due to tariffs under a  

Trump administration. 

Duration

With central banks seemingly committed to cutting rates, the biggest opportunity we see is being 

strategically long duration. We believe investors should look to allocate away from cash and short 

duration into longer duration as easing cycles start. Historically, given the high level of starting yields in 

fixed income markets, we would expect higher total returns than from cash, if central banks continue to 

cut rates, as well as providing investors with the traditional benefits of income and diversification. This is 

particularly the case for investors with a global universe who can invest in more than one yield curve. It 

is important to note that our duration and government debt exposure is globally diversified and not just 

US. We are still overweight duration in the US but have reduced it and have shifted our duration exposure 

towards markets where we expect rate cuts that are not priced in, including Europe, Korea and Canada. 

Conclusion

We remain focused on being nimble to take advantage of asset allocation opportunities across global fixed 

income markets in a period of potentially higher volatility and dispersion ahead. We are also focused on 

the compounding value and opportunities that active security selection and idiosyncratic risk provide, as 

identified by our global and deep research platform. Given the continued geopolitical tail risks, we have 

taken advantage of low credit spreads and low volatility to invest in cheap tail risk hedges. We believe that 

a prudent diversified asset allocation approach could be appropriate given the material potential impact of 

such developments on energy and commodity markets, global trade and supply chains. 
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Investments in debt instruments may decline in value as the result of, or perception of, declines in the credit quality of the issuer, borrower, counterparty, or other entity responsible for payment, 
underlying collateral, or changes in economic, political, issuer-specific, or other conditions. Certain types of debt instruments can be more sensitive to these factors and therefore more volatile. 
In addition, debt instruments entail interest rate risk (as interest rates rise, prices usually fall). Therefore, the portfolio’s value may decline during rising rates. The views expressed are those of the 
author(s) and are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation to purchase any security or as a solicitation 
or investment advice. No forecasts can be guaranteed.

The views expressed are those of the author(s) and are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation to 
purchase any security or as a solicitation or investment advice. No forecasts can be guaranteed. Past performance is no guarantee of future results.

Issued in the United States by MFS Institutional Advisors, Inc., a U.S.-based investment advisor and subsidiary of Massachusetts Financial Services Company (“MFS”). Issued in Canada by 
MFS Investment Management Canada Limited. MFS Institutional Advisors, Inc. provides certain sub-advisory services to all MFS Investment Management Canada Limited portfolios, including 
discretionary investment management for non-Canadian portfolios or components of portfolios. Pursuant to a sub-advisory agreement executed between MFS Institutional Advisors, Inc. and 
MFS Investment Management Canada Limited, MFS provides investment advice pursuant to statutory exemptions or regulatory relief, as applicable. Such advice is being rendered outside of 
Canada and certain members of the team may not be registered in any capacity with any Canadian securities regulatory authority. Note to UK and Switzerland readers: Issued in the UK and 
Switzerland by MFS International (U.K.) Limited (“MIL UK”), a private limited company registered in England and Wales with the company number 03062718, and authorised and regulated 
in the conduct of investment business by the UK Financial Conduct Authority. MIL UK, an indirect subsidiary of MFS®, has its registered office at One Carter Lane, London, EC4V 5ER. Note to 
Europe (ex UK and Switzerland) readers: Issued in Europe by MFS Investment Management (Lux) S.à r.l. (MFS Lux) – authorized under Luxembourg law as a management company for Funds 
domiciled in Luxembourg and which both provide products and investment services to institutional investors and is registered office is at S.a r.l. 4 Rue Albert Borschette, Luxembourg L-1246. 
Tel: 352 2826 12800. This material shall not be circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or 
distributed to persons where such reliance or distribution would be contrary to local regulation. Issued in Hong Kong by MFS International (Hong Kong) Limited (“MIL HK”), a private limited 
company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”). MIL HK is a wholly-owned, indirect subsidiary of Massachusetts Financial Services Company, 
a US based investment adviser and fund sponsor registered with the US Securities and Exchange Commission. MIL HK is approved to engage in dealing in securities and asset management 
regulated activities and may provide certain investment services to “professional investors” as defined in the Securities and Futures Ordinance (“SFO”). Issued in Singapore by MFS International 
Singapore Pte. Ltd., a private limited company registered in Singapore with the company number 201228809M, and further licensed and regulated by the Monetary Authority of Singapore. 
Issued in Japan: MFS Investment Management K.K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust 
Association, Japan and the Japan Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and market 
conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks, including market fluctuation and investors may lose the principal amount 
invested. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before making the investments. For 
professional investors in Australia: MFS International Australia Pty Ltd (“MFS Australia”) (ABN 68 607 579 537) holds an Australian financial services licence number 485343. MFS Australia is 
regulated by the Australian Securities and Investments Commission. For Professional Investors in China – MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 
Century Avenue, Shanghai World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide financial management consulting 
services. This material is directed at investment professionals for general information use only with no consideration given to the specific investment objective, financial situation and particular 
needs of any specific person. Any securities and/or sectors mentioned herein are for illustration purposes and should not be construed as a recommendation for investment. Investment involves 
risk. Past performance is not indicative of future performance. The information contained herein may not be copied, reproduced or redistributed without the express consent of MFS Investment 
Management (“MFS”). While the information is believed to be accurate, it may be subject to change without notice. MFS does not warrant or represent that it is free from errors or omissions or 
that the information is suitable for any particular person’s intended use. Except in so far as any liability under any law cannot be excluded, MFS does not accept liability for any inaccuracy or for 
the investment decisions or any other actions taken by any person on the basis of the material included. MFS does not authorise distribution to retail investors. Unless otherwise indicated, logos, 
product and services names are trademarks of MFS and its affiliates and may be registered in certain countries.
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