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[ Music ] 

Female Voice: You're listening to All the Credit, a monthly podcast series brought to you by PGIM Fixed 
Income an active global fixed income investment manager. And now your host senior portfolio manager, 
Mike Collins. 

Mike Collins, CFA, Host and Senior Portfolio Manager, Multi-sector Strategies: Hello. Welcome to 
Episode 33 of All the Credit, PGIM Fixed Income's monthly podcast. I'm Mike Collins, just one of the many 
investment professionals at PGIM Fixed Income and your host of All the Credit. Throughout my entire 
three-plus-decade long career and probably for the entire lives of many of the loyal listeners of All the Credit, 
long-term interest rates in the US and throughout much of the developed world have been falling. The yield 
on 10-year treasuries peaked near 16% just over 40 years ago and hit a recent low of just one-half of 1% just 2 
years ago in the summer of 2020. Accordingly, the federal funds target rate went from 15% to zero during 
that period. In fact, the funds rates spent most of the last 14 years pegged at zero or some call it the “zero 
lower bound.” Of course, in some jurisdictions like the Eurozone, that zero lower bound did not apply, as 
central bank policy rates were trapped in negative territory for most of the past decade. Now, fortunately for 
many of the clients at PGIM Fixed Income, we've mostly been on the right side of this trade, oftentimes 
adding duration following spikes in interest rates throughout this long-lasting bull market in bonds. But now 
for the first time in decades, long-term interest rates have broken out of their steady downtrend to the upside. 
The 10-year treasury yield and its European counterpart are at their highest levels in over a decade. The 
federal funds rate may soon flirt with 5% for the first time since 2008. So, the big questions hanging over the 
bond market are, is today's interest rate environment a new paradigm or are we just simply going back to the 
good old days when interest rates and inflation spent most of the time well above zero? Was that nearly 15-
year period of super low interest rates the aberration? Will that period of zero and even negative policy rates 
end up being viewed by bond market historians as a failed experiment never to be relived? Or is this recent 
surge in interest rates just a cyclical, inflationary blip? And will we find ourselves right back in a prolonged era 
of ultralow interest rates and incessant quantitative easing? And this episode of All the Credit, we’ll review the 
events that put us down the path of ever low, lower interest rates. We'll discuss the conditions that powered 
the decades of disinflation, delve into that era of ultralow interest rates and try our best to seek answers to all 
those questions above. And we are really fortunate to have the perfect guest for this deep dive on interest 
rates. Robert Tipp has really been one of the visionary architects of the low for long interest rate view at 
PGIM Fixed Income and is undoubtedly our firm's de facto bond market historian. Robert has a knack for 
thinking outside the box, as they say, and seeing new paradigms that others do not. Personally, I have been 
blessed to have worked side by side with Robert for practically my entire career in Fixed Income. So, as a 
proper introduction, Robert Tipp is the Chief Investment Strategist and Head of Global Bonds at PGIM 
Fixed Income, responsible for co-managing our global multi-sector strategies and overseeing the global rates 
positioning across many portfolios. Mr. Tipp has worked with the firm for just over 30 years and previously 
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held stents at First Boston, the Allstate Research and Planning Center and Wells Fargo Advisors. Robert 
received his Bachelor of Science and MBA degrees from Cal Berkeley and also holds the CFA designation. 
And Robert and I are here to give you All the Credit. Robert, welcome to your second appearance on All the 
Credit. And thank you for your decades of leadership and investment insights that we've all benefited from. 

Robert Tipp, CFA, Chief Investment Strategist, Head of Global Bonds: Hey, Mike, thanks a lot for that 
illustrious introduction. I'll see if I can rise to it and add some value here. 

Mike: Yes, rise to it like interest rates have been rising lately. So, why don't we just set the stage, you know? 
Like I said, we've kind of lived our careers in this 30-plus year bull market. And again, generally our clients 
and our portfolios have benefited from that. Why don't you just go through the kind of history of that and 
how our views on interest rates have progressed through those last couple of decades? 

Robert: Sure. Thanks, Mike. I'll go through this in three bites of the declining and the low for long, and low 
for longer, and lower and lower for longer and longer kind of stories. And when you and I, in the '90s, were 
looking at this and yields were coming down from the eights, you could look back over the centuries and see 
that interest rates on high quality bonds and developed economies had typically been in the 4 to 5% area, 
unless something unusual is going on. Like a Napoleonic War where your credit quality was in serious 
jeopardy, the yields might be a little higher. Or, if it was World War II and the U.S. Treasury was capping–
Federal Reserve and Treasury were capping treasury yields at a lower level. If that wasn't the case, 4 or 5% 
would kind of be the level. And in the '90s, there are a lot of reasons if interest rates could come down, we've 
looked at demographics and other factors. But these were anomalously high rates. There was a lot of carry in 
the curve. They were positive. It was a diversifier. It can be long duration in a portfolio relative to the credit 
risk in the portfolio. It was all signals go. And rate should clearly be on their way down, certainly to 6% or 
lower. So, that's bite number one. Now, in that bite number one, I noticed a couple other things historically 
as we're going through this one. Inflation was not particularly natural. As fiscal stimulus came into the fore 
and ongoing social safety nets came into being in the 20th century, you went from negative inflation rates, 
steady negative inflation rates to mildly positive. So, that's something to keep in mind as we move into higher 
and higher ongoing levels of budget deficits, that you're going to get a little bit higher inflation over time. But 
now as well looking back at those historical periods, something else we'll come back to, is that if you look at 
the roaring '20s or you look at the strong growth in the 1960s, those just happened to be periods right after 
pandemics – Spanish Flu, 1957 Global Flu. You know, people tend to be pretty aggressive in their 
consumption, economic behavior post-pandemics, little bit more inclined to enjoy life and less likely to want 
to go and work. And that was actually consistent in previous periods. But anyway, easy call, bite number one, 
down to 6%. Now in 2003, we're coming out of a recession and we put out that piece economic recovery 
creates opportunity in bonds. You're backup at the 6% level. And looking back over the previous decade, it 
was pretty clear that a 6% level in rates had been strongly disinflationary. And that could be owing to the end 
of communism and China coming on to the World Trade Organization (WTO) stage, you know, all these 
different things. But anyway, it was disinflationary and a more likely destination for rates was probably in the 
3.5% area for the 10-year treasury to get inflation to stop coming down. So, that's bite number two. Bite 
number three, 2013, rates had been lower and they sold off in the taper tantrum. And we took a look at this 
and said, “You know, actually, we have an inflation target now in the United States.” And inflation is still 
coming down. If they want to keep inflation up at 2%, you're probably looking at in this post global financial 
crisis environment (GFC), all things considered, you probably need rates under 3% for the foreseeable future. 
And those were kind of the three bites. And we were in that realm, post-financial crisis through the European 
sovereign crisis where they locked their rates into negative territory with a quantitative easing (QE) infinity as 
of 2019. And the Fed was looking at personal consumption expenditures (PCE) of 1.6, 1.7, and they were 



 
 

PGIM FIXED INCOME PAGE | 3 

locked at the effective lower bound convinced they needed to get that 2%. We went into a mania 
environment. And that is how the low and lower came into being. That last period though, 2011 to 2022, 
about 2% average tenure yield was very uncomfortable because honestly, the inflation and growth 
fundamentals were different than the prior 10-year period but yields were much lower. So, it was very clear at 
that point, it wasn't the demographics, it wasn't the debt levels necessarily; it was the central bankers driving 
this motif of this incredibly low equilibrium. And that was going to persist until something broke that cycle. 

Mike: So, dive a little bit more into that low equilibrium, right? A lot of our listeners have kind of lived 
through that and have anchored their expectations for rates kind of at that zero lower bound and long-term 
rates at much lower. What kind of problems does that type of zero rate equilibrium end up making for 
markets and for behavior? 

Robert: Right. Yeah. Well, I saw that period really as a monomania. You know, these central bankers in my 
opinion kind of lost their heads. I mean, if you think about it, first of all, can you run lower interest rates and 
get inflation up to a level just because you want it to go there? And I think Japan had pretty soundly refuted 
that hypothesis by taking rates to zero during QE when they started with the “Rinban” operations in the 90s 
and people said, “Oh, you know, if a central banker wants inflation, they can get it.” Let me tell you, they 
were not getting it. I think common sense wise, it stood to reason that if you tell the average Japanese 
corporation or person that the money supply has doubled, that doesn't make them want to go and pay 2x for 
a coffee or borrow money to go invest. Because what they see on the ground is that the fundamentals of the 
economy do not drive a positive inflation level there. So, developed market (DM) governments, they have 
credibility. Increasing the money supply, it doesn't do it. And so, it didn't make sense from that vantage point. 
The other thing though was this perception that if low rates, you know, if you drop interest rates from 6% to 
3%, you're in a recession, people go out, they take mortgages, the interest rate sensitive sectors of the 
economy rebound, you can get growth back. I think all economists would agree, that is a short-term solution. 
And you can run countercyclical monetary policy like that, but that's not really what we were seeing. We were 
seeing a secular policy of this. And that struck me as ludicrous because you're basically saying in the case of 
Europe, we know you're an ageing population or in the case of the United States, an aging population that's 
dramatically under-saved on average. And what we would like you to do is instead of saving, we would like to 
motivate you to borrow more money to boost the economy now so we could get a higher rate of inflation. 
And I think the average person would look at that logically and say, "Well, actually, if I want to retire ever, I 
need to save more money. And if I'm a retiree and I was spending based on my income of a 4% or 6% 
annuity, I'm not going to get anything off of my savings now. And so, I need to spend less." And so, I think 
they were missing the notion that when you go from countercyclical to a chronic low interest rate 
environment, you are discouraging people from saving which reducing the savings stock is not going to be 
good for productivity which is the real way to increase human welfare. And they were running a policy that 
was, to my way of thinking, an unnaturally low of interest rates that took them away from what the 
economies needed which was higher savings. And for people to think about their futures and save for that as 
opposed to trying to get a higher inflation level which I think anybody would have told you they did not want. 
So, I think that was a maniacal period. And the question of what could get us out of that but I thought that is 
a very dark period that hopefully we're not going to go back into. 

Mike: Well, good. Well, thank you for that history lesson. I promised you guys, you'll get a little bit of a 
history lesson from Mr. Tipp. And maybe we can check the box on that that was hopefully a period that 
would be viewed as being a failed experiment and let's hope we don't go back to that because that's a brutal 
world for almost everybody. So, let's fast forward, Robert, to today, right? We have this really volatile 
macroeconomic backdrop, a tremendous amount of uncertainty in terms of growth and inflation, interest 
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rates, credit trends. There's this big debate even in our shop between the hard landing and the soft landing. 
What is your view and how would you expect the global and the U.S. economy to play out over the next few 
years from a macro perspective? 

Robert: Sure. Well, I agree with you, it is wide open and that's why we're debating it. And I think on the 
interest rate front, the thing that would get us out of that environment and then the question about what kind 
of environment we might get, what it would do to the rates, you needed to get a huge increase in growth. And 
it had to be one where the central banks would not keep the interest rates down. So, like in a world war, you 
have a lot of fiscal spending, a lot of growth but the central banks will depress the interest rates to keep things 
humming. The boost from COVID-19 fiscal and the psychological positive of people coming out, spending 
money and traveling has taken us into a boom with high inflation. And that has gotten the Fed behind this. 
And that has sparked the hard-landing fears. So, where do these hard-landing fears come from? And there is a 
consensus among the economic community and a preponderance even in our shop for folks who are looking 
for this. And this is because there's not a lot of data with cyclitic experience successfully bringing high 
inflation down. And when it's been done successfully and definitively, that's typically required a recession. 
And so based on that, it would make sense. I think the question in my mind is: that a fair comparison? 
Because when you look at a period like the early '90s or you look at a period like the early '80s, you had a very 
different backdrop, you had underlying problems in the economy that brought you that distinct recession. So 
in the '90s whether it was emerging market assets or commercial real estate assets on bank balance sheets, in 
the early 2000s after the tech bubble burst, you had had overinvestment in technology, in fiber optic cables at 
the bottom of the ocean, you know, all these things that brought really deep recessions. And then you had 
widespread financial fraud after the '02, '03 recession. Those were the things that I think after the Fed had 
brought on these recessions, made them so severe. So, looking at the economy now, we're post-financial 
crisis, financial institutions are very well-capitalized. Lending against real estate has been pretty conservative. 
And, you know, we've had a lot of volatility lately which, yes, the higher rates are definitely stopping the real 
estate market kind of in its tracks, it looks like, on a global basis. But aside from that, the rest of the economy 
seems to be kind of making up for it. And the appreciation in real estate prices was that fueling growth, was 
the appreciation of the stock market fueling growth, was the fiscal stimulus fueling growth. Well, we're 
starting to get incoming data that says the economy is growing moderately and that none of those things have 
stopped growth. And frankly, the high inflation which has been higher than wage growth, that has not 
stopped growth either. So, this might be a pretty robust economy. And even if we do get a slowdown here, 
we get a pause from the central bank hikes while they tried to get inflation down, you know, it may be one 
where corporations have not been able to over hire and maybe they're not aggressive in releasing staff, in 
firing. So, if you get the landing, the recession, maybe it would not be that deep, would be one thing I would 
throw out there. The other one is that the reason you get a hard landing is because the inflation doesn't 
cooperate. And right now, there are a lot of forward-looking indicators that say inflation is going to 
cooperate. A huge part of inflation is rent and home prices are not going up. And in some places, people not 
being able to buy is pushing up rents. But I think the Fed, you know, is going to look pretty hard at this data 
before assuming that falling home prices is inflationary. So, I think you can maybe check the box of that huge 
chunk of PCE and consumer price index (CPI) is going to be waning as a threat. The core goods element that 
was really being pushed up by supply chain disruptions, both the demand side and supply side, they are our 
principal component analysis, and also, these cruder messages–these other indicators, just your supplier 
delivery times, all those things seemed to be improving dramatically suggesting that core goods inflation 
should be coming down when in fact in this most recent CPI core inflation, shelter, food and energy, that was 
a -0.1. So, I don't think we're dropping into deflation. But it wouldn't surprise me if those things leveled off 
and frankly even commodity prices. There was an incredible rise in grains, in energy prices. And maybe some 
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of that was a result of the Europeans gunning up the price of energy to get their storage levels up. And with a 
little bit of luck on the weather side and so on, maybe we're not going to pass those prior peaks which 
essentially means energy prices and commodity prices are now in deflation. So, if the inflation backdrop is 
easing up, then all of a sudden, your central banks are going to move right to the sidelines and say, “We don't 
have a reason to slow this down.” So, the hard landing is definitely out there. If these inflation numbers 
reaccelerate, they're going to bring on the hard landing if they need to, to get the inflation down. But it strikes 
me that the economy shows a lot of resilience, number one. And number two, in the back of my mind, there's 
that historical reminder that you're coming out of a pandemic. This is not a normal period and people may be 
pretty resilient in their economic behavior. Maybe a little bit more than you'd expect. 

Mike: Yeah. I mean, I'm looking, Robert, at long-term inflation expectations embedded in markets like the 
TIPS market and they are falling, man, they are going toward, 2%. And obviously, the Fed pays a lot of 
attention to that. And in terms of the hard landing versus soft landing, it does seem like there's this kind of 
dissonance between the macroeconomists who see all these traditional indicators using past experience that, 
“Hey, maybe this will be a hard landing.” But when you talk to our 130-plus analysts and look from the 
bottom up, and I kind of put myself more in the fundamental analysts camp, looking at companies and 
industries and even some of the big cyclical sectors that have caused problems in the past, they're actually in 
pretty good shape, right? They're not over levered. They're not overinvested. They're not over inventory. 
They're not over their skis. I mean, you know, it's actually hard to find big industries that are going to have 
big problems to cause, you know, like an existential credit crisis and a lot of defaults. So, that's where the soft 
landing I think has a lot of merit. So, thank you for that. On the future path of the funds rate, right, and what 
that means for interest rates. Let's just say inflation does roll over from 5% to 4% to 3% and who knows, 
maybe lower and growth hangs around 1%, or 2%, or 2.5%, or whatever kind of a normal growth range is. 
And what does that mean for the future path of the funds rate? Is our old range of 0% to 3%, you know, a 
bygone of another era? And what is the new range on that funds rate for the future? And what does that 
imply for the likely path of longer-term rates? 

Robert: So, until we got to COVID-19, we were locked in a just below target inflation level all around the 
world. And these central banks were locked at the effective lower bound and that brought you to that kind of 
2% neutral 10-year treasury level. All that stuff is gone. And now, I think what we have to realize is that every 
Fed funds rate hike cycle of the last 50 years, except for the 2018 cycle, ended above 5%. You know, 
economies can be very resilient with a 4% tenure. And so, I think that's what we're seeing. I think that across 
a wide range of scenarios that 4% tenure, maybe 4.5%, maybe 3.75%, but that area is going to be very sticky. 
I think you could envision that. Let's say things turn out to be hotter than expected. The Fed, they get to 
4.4%, they're there for a while, inflation is not coming down but real estate is really slowing down. And they 
inch their way up towards 5%. I don't think the tenure is going to be that much higher than 4%, you know? If 
they get to 6%, 6.5% then yeah, maybe you're pushing upwards 5%. But I think there's going to be a real 
gravity there where people are going to recognize that that's temporary and cash rates that get up above 4.5% 
are going to pull money out of the economy, right? And so, that's going to keep that expectation down there. 
So, in terms of the bond market, I don't find that to be an incredibly threatening environment. I think that, 
you know, you're going into this, if you're going into the average corporate bond with 6% yield or whatever, 
you're in the mid-single digits or you have a reasonable amount of cushion there that over 2 to 5 years across 
a wide range of rates scenarios, you're going to have a pretty significant positive return. Now, are you 
supposed to go into cash and try to hoover up a 4.5% Fed funds rate when the tenure is only at 4%? I think 
the thing that we've always seen with that historically, is that 5 or 10 years from now, you're going to look 
back and see that this was a peak growth level coming out of COVID-19. This was a peak inflation level with 
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a war and all these unique elements. 5 or 10 years from now, growth and inflation are going to be lower and 
rates are going to be at these levels or lower. And strategically, fixed income is probably back. So, I think in 
those kind of overheating scenarios, you're going to be sticky at 4%. But I think the same thing is true in the 
softer scenarios. So, if you fast forward six to twelve months, like you said, and if growth is zero or inflation 
has dropped down to one of those soft scenarios, and the Fed has cut interest rates to 2%. I mean, you would 
have 150 basis point positive curve in the 10 years at 3.5%. I think what we've seen historically is that slower 
growth, not a recession, but slower growth can actually be very kind to credit spreads. 2017, 2019, those were 
years when the economy began to really take a break and get policymakers paused. But, you know, spreads 
did well as fixed income got a bit in the search for yield, got a bit and like you said, from the bottom up, can 
you find good credits, can you find opportunities in there that look pretty recession resilient? I think you can. 
So, I think that backend of the curve is going to have a lot of stickiness in the 4% area. Stronger economy, 
you invert more. Weaker economy, lower inflation, you get a positive curve. But that long range return 
potential I think is there, you know, based on where the yields and the spreads are. 

Mike: Yeah, that's a great point about the flat and inverted curve, Robert, right? And this is a point we make 
a lot, and a lot of our clients, especially retail clients, their knee-jerk reaction when you have a flat or inverted 
curve is to go into cash. And the message we've been telling them is when you do that, you're actually taking a 
lot of interest rate risk because, yeah, you might earn a four-handle yield today but that could go away really 
quickly. And this is actually an environment when you have a flat curve to extend the ration more often than 
not and take advantage and lock in, like you said, these higher interest rates. So, that's a really important point 
I think and really helpful message for our clients. So, I know this is kind of maybe a red herring but a lot of 
people talk about it, you know, the Fed loves to talk about it, we love to talk about R-star, or the real neutral 
funds rate, right? And some people think it should be zero, right? I mean, why should you get a positive 
return over inflation to sit in treasury bills (T-bills) for example? I know the Fed thinks over the long term, 
their neutral nominal funds rate is 2.5% and the inflation expectation is like 2%, so kind of a zero-ish, maybe 
slightly positive, real funds rate. But do you think that matters or where would you peg that like on average 
for the next 10 years, that real neutral funds rate? 

Robert: Yeah. So, I would think in the zero to one, you know, is probably the zone dependent on a lot of 
factors. But, you know, if you think about it, one of the things you and I have discussed over the years is 
especially going back into the '90s and the early 2000s, we'd say, “Well, we had that view that rates are still too 
high, they got to go down.” The notion was this idea that was out there with the Taylor Rule and so on, that 
you should get a 2% or higher real yield on cash. That was ridiculous that you should–for having all the 
liquidity in the world and absolutely no term structure risk, you probably should get zero real return. And 
maybe even you're shocked to pay for that. And, if the central banks are trying to create inflation. So, I think 
there is a notion there that you're not supposed to make a killing being in cash. So, I think, you know, being 
in that 0-1% is probably the likely area. But like I said at the beginning, you can have a pretty wide range of 
equilibriums established depending on the druthers of the central bank because in the end, the economic 
actors are going to try to make sensible decisions even if the central bank doesn’t. 

Mike: Yeah, that seems reasonable. So now, the nominal level of funds rate is contingent upon where 
inflation is, right? And, you know, we've kind of just gone through this really disinflationary world, you know, 
driven by all kinds of maybe one-time factors that you mentioned including offloading all of our 
manufacturing to China, taking advantage of really cheap labor and it feels like that trade is over. And there 
may be more structural reasons to think that, heck, maybe inflation in the next 10 years isn't going to be 1% 
or 2%, maybe it's going to be 2% or 3%. I mean, was that some of the concept that you would buy into? 
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Robert: You know, I would. I mean, I think that we've seen over time that running higher budget deficits, 
you know, when you are on a gold standard 1950s and earlier, you had no inflation. I mean, kind of on 
average or 1920s and before, but there was no ongoing expansion via the government and now, that will be a 
contributor. Another contributor, I think there's an element of monopsony and monopoly pricing power. So, 
in the labor markets, you're getting fewer and fewer employers that are pricing labor. But on the product side, 
that your distribution power of these global brands, people tray down across these different organizations 
over time as real incomes don't keep up and so on. But at some point, there's a certain level of generic brands 
that we all reach where you don't go below. And then once you're at that point, the retailers, they seemed to 
have this ability to kind of raise the prices and for that to stick. And so, I think there's an element of that, too. 
If you look at the number of antitrust cases that are brought over time, it's not there. And this is not a value 
judgment or a political statement. It may be that these companies need to be the sizes to compete globally. I 
really don't know. But I think it's a fact of the matter that when you go to the store on the orange juice, I 
mean, they have some pricing power there. That's what we're seeing over time. So between that, I think also 
labor has been at the short end of the stick and wages as a percent of GDP have been going down over time 
and corporate profit is going up. And at some point, the worker realizes they have to ask for the pay increases 
to match the inflation. So, I'm not saying the employers are going to pay it but it's going to be a little bit more 
so than it has been in the past. And you're beginning to see some efforts on the collective bargaining and so 
on. I think that's an element that it will eat into margins to some extent but it's going to contribute to 
motivating the businesses to keep a little bit higher level of inflation going on here. So, I think those factors 
as well as the secular ones that I mentioned earlier and you mentioned here that all these workers from the 
communist side of the world had come into free more market-oriented, that's come to pass and China's come 
way up the curve. You know, what were the benefits there? And what are the costs of now going into an 
environment of where the working age population in China and Europe is shrinking? And does that tip the 
balance on the wage side and forces employers to pay more and for them to try to pass it through? So, I think 
there are a lot of things that could contribute on the margin to a little bit higher inflation so whereas these 
central banks struggled mightily to levels like in Europe from 1% to 2%, which they couldn't do, or from 
1.6% or 1.7% to 2% in the United States, which they couldn't do. And these things were going on in Australia 
and other places as well that now inflation may drop down to 2.5% for all we know and not want to go to 
2%. And my highest and greatest hope in that case would be that the central banks suck it up. And they say, 
“You know, these 2% levels are actually quite arbitrary. And we need to take a little bit of a broader look at 
how we're managing policy here.” And God forbid, inject a little bit more common sense into this. And I 
think the sense before was that they couldn't be trusted with it. But I think after what we saw with the 
negative rates and so on, I would hope that they would feel that they could. 

Mike: Yeah. So, I definitely buy into your argument that a lot of the leading indicators of inflation are 
pointing down, right? That's the big supply demand and balance we had following COVID-19 is reversing in 
a big way. I mean, just listening to the earnings coming into the holiday season and listening to our analysts 
every morning as you do, Robert. I mean, they're worried about significant discounting. Consumers are 
already trading down. So, kind of inflation at some point does fall on its own weight. And the question is, you 
know, does it go back to 1.5% or does it stay at 2.5%? And I would add things like climate change and kind 
of probably more prolonged, heightened geopolitical risk. The fact that supply chains are probably going to 
be reengineered at some point. I mean, you know, getting all your chips from China and all your wheat from 
the Ukraine didn't really work out that well, right? Maybe you're supposed to diversify your suppliers more. 
So, all those things could arguably result in maybe a little bit stickier inflation than we've seen in the past. 
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Robert: Yeah. So, let me just say one thing on that inflation point. I think it's a secular versus cyclical. So, 
you're asking on a secular basis, we think inflation will be a little higher? Yes. But on a cyclical basis, shorter 
term, all the momentum appears to be coming down. And my suggestion would be think longer term. And if 
you go up to 40,000 feet or 100,000 feet, whatever you need to and you look down, you say, "How does this 
look?" I mean, in the past, you know, 3 years ago, 6 years ago, if we were doing this then, when the rates were 
going lower and lower, I would have said this is going to support higher and higher price earnings multiples 
on equities and earnings growth looked really good after the Sarbanes-Oxley cleanup, you know, earlier the 
century and the real yields in equities look really competitive relative to fixed income. And, you know, now 
that's not the case. I would say fixed income looks incredibly competitive by standards of what we've seen the 
last 15 years. And are bonds going to continue to underperform? I don't know. I think they're back to a level 
that to me looks incredibly solid. And maybe that notion I was talking about of where the wage slice of the 
economic pie, that you're getting a little bit of pushback there. I mean, that may cost you on the profit growth 
side. I think that the playing field has really been leveled out. And whereas it looked much more positive for 
equities relative to fixed income, now that looks balanced. And I would say fixed income strategically should 
be at a normal level whereas somebody could have made the case before, it didn't look competitive, you 
know, versus equities. In terms of credit and the credit cycle, again, I think the easier compare is credit 
relative to equities. And, you know, we're not priced for recessions necessarily. I mean, in Europe, it's closer 
to that in the credit markets. But over the last 10 years, if you look at where spreads have been, they are wider 
than average. And 150 over kind of spreads in the U.S. and 200 in Europe, that's a lot of value for investment 
grade credits where the odds of default in the next however many years, they look really low. So, I think that 
tactically it's a really tough call whether you're going to have that hard landing or not. There's a huge 
consensus on the hard land and which makes me a little bit skeptical. It does not completely seem to be 
aligning with the data. But as we've seen, inflation can be very stubborn and can make a comeback to bring 
that on. So, I think it could be a tough six months. But even in that hard-landing scenario, 12 to 24-month 
outlook for credit. Well, by the time you get to the far side of that, your structured product, your investment-
grade corporate bonds, all those things are going to be benefiting from a Fed going towards an easing posture 
and a steeper curve. And the excess return cumulative over that  to 24 months is highly likely to be positive. 
And the fixed income return spectrum is decidedly positive. So I think short term would be a difficult crux 
point. 12 to 24 months, the outlook looks good. And then like I said earlier, if you go out five to 10 years and 
look back, if you're getting cautious here, shortening duration, reduce the exposure to 5% or 9%, you know, 
high yield, looking back 5 to 10 years from now, it may look like, you know, pretty clear that you're at a 
strategic buy zone. And it was not the right time to be going, you know, in cash or T-bills and locking 
something in for a short period of time. 

Mike: You know, people ask me, "Mike, is the 60/40 portfolio dead?" And I say, "Yes, it should be 50/50," 
right? I mean, maybe own more bonds. And we've seen decades in the past where fixed income has 
outperformed equities. And who knows? I don't know if we're in store for one of those but it's certainly 
much more competitive as you laid out. So, thank you, Robert, for all of those great insights. This is a super 
discussion. Are there any last words you want to add before we close? 

Robert: No, I think you've exhausted me. You know, it looks like any good ideas I have. It looks like a pretty 
good strategic point to me for fixed income. And it's tougher being saddled with the short-term tactical 
decision on the duration on the credit but from a longer term, intermediate to longer term perspective, it 
looks pretty favorable to me. 

Mike: Yeah, I think that's right. I mean, looking at our strategies we manage, they're yielding between kind of 
6% and 8% for some pretty high-quality bonds, right? Those are big numbers and numbers we haven't seen a 
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long time. So, I think you're right. In retrospect, people look out and say, “Wow, I wish I should have owned 
more of that stuff.” So, thank you again, Robert, thanks for everything you do for us and our clients. And 
thank you for the loyal listeners out there. Remember, check out our website PGIMFixedIncome.com for all 
of our weekly views from the desk, our thought leadership. We have a bond blog called The Bond Blog. It's 
easy to find. We just put out a piece the other day called “Where Volatility Meets Opportunity for Municipal 
Bonds.” And unlike many other high-quality bonds, municipal bonds have also taken it on the chin and 
they're actually offering some pretty attractive, you know, tax-exempt yields. So, keep an eye for that and 
thank you for listening. 

[ Music ] 

Female Voice: We hope you enjoyed today's podcast. Subscribe to keep up with the latest episodes of All 
the Credit. For more information, insights, and thought leadership, visit pgimfixedincome.com.  

Male Voice: Do you have an idea for a podcast guest or a topic? Email us at 
fixedincomerequests@pgim.com or email your account manager or sales representative at PGIM Fixed 
Income.  

Male Voice: This podcast is intended solely for professional investor use. Past performance is not a 
guarantee of future results. All investments involve risk, including the loss of capital. This material is not for 
distribution to any recipient located in any jurisdiction where such distribution is unlawful. This podcast 
includes the views and opinions of the authors and may not reflect PGIM Fixed Income's views. PGIM and 
its related entities may make investment decisions that are inconsistent with the views expressed herein. This 
podcast should not be reproduced in without PGIM's prior written consent. No liability is accepted for any 
direct, indirect, or consequential laws that may arise from any use of the information contained in or derived 
from this podcast. PGIM Fixed Income is not acting as your fiduciary. The contents are for informational 
purposes only, are based on information available when created, and are subject to change. It is not intended 
as investment, legal, or tax advice and does not consider a recipient's financial objectives. PGIM Fixed 
Income is a business unit of PGIM, the global asset manager of business of Prudential Financial, Inc., which 
is not affiliated in any manner with Prudential plc, incorporated in the United Kingdom or with Prudential 
Assurance company, a subsidiary of M&G plc, incorporated in the United Kingdom. Copyright 2022. The 
PGIM logos and the rock symbol are service marks of PGIM and its related entities registered in many 
jurisdictions worldwide. 

[ Music ] 

 

  

mailto:pgimfixedincomerequests@pgim.com


 
 

PGIM FIXED INCOME PAGE | 10 

IMPORTANT INFORMATION 
The video is intended for Professional Investors only. All investments involve risk, including the possible loss of capital. 
Past performance is not a guarantee or a reliable indicator of future results. The information contained herein is provided by 
PGIM Fixed Income, the public fixed income business of PGIM, Inc. PGIM, Inc. is a registered investment adviser under the U.S. 
Investment Advisers Act of 1940, as amended, and a Prudential Financial, Inc. (“PFI”) company. PFI of the United States is not 
affiliated in any manner with Prudential plc, incorporated in the United Kingdom or with Prudential Assurance Company, a subsidiary 
of M&G plc, incorporated in the United Kingdom. The PGIM logo and the Rock design are service marks of PFI and its related 
entities, registered in many jurisdictions worldwide. In the European Economic Area (“EEA”), information is issued by PGIM 
Limited or PGIM Netherlands to persons who are professional clients as defined in Directive 2014/65/EU (MiFID II). PGIM 
Limited’s registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited is authorised and 
regulated by the Financial Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number 193418). PGIM Netherlands 
B.V. is authorised by the Dutch Authority for the Financial Markets (Autoriteit Financiële Markten – AFM) as an alternative 
investment fund manager with MiFID top up service capabilities under registration number 15003620. PGIM Limited and PGIM 
Netherlands are authorized to provide services or operate with a passport in various jurisdictions in the EEA. In certain countries in 
Asia, information is presented by PGIM (Singapore) Pte. Ltd., a Singapore investment manager registered with and licensed by the 
Monetary Authority of Singapore. In Japan, information is presented by PGIM Japan Co. Ltd., registered investment adviser with the 
Japanese Financial Services Agency. In South Korea, information is presented by PGIM, Inc., which is licensed to provide 
discretionary investment management services directly to South Korean investors. In Hong Kong, information is presented by 
representatives of PGIM (Hong Kong) Limited, a regulated entity with the Securities and Futures Commission in Hong Kong to 
professional investors as defined in Part 1 of Schedule 1 of the Securities and Futures Ordinance. It is anticipated that certain 
investment management services would be delegated to PGIM, Inc. the above-listed entities’ U.S. registered investment advisory 
affiliate. In Australia, this information is presented by PGIM (Australia) Pty Ltd (“PGIM Australia”) for the general information of its 
“wholesale” customers (as defined in the Corporations Act 2001). PGIM Australia is a representative of PGIM Limited, which is 
exempt from the requirement to hold an Australian Financial Services License under the Australian Corporations Act 2001 in respect 
of financial services. PGIM Limited is exempt by virtue of its regulation by the FCA (Reg: 193418) under the laws of the United 
Kingdom and the application of ASIC Class Order 03/1099. The laws of the United Kingdom differ from Australian laws. These 
materials are for informational or educational purposes only. The information is not intended as investment advice and is 
not a recommendation about managing or investing assets. In providing these materials, PGIM is not acting as your 
fiduciary. These materials represent the views, opinions and recommendations of the author(s) regarding the economic conditions, 
asset classes, securities, issuers or financial instruments referenced herein. Distribution of this information to any person other than 
the person to whom it was originally delivered and to such person’s advisers is unauthorized, and any reproduction of these materials, 
in whole or in part, or the divulgence of any of the contents hereof, without prior consent of PGIM is prohibited. Certain information 
contained herein has been obtained from sources that PGIM believes to be reliable as of the date presented; however, PGIM cannot 
guarantee the accuracy of such information, assure its completeness, or warrant such information will not be changed. The 
information contained herein is current as of the date of issuance (or such earlier date as referenced herein) and is subject to change 
without notice. PGIM has no obligation to update any or all of such information; nor do we make any express or implied warranties 
or representations as to the completeness or accuracy or accept responsibility for errors. These materials are not intended as an offer 
or solicitation with respect to the purchase or sale of any security or other financial instrument or any investment management 
services and should not be used as the basis for any investment decision. No liability whatsoever is accepted for any loss (whether 
direct, indirect, or consequential) that may arise from any use of the information contained in or derived from this report. PGIM and 
its affiliates may make investment decisions that are inconsistent with the recommendations or views expressed herein, including for 
proprietary accounts of PGIM or its affiliates. Any projections or forecasts presented herein are as of the date of this presentation and 
are subject to change without notice. The opinions and recommendations herein do not take into account individual client 
circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments or 
strategies to particular clients or prospects. No determination has been made regarding the suitability of any securities, financial 
instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned herein, the 
recipient(s) of this report must make its own independent decisions. © 2022 PFI and its related entities. 

 


