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Janus Company-Informed 
Macro Perspective

Fundamental credit research has been at the core of the Janus fixed 
income process for over 25 years. Not only does in-depth company 
research anchor our fixed income investment process, it also 
serves as the foundation for our macroeconomic views. While most 
macroeconomic forecasts originate from government data, we start at 
the bottom, aggregating individual company data from our fundamental 
credit research to arrive at a company-informed macro view at the firm, 
sector, U.S. and global levels. We believe this approach differentiates us 
from our peers and other macroeconomic data providers. 

Each quarter, our fixed income team shares its company-informed 
outlook on key macroeconomic indicators and how that insight is 
applied in Janus’ fixed income portfolios.

G L O B A L

U . S .

S E C T O R

C O M P A N Y

The opinions expressed are those of the authors as of January 2015 and are subject to 
change at any time due to changes in market or economic conditions. The comments should 
not be construed as a recommendation of individual holdings or market sectors, but as an 
illustration of broader themes. 
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Gibson Smith
CIO, Fixed Income  
& Portfolio Manager

Interest rates around the globe may remain 
low at least through the first half of the year. 
The reasons behind the 2014 rate decline 
have only intensified. 

The world’s economy is gloomier and 
deflationary pressures are building, especially 
with the plunging prices of crude oil and 
other commodities. China’s slowing growth 
has become a greater concern as have the 
prospects of emerging market commodity 
producers. The “lower rates for longer” 
assumption has become a market consensus. 
But, don’t expect these lower rates without a 
significant amount of volatility.  

Global growth uncertainty to keep 
volatility elevated

We already saw increased market volatility in 
2014 created by diverging growth trajectories 

between the U.S. on the one side and the 
eurozone and Japan on the other. Yet, global 
economic tailwinds are gathering as foreign 
central banks respond to global economic 
challenges with unprecedented monetary 
stimulus. Lower gasoline and food prices 
are also tailwinds for consumers. Any global 
economic recovery likely will be uneven as it 
unfolds because of different country dynamics. 
Thus, uncertainty about global growth should 
persist and keep market volatility elevated.

At this point in time, volatility in the fixed 
income market may represent a greater 
risk than the potential for a sustained 
increase in rates. 

The U.S.’s strong economic foundation and 
the potential for foreign monetary stimulus to 
spur a recovery abroad are creating a spring 
beneath low interest rates. It feels like the 
spring is winding tighter and tighter. At the 

Shut off the Noise, Hear the Risks

The big surprise in 2014 was the sharp decline in long Treasury yields, with the 
total return of the 30-year Treasury exceeding 29%. 

So, what’s in store for the fixed income market in 2015? 

Greater volatility!
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same time, complacency around low interest 
rates is building. Investors need to take note  
of this, especially those who have made 
excessive bets in their portfolios based on the 
lower rates for longer assumption. These have 
been expressed in significant overweights in 
long-end Treasurys or long-dated corporate  
debt. That lengthens a portfolio’s duration, or  
its price sensitivity to changes in rates. Investors, 
watch out. 

Increased rate volatility can generate 
negative returns for a portfolio skewed 
toward the long end of the curve.

When rates reverse course, even for a short 
period, complacency about low rates could 
quickly turn to panic, and the rate rise could 
become fast and furious. We got a taste of this 
quick change in sentiment on October 15 last 
year when the long bond’s price spiked upward 

intraday.  We could see similar moves on the 
downside if sentiment were to change. While it’s 
easy to understand why rates are declining and 
could hold at lower levels for a while, the decline 
has been met with increasing volatility, and with 
that, more risk. 

Lower liquidity and currency moves 
creating choppy market

Besides global growth uncertainty, what else  
is driving increased volatility in the fixed  
income market?

First, as we have highlighted in the past, liquidity 
providers, like large banks, have reduced capital 
commitments to their bond trading business due 
to greater regulation. This comes at a time when 
the overall size of the market has been growing. 
That’s created less liquidity, making prices more 
vulnerable to short-term spikes and plunges. 
Second, the world’s central banks – namely the 
Federal Reserve, the European Central Bank 
and the Bank of Japan – have set the stage for 
a divergence in monetary policy for the first time 

in five years. The policy divergence should create 
more volatility in foreign exchange markets and 
that could set the stage for more broad-based 
market volatility. Historically, policy change 
has been a turning point for markets, and we 
expect nothing different this time around.

For example, the divergence of monetary policy 
has already sent the U.S. dollar on an upward 
tear against other currencies. The yen and the 
euro are more than 15% lower against the U.S. 
dollar over the past 12 months. We are watching 
other central banks break their pegs against 
currencies, surprising market participants. 
Growing uncertainty about monetary policy 
change has generated higher volatility in  
developed market currencies, and that’s flowing 
into emerging market currencies. This volatility 
is intense enough to filter into the rest of the 
financial markets as the year progresses.  

I think it’s important to be more defensive 
in one’s fixed income positioning at this 
juncture. With valuations stretched and yields 
low, there are risks that we have not seen in 
years. I also believe that avoiding large directional 
duration bets in the long end of the market 
can help limit exposure to volatility. A certain 
amount of Treasury exposure can be used to 
help buffer volatility of fixed income risk assets, 
like corporate credit. But, it’s critical to first avoid 
the significant downside risk that long duration 
positioning courts while still sticking with a 
process that seeks out opportunities for investors 
to participate in the upside.

Volatility calls for active management

While Treasury market volatility has gathered 
increased attention, more attention needs 
to be paid to credit market volatility as it is 
creating downside risk.

Credit market volatility is being driven by 
several factors. Even though corporate credit 
spreads have widened over the last six months, 
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we continue to have historically tight credit 
spreads. High valuations continue to make credit 
vulnerable to a sell-off. Given the uncertain 
global growth environment, many potential buyers 
of credit are not interested in adding to their 
positions. That exacerbates low market liquidity. 
The marginal buyer of credit we have seen over 
the last few years may not take much convincing 
to become a potential seller as we experience 
more volatility. 

As it stands, we’re now late in the credit cycle, 
marked by a significant increase in shareholder 
friendly activity, which is not bondholder friendly. 
Companies are releveraging their balance sheets 
through share repurchases, increased dividends 
and expensive acquisitions. In addition, it is now 
much more challenging to find attractive risk-
adjusted returns in the credit market as it has 
priced in much of the corporate deleveraging that 
has occurred since the 2008 financial crisis. 

Amid low rates and lower price return potential, 
many investors are stretching for yield and 
returns by loading up on lower credit quality 
bonds and taking big positions in longer duration 
securities. We believe this foolishly courts 
downside risk, especially amid the market’s 
potential volatility. 

Our core investing tenets are seeking attractive 
risk-adjusted returns and capital preservation. 
Quality is as important as ever in this market.  
The fixed income market in 2015 will  
require sharpshooting, not casting a wide  
net – active management rather than  
passive investing.

Patience and discipline are required to 
maintain an edge

With attractive risk-adjusted return opportunities 
harder to find, it requires patience and discipline 
not to take on excessive risk and to be more 
defensive in one’s positioning, especially when 
others are being rewarded for doing the exact 

opposite. We believe that giving up on generating 
solid risk-adjusted returns to pursue greater 
absolute returns would violate our growing 
belief that volatility is going to create some very 
undesired outcomes for many.   

I always discuss the cost of being wrong with 
my team. We would rather stay defensive and 
wait for new opportunities at the first signs of a 
better global economic environment. As volatility 
increases and uncertainty takes center stage, we 
want to be in the position to take advantage of 
others’ complacency and excessive risk taking.

Stay tuned, this is going to get more interesting . . .

Gibson Smith
CIO, Fixed Income & Portfolio Manager
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Speed bump  

Double whammy

We believe U.S. economic expansion can defy a 
struggling global economy, but cuts in corporate 
expenditures could potentially weigh on growth  
going forward. Companies are cutting capex as a 
result of lower crude oil prices and a stronger U.S. 
dollar. Business spending has never fully recovered 
since the financial crisis, and it’s important fuel for 
the labor market.

For example, lower energy prices have led oil 
producers to cut capex in order to preserve growth. 
Less business spending on infrastructure like oil 
rigs has the potential to mean layoffs and fewer 
paychecks. Oil major ConocoPhillips is cutting 
2015 capex by 20%. Smaller producer Denbury 

u Companies are cutting back on capital expenditures due to falling oil prices 
and the strong U.S. dollar.

u Lower capital expenditures (capex) are a potential threat to U.S. growth as 
business spending boosts employment.

u Many multinationals have not yet cut capex, but with their profits 
increasingly hurt by the strong dollar, they could soon reach a tipping point.

T H E  C O M P A N Y  V I E W

The changes in currency and 
strengthening of the U.S. 
dollar have influenced the way 
industrial firm Danaher wants 
to position the company going 
into 2015.

Because of lower oil prices, 
Oasis Petroleum says it 
is cutting its 2015 capex 
by 44% and delaying well 
completions.

While Priceline has not cut its 
budget yet, it says the strong 
U.S. dollar is increasingly 
hurting its business, with 
some Europeans reducing 
spending on dollar denominated 
destinations.

Resources is cutting next year’s capex by 50%, so it 
can “take advantage of future opportunities.” Laredo 
Petroleum didn’t wait until 2015, and it began 
cutting the number of rigs it’s operating in late 2014.

Meanwhile, companies are also cutting business 
spending in the face of a strengthening U.S. dollar. 
U.S. multinationals are taking a hit to their profits 
when they repatriate their foreign revenues into a 
smaller amount of U.S. dollars. 

Some companies have greater exposure to foreign 
currencies than others, such as McDonald’s, which 
cut its 2014 capex by $2 billion to $3 billion to 
protect profits after anticipating increasing currency 
impact. Coca-Cola cited rising currency headwinds 
among other factors when it announced streamlining 
initiatives last autumn. Most multinationals have 
warned about a currency impact on earnings, but 
haven’t cut capex yet. Thus, capex reductions for now 
are a potential threat to growth, but it bears watching.

company- in formed macro
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LOWER OIL PRICES HAVE LED OIL PRODUCERS TO CUT BUSINESS SPENDING
Sample of capital expenditure percentage cuts for 2015 versus 2014 by individual oil producers

Oil producers have already begun to cut 2015 
capital expenditures to rein in costs as a result of 
lower oil prices. Their lower capex can result in job 
losses for the energy sector.

Source: Company data and Janus calculations.
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KEY IMPLICATIONS        

u  Business spending has yet to really take off since the financial crisis. Lower oil prices 
and a strong U.S. dollar could prevent that from happening, and thus, curb U.S. GDP. 

u  Multinationals have reported that the strengthening U.S. dollar has had an 
increasingly adverse impact on earnings. While many of them have not cut capex yet, 
several could be near a tipping point.

u  If crude oil prices continue their sharp decline, more oil producers may cut  
capex budgets.
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Headwinds

As discussed in the Company View, the sharp decline in 
the price of crude oil may result in increasing job cuts in 
the energy sector. While job cut announcements are not 
widespread yet, they have started to happen. 

For example, oil services giant and industry bellwether 
Schlumberger says it anticipates lower growth for 
its industry in 2015 as a result of lower oil prices, and 
that it plans an unspecified number of job cuts. Oil 
services companies are the first to take the hit when oil 
producers cut back capex, but oil producers themselves 
are also starting to announce layoffs.

BP has accelerated previously planned workforce 
reductions as a result of the decline in crude oil prices. 
The oil giant says it will continue to seek ways to reduce 
costs. Thus, energy company statements about the 
market environment may signal there could be more 

u Oil services companies are starting to lay off workers as lower oil 
prices have cut industry spending.

u While there have not been major layoff announcements by oil 
producers yet, they could occur amid a continued decline in oil prices.

u We expect increased consumer spending from lower gasoline prices 
to more than offset the impact that possible energy sector layoffs may 
have on U.S. economic growth.   

 Energy sector losing fuel

T H E  S E C T O R  V I E W

Halcon Resources will 
need fewer people to 
operate rigs in 2015,  
as it plans to operate  
five less rigs than  
originally planned.

Marathon Oil cut its capex 
budget by 20%, but it’s 
keeping its options open 
about further cost cuts 
given how quick the price 
of oil can drop.

job cuts to come. Schlumberger noted a “very strong 
focus” from its customers on short-term cost cutting. 
Denbury Resources already cut its 2015 capex by 
50% because it had assumed crude oil prices in 2015 
at $90 a barrel. 

There is no doubt that energy sector layoffs will 
affect growth, but these layoffs will be concentrated 
in oil-producing states like Texas and North Dakota. 
We believe this will be offset by increased consumer 
spending that lower gasoline prices will create. We 
estimate that lower gasoline prices could add 0.5%  
to GDP.

company- in formed macro
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U.S. RIG COUNT THROUGHOUT 2014
Rig counts are starting to come down from their 2014 peak

A sharper rig decline could be on the horizon, and 
that means fewer workers needed to operate them.
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KEY IMPLICATIONS        

u  Layoffs in the energy sector may gain momentum if oil prices continue  
to decline.

u  Energy sector job cuts will be concentrated in the oil-producing  
states such as Texas and North Dakota.

u  U.S. economic growth should benefit, more than suffer, from a decline in  
oil prices.
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Tailwinds 

If you are wondering whether U.S. economic 
momentum can overcome the negative effects 
of a strengthening U.S. dollar, your answer lies in 
comments from major U.S. companies.

Global consumer products giant Procter & Gamble 
says it is seeing an uptick in its U.S. business thanks to 
lower unemployment and rising wages here. Currency 
translation may shrink P&G’s sales from abroad like 
many multinationals, but only 14% to16% of U.S. GDP 
is derived from exports. Consumer spending, on the 
other hand, makes up 70% of GDP. Wal-Mart says its 
sales uptrend is being fueled by lower gasoline prices 
providing its customers with extra cash to spend.

Consumer spending has the wind at its back. Gasoline 
prices have declined, and hiring in the U.S. has 
gathered momentum. For example, YRC Worldwide, 

one of the nation’s largest trucking services providers, 
has made hiring more drivers its top priority in order to 
meet rising demand. The unemployment rate declined 
from 6.6% at 2014’s start to 5.6% by December. We 
expect labor market strength to continue and to keep 
the unemployment rate within the Federal Reserve’s 
long-run target of 5.2% to 5.5% by 2015’s end.  

Amid a tighter labor market, Masco Corp, a building 
products distributor, says it is increasing wages. 
Indeed, the Bureau of Labor Statistics says real 
earnings are rising. That’s fueling spending, which  
will help drive core inflation further toward 2% in  
2015 from 1.6% in 2014, in our view. Given the 
tailwinds that hiring and wages are giving consumer 
spending, along with lower gasoline prices, we expect 
U.S. GDP growth to be around 3% in 2015.

u The negative impacts that a strong U.S. dollar and possible energy sector 
job losses will have on the U.S. economy should be more than offset by solid 
consumer spending overall.

u Broad-based wage increases and general hiring at this stage in the recovery 
amid lower gasoline prices are all fuel for consumer spending.

u Increased wages and steady consumer spending should support inflation in 2015.

Fuel for spending

T H E  U . S .  V I E W

Shipping firm Swift 
Transportation says  
it is increasing  
wages to  
retain drivers.

While the stronger 
dollar may crimp 3M’s 
sales growth, it’s also 
reporting particular 
strength in its U.S. 
business, along with 
firm selling prices. 

Cracker Barrel says 
profits are being 
helped by lower 
gasoline prices, with 
40% of its customers 
not local to restaurant 
locations.

company- in formed macro
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U . S .  M A C R O S C A N

FA C T O R T R E N D O U T L O O K

C O N S U M E R

u   Nonfarm payroll job growth averaged 260K/month in 
2014. The unemployment rate sat just above the Federal 
Reserve’s (Fed) target range by the end of 2014.

u   The Conference Board’s consumer confidence index is 
strong and trending around pre-crisis levels.

u   Housing is still in a soft patch as we enter 2015: New and  
existing home sales are both around 2% year over year 
(YoY) and prices are up 4.3% YoY, off the recent highs.

u   We expect consumer spending to extend its solid trend  
into 2015 amid steady job creation, increased net worth 
and stable savings.

u   We expect housing to begin to recover from the 2014 
softness on job creation, household formation, and 
improving lending standards. 

u   Current job growth will keep the unemployment rate within 
the Fed’s 5.2%-5.5% natural rate of employment in 2015.

B U S I N E S S

u   The pace of business capital expenditure is starting to 
recover (now up 7.4% YoY within the 2014 4Q GDP 
report), but is still slower to recover than we expected.

u   The Institute for Supply Management (ISM) manufacturing 
index remains at a solid level.

u   We expect full-year gross domestic product (GDP) growth 
to finally reach 3% in 2015 after many false starts the past 
few years. 

u   Business spending should continue to recover. While 
2014’s M&A activity has dampened business spending, 
and the energy sector will be soft, we believe general 
demand will help bring capital expenditures back to  
pre-crisis levels.

I N F L AT I O N

u   Inflation remains in a normalizing trend. The core Consumer 
Price Index (CPI) ended 2014 at 1.6% YoY while the  
Core Personal Consumption Expenditures (PCE) Price  
Index ended at 1.4% YoY.

u   Commodity prices are very tame. Oil is trending around 
$50/barrel and gold is around $1,230/ounce.

u   We expect YoY core CPI for 2015 to be around the Fed’s 
2% target, compared with 1.6% in 2014.

u   We don’t see inflation having a material impact on 
consumer spending. Consumers will benefit from generally 
tame commodity prices, specifically lower oil. We are 
starting to see some upward movement due to higher 
wages, but it’s within the price “normalization” trend. 

F I S C A L  &  M O N E TA R Y  P O L I C Y

u   A GOP Congress has taken over, which means continued 
gridlock mixed with executive action/veto power from  
the president. 

u   A variety of budget deadlines will arise, with compromise 
expected.

u   The Fed completed tapering its quantitative-easing (QE) 
program and is preparing the market for an exit from loose 
monetary policy.

u   Budget deadlines will pop up monthly in 2015. Gridlock  
will keep large issues, like tax reform, from being resolved. 
The debt ceiling and the budget will be met with short- 
term fixes.  

u   The Fed is preparing the market for normalization of 
monetary policy. We expect the Fed’s initial rate hike  
in mid-2015, with monetary tightening gradual and  
well communicated.

Source: Janus.

KEY IMPLICATIONS        

u  Given the pace of hiring, we expect the unemployment rate to end 2015 within the 
Fed’s 5.2% to 5.5% target.

u  With wages in an uptrend and lower gasoline prices fueling solid consumer spending, 
core inflation could creep further toward 2% in 2015.

u  We estimate that U.S. GDP growth could reach 3% for full year 2015 as we expect 
consumer spending to offset potential drags on the economy.  
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u Global economic expansion will be led by the developed 
world, specifically the U.S. and UK.    

u Many emerging markets (EM) could face a difficult 2015, 
with credit quality issues arising and the commodity 
producers suffering from lower commodity prices.

u Inflation remains low, with risks to the downside due to 
falling commodity prices.

Growth divergence

We expect the U.S. to lead global growth in 2015, with the UK holding on 
to a less robust expansion. Europe may not grow any more than 1%, and 
aggressive monetary stimulus like a quantitative easing program is anticipated 
to help it get there. Japan may emerge from its recession as a consumption tax 
is postponed and unprecedented monetary stimulus continues, though growth 
may not be much better than Europe’s. Given the divergence in growth, we 
expect central bank policy to diverge as well, with the U.S. the first out of the 
gate to hike rates, followed by the UK.

Meanwhile, many emerging markets have depended on increased liquidity by 
the Federal Reserve (Fed), so Fed tightening will take away a key source of 
support. EM countries are already struggling with lower demand from China, 
which will continue to adjust fiscal and monetary policy to get its growth 
rate back on track. However, global GDP will be challenged by faltering EM 
countries. The world’s key emerging markets countries like Russia and Brazil 
will be battling recessions amid sharply lower prices for their key commodity 
exports. 

The world in 2015: Our outlook

KEY IMPLICATIONS        

u  With the U.S. leading global economic growth, the Fed could hike 
rates around mid-2015 while major central banks abroad remain 
accommodative to prop up their own economies. 

u  Central bank divergence could maintain a divergence in the world’s 
currencies and rates, with Treasury rates headed higher versus other 
sovereigns and continued strength in the U.S. dollar.  

u  EM economies will be challenged, with ample use by those countries 
of both fiscal and monetary measures to bring stabilization.  

T H E  G L O B A L  V I E W

company- in formed macro
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O U R  E X P E C TAT I O N S  F O R  2 0 1 5 

E U R O Z O N E U K J A PA N C A N A D A E M

1%. Europe is still 
in the early stages 
of recovery, with 
high unemployment, 
low inflation and 
imbalances between 
core eurozone countries 
(like Germany) and 
weaker peripherals 
(like Greece). Greater 
economic stability may 
emerge later in 2015.

2.5%. The UK 
will benefit from 
improving growth and 
unemployment as well 
as normalizing inflation 
and stabilization  
in Europe.

1.1%. Abenomics 
will continue to be both 
a growth driver and 
source of uncertainty.

2.5%. Canada 
will benefit from 
U.S. growth, but low 
commodity prices may 
affect its commodity 
export-driven economy.

The economic 
slowdown in China, 
Brazil and Russia 
will likely continue in 
2015, weighing down 
the overall emerging 
markets (EM) outlook 
but downside support 
will come from 
improving developed 
markets, in particular 
the U.S. 

Will decline to 

11.2%
Will decline to 

5.5%
Will hold near 

3.5%
Will decline to 

6.4%
Lower commodity 
prices combined with a 
benign growth outlook 
will help keep inflation 
tame.

Will end the year at 

0.3%
Will end the year at 

1.3%
Will end the year at 

1.3%, excluding 
the effect of 2014’s 
consumption tax 
increase. Lower oil 
prices should keep 
inflation beneath the 
Bank of Japan’s  
(BOJ) target.

Will hold near 

2%
The combination 
of a weak growth 
outlook and benign 
inflation will enable 
EM central banks to 
remain neutral with an 
easing bias. The Fed’s 
communications and 
actions will remain a 
primary concern for  
EM countries.

European Central Bank 
(ECB) policy will remain 
accommodative with an 
easing bias. The ECB 
launched a quantitative 
easing (QE) program 
to help combat 
disinflation.

The Bank of England 
(BOE) will maintain 
a loose policy until 
inflation recovers. 
Inflation has been 
softening, so we don’t 
expect the BOE to 
boost rates until the 
end of 2015 at  
the earliest.

The BOJ is expected 
to engage in even 
more quantitative and 
qualitative easing to  
lift flagging growth  
and inflation.

The Bank of Canada 
lowered its overnight 
rate to 0.7% due to the 
sharp drop in crude oil 
prices.

As the U.S. moves 
closer to raising rates, 
EM current account 
and fiscal balances 
will again be a market 
focus. While many EM 
countries have made 
needed reforms, others 
have held back due to 
economic or political 
restraints.

Austerity policies will 
continue to moderate, 
leading to less fiscal 
drag on the economy.

The UK has reformed 
its tax regime to 
boost its coffers and 
stimulate the economy. 
It introduced a 25% 
tax on corporate profits 
moved outside the  
UK. That’s expected to 
raise £1 billion over  
five years. It also cut  
its real estate 
transaction tax for  
98% of home buyers.

A consumption tax 
increase for 2015 was 
postponed to spur 
growth, which was 
derailed in 2014 by the 
first of the two planned 
consumption tax 
increases. Abe must 
deliver on structural 
reform to provide a 
foundation for long-
term growth.

Canada’s budget deficit 
has been improving 
nicely, possibly tax 
breaks to come.

The outlook for EM 
economies will revolve 
around China, primarily 
due to its influence 
over commodity prices. 
It’s not clear how far 
China’s policy makers 
will allow the economy 
to slow as China moves 
to a growth model, 
which is more driven by 
domestic demand.

Source: Janus
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R O A D M A P  T O  J A N U S  F I X E D  I N C O M E  P O S I T I O N I N G

Near-term credit neutral, interest rate neutral to defensive
Janus fixed income portfolios are slightly overweight credit (as of 12/31/14), 
though this has been reduced significantly in the last quarter, with a neutral 
stance on interest rate exposure.

   Sector Allocation

u  We remain constructive on corporate credit 
in general. We continue to trim richly valued 
positions. As risk/reward profiles continue to 
decline, we have been reducing this overweight 
across the board. Our slight overweight relative 
to the index reflects our view of the relative 
attractiveness of credit versus interest rate-
sensitive securities, such as Treasurys.  

u   We maintained our credit duration while tactically 
increasing our duration contribution from 
Treasurys. This positioning enables us to be 
opportunistically neutral to defensive along the 
yield curve given the interest rate environment.

u   Among securitized products, we have decreased 
our exposure to agency mortgage-backed 
securities. We continue to believe the shrinking 
MBS supply and steady demand will keep spread 
levels tight. We are biased toward higher-coupon 
securities due to their lower volatility. However, 
given MBS outperformance over 2014 and the 
fears of prepayment speeds increasing given 
the rally in rates, we reduced the weighting. 
We continue to see early debt repayments in 
commercial mortgage-backed securities, which 
reduces our exposure to the asset class. 

u   We maintain little exposure to bank loans as we 
think better risk-adjusted returns can be found in 
high-yield bonds.

P O R T F O L I O  P O S I T I O N I N G  S U M M A R Y

Overweight 
Credit

Underweight
Credit

Low
Quality

High
Quality

Opportunistic Positioning 
Typical market conditions:

• Investment-grade spreads 
tighten, high-yield spreads 
remain wide

• Cautious market

• Loosening underwriting 
standards

• Leveraged buyout  
activity resumes

Neutral Positioning 
Typical market conditions:

• Credit spreads wide relative  
to risk

• Fear predominant in market

• Tight underwriting standards

• Leveraged buyout  
activity slows

Defensive Positioning 
Typical market conditions:

• Credit spreads tight relative  
to risk

• Greed predominant in market

• Loose underwriting standards

• Increased leveraged  
buyout activity

Unlikely Portfolio Positioning
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u   We remain underweight to emerging market 
sovereign debt, and we have further decreased 
our exposure. We believe that diverging central 
bank policies globally and a slowdown in China’s 
growth will create heightened volatility in EM 
markets. Additionally, the recent dislocations in  
the currency markets and the dramatic fall in  
oil prices have increased our pessimism for EM. 
Still, we remain cognizant that there may be 
potential opportunities in select countries.

u   We believe some peripheral European sovereigns 
are attractive as fundamentals slowly turn in 
these countries and the European Central Bank 
implements aggressive stimulus.  

   Credit Spreads

u  The pace of shareholder-friendly activity remains 
unabated, with more share buybacks, dividend 
increases and additional merger and acquisition 
activity. We expect it to remain high as economic 
activity gains momentum 2015. 

u  Some caution is warranted with credit. Both 
investment-grade and high-yield spreads are 
relatively tight, even after some widening in both 
arenas since the summer, especially in oil-related 
credit spreads. We believe it’s important not to 
stretch for yield as we continue further into the 
later stages of the credit bull market.

u  Interest rate curve positioning is a primary focus 
as we get closer to potential Fed interest rate 
hikes. There was a substantial flattening of 
the yield curve in 2014 as inflation fears have 
remained muted. There will be a wide variety 
of factors to consider in 2015 that will impact 
the yield, including Fed timing, U.S. economic 
momentum, Japanese currency devaluation, and 
more ECB stimulus.

u  We believe security avoidance will be just as 
important as security selection in 2015. We are 
in the very late stages of the recent credit bull 
market amid uncertainty about the direction of 
rates and increased shareholder-friendly activity. 
Risk/reward on specific credits can change 
rapidly. These are the type of issuers we seek  
to avoid.

   Duration*

u  While the duration contribution from U.S. 
Treasurys, and sovereigns where applicable, 
are higher than previous periods, we remain 
concerned about interest rate volatility. We still 
maintain certain short-duration Treasury positions 
for liquidity.

* Duration measures a bond price’s sensitivity to changes  
in interest rates. The longer a bond’s duration, the higher  
its sensitivity to interest rates, all else being equal
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Follow us on Twitter for up-to-the-minute market and investment insights. Twitter.com/JanusCapital

Please consider the charges, risks, expenses and investment objectives carefully before investing. For a prospectus 
containing this and other information, please call Janus at 877.33JANUS (52687) or download the file from janus.com. 
Read it carefully before investing or sending money.
Past performance is no guarantee of future results.

Investing involves market risk. Investment return and value will fluctuate, and it is possible to lose money by investing.

There is no assurance that the investment process will consistently lead to successful investing.

Fixed income securities are subject to interest rate, inflation, credit and default risk. The bond market is volatile. As interest rates rise, bond prices 
usually fall, and vice versa. The return of principal is not guaranteed, and prices may decline if an issuer fails to make timely payments or its credit 
strength weakens.
The Consumer Price Index (CPI) represents changes in prices of all goods and services purchased for consumption by urban households. The core CPI represents 
changes in prices of all goods, excluding volatile food and energy prices.

Case-Shiller Home Price Indices are constant-quality house price indexes for the United States. There are multiple Case-Shiller home price indexes: a national home 
price index, a 20-city composite index, a 10-city composite index and 20 individual metro area indexes.

In preparing this document, Janus has relied upon and assumed, without independent verification, the accuracy and completeness of all information available from 
public sources.

Statements in this piece that reflect projections or expectations of future financial or economic performance of the markets in general are forward-looking 
statements. Actual results or events may differ materially from those projected, estimated, assumed or anticipated in any such forward-looking statements. Important 
factors that could result in such differences, in addition to the other factors noted with such forward-looking statements, include general economic conditions such as 
inflation, recession and interest rates.

Janus makes no representation as to whether any illustration/example mentioned in this document is now or was ever held in any Janus portfolio. Illustrations are  
only for the limited purpose of analyzing general market or economic conditions and demonstrating the Janus research process. Janus may have a business 
relationship with certain entities discussed herein. References to specific securities should not be construed as recommendations to buy or sell a security or as an 
indication of holdings.

Janus is a registered trademark of Janus International Holding LLC. © Janus International Holding LLC. Funds distributed by Janus Distributors LLC
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151 Detroit Street, Denver, CO 80206 I 800.668.0434 I www.janus.com


