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Adam Bass (00:04):  
This is MSCI Perspectives, bringing to light insights and analysis that help global investors tackle today's 
challenges. I'm your host Adam Bass and today is July 25th 2024. With stubborn inflation, a plunging Japanese 
yen and unpredictable elections around the globe, 2024 has proven challenging for investors. The same could 
be true for central [00:00:30] banks and ahead of the next meeting of the Federal Reserve in the US we sat 
down with MSCI's Global Head of Fixed Income Solutions Research, Afsaneh Mastouri. Afsaneh and I discussed 
the state of the fixed income markets around the world and what the rest of the year may hold. Here's that 
conversation.  
(00:52):  
Afsaneh, first of all, welcome back to the program. Always good to have you here.  
Afsaneh Mastouri (00:57):  
Thank you so much for having me.  
Adam Bass (00:59):  
So let's get right to [00:01:00] it. The markets are focused pretty intently on monetary policy setting by central 
banks around the world. Give us an overview, if you would, about the current state of monetary policy in the 
developed markets.  
Afsaneh Mastouri (01:14):  
You're absolutely right, Adam, that to a large degree, the central bank's performance in the last two years 
showed that they stayed in the driving seat. I don't want to say the last famous words, but it seems that 
[00:01:30] there were some bumps on the road, but they hit the wheel very hard and they stayed in the 
position of driving the market by adopting the monetary policy, by staying on the course. So the importance of 
that for market is something that can't be ignored.  
(01:47):  
We started the year in an environment that inflation, there was a resurge in the headline inflation. The process, 
we started to see some softening in inflation headline in all developed [00:02:00] markets in the last quarter of 
the 2023. We entered 2024, there was some renewed pressure on wages and that headline inflation was 
pushed higher. So there was a reset in expectation on how central banks are going to react to these headline 
numbers and to the trend of the economy.  
(02:20):  
What we have seen basically since February/March this year is that the disinflationary process resumed and the 
central [00:02:30] banks naturally are watching that and reacting to that. The last three prints of the inflation in 
us was fairly soft in terms of both the headlines and the contributing core factors and that was not ignored by 
the market and also it was quoted by monetary policy makers. It was [inaudible 00:02:49] in his recent 
commentary pointed to that the softening of the headline inflation in the last three prints puts Fed in a more 
comfortable position.  
(02:58):  
Does it mean that we are [00:03:00] expecting quite a serious cycle of the rate cuts or monetary policy easing 
going forward from here? We think that Fed and also ECB both are watching the market. Given that all of the 
developments that happening in terms of the expectation for further development that ECB has already done 
one rate cut, basically they are going to stay put. They might offer, given the softening of the headline inflation 
and also [00:03:30] contributing factors as mentioned, they might offer market one or two rate cuts. I.e. bring 
the rates closer to the natural level of the rates. But looking into the trajectory of growth in US, basically it's 
stayed pretty much on the trend of 2%, 2.5%. And also other factors like employment.  
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Adam Bass (03:54):  
What about another developed market that's been in the news a lot lately, especially when it comes to 
[00:04:00] currencies, and that's Japan. What are we looking at there right now?  
Afsaneh Mastouri (04:05):  
Yeah, it's a little bit harder situation to discuss. Basically, the situation of the monetary policy in Japan and 
looking at the effect of that on effects market and rate market. It's undeniable the effect of the flow out of 
Japan on both government bond markets, specifically in Europe, European government bond market and also 
in US. It's inevitable to look into that because for a very long [00:04:30] time, given the level of the rate in 
Japan, there was a huge size of carry trade going on. There were massive inflows from Japanese accounts, from 
insurance companies and from other structures, pension fund, longtime investors, which into EMEA, into 
specifically European government bond which helped to keep the level of the rates lower. Some of them have 
started to unwind given the level of the currency, given the change in the rate, but we don't still see a massive 
[00:05:00] unwind and reverse of those trends.  
(05:02):  
Part of it is that some of those positions are by longer term investors. A lot of them were hedged against their 
currency. So the justification for a complete reverse of those trades are not in the market in our view yet. And 
we saw that the direction of the currency, how quickly it moved and how sharply it's impacted the P&L of 
unhedged position. But we have seen in the last few weeks or perhaps maybe in a month or so, was that after a 
long period of [00:05:30] strengthening of the dollar versus all of these currencies, a strengthening of the XY, 
what we saw in the last perhaps month or so was a little bit of softening of the dollar. The one notable pair 
which presented that softening quite significantly was dollar yen. There is questions if the dollar yen is going to 
back to the 150 handle or not, but stepping out of the short term trends, it was more of a repositioning in the 
market.  
(05:58):  
We went from the beginning of [00:06:00] the year, different drivers or different contributing factor supported 
dollar from rates differentials. If you look at the spot rates, difference between the spot rates, short term rates 
and also if you look at the OIS curves for different currencies, all of that and the slope of those curves, 
differential in the slope of the curve was supportive of the dollar strengths, and then we had some of the 
changes [00:06:30] in monetary policy in Europe, volatility due to the elections in Europe, what was happening 
with Bank of Japan. All of this supported the strengthening of the dollar. More importantly, perhaps the last 
one, but not the least, the softening of the yuan driven by the policies in China. All of this contributed to a 
strengthen of the DXY dollar versus all of its strengths of the dollar versus all other pairs. But we came into 
summer with [00:07:00] quite a stretched position, so almost that became the consensus for the market and in 
such circumstances you would expect some softening as a consequence of profit taking or other activities.  
(07:12):  
But we also saw the repositioning of the market for a potential rate cut by Fed, that contributed to softening of 
the dollar to an extent as well. So what I'm trying to say here is that what we see in terms of currency 
movement is a combination [00:07:30] of monetary policy and differences in the monetary policies in the 
world, but also the current positioning and the positioning which was shaped from the beginning of the year up 
to this point and the expectation of the market for evolution of the monetary policy going forward. The fourth 
factor I would like to add that we are watching it going into the second half of the year and also going into the 
next year is that how the fiscal policies are going to evolve as a result of election in US. The three factors 
[00:08:00] we already discussed them, but the fourth factor I would like to deeper in that if our time allows.  
Adam Bass (08:06):  
We will certainly get back to that. Clearly as we are recording this, for the sake of those listening, we are just 
two days out from the announcement that President Biden will not be running again as the Democratic Party 
tries to figure out how they will go about selecting a candidate. We're not going to get into the politics of it, but 
certainly something [00:08:30] we don't want to ignore. For now though, if we could Afsaneh, what I'd like to 
do is you mentioned some of the other high profile elections around the world, particularly in Europe, in France 
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for example. What's been the impact there in terms of the effect on the sovereign debt market or the European 
credit markets?  
Afsaneh Mastouri (08:50):  
That was a very interesting turnoff event actually what happened with the French election. Certainly France 
was not one of the countries that was on the radar of many people coming [00:09:00] into this year when it 
was the conversation about the election and a year with the largest number of people going to vote almost in 
the whole century. So that's where the turn of event in France was quite interesting. Basically the whole 
election was called by President Macron to clarify the position of the government and to a degree potentially to 
solidify the power of the government and prevent the gradual [00:09:30] shift of the policies or shift of the 
public sentiment toward right. The first round of the election when we observed that right party came in very 
strongly and most of the market commentaries were preparing themselves for, right-leaning policies from 
France. The second round of election, mid-July came very, very interesting because the outcome of election 
was a coalition of left parties winning [00:10:00] the election.  
(10:01):  
So we had a very strong swing from right to left. There was measures taken by both Macron government and 
also the left coalition to make sure that the right leaning policies is not going necessarily to be dominant, but 
one fear for the market or one of the features of one the outcomes that was expected by the market which 
resulted in volatility on the spread was that no matter left or right, [00:10:30] the outcome of the election if 
there was a strong left or right leaning parliament would be a fiscal expansion and that would create some 
unease and discomfort and potentially conflict with the European Parliament when it would come to a fiscal 
conversation.  
(10:48):  
What happened in the second election was that left leaning coalition won. Macron party came in the second 
place, but the left coalition didn't have the majority. So now [00:11:00] we are left in France with a hung 
parliament. It's bad news and good news. The bad news is that most likely not much can be done, but the good 
news is that in such circumstances, neither of the parties left or right have a strong position to push for policies 
that can be expansionary by nature and that was one of the biggest fears of the market. Expansionary policies 
usually put France, which is already in terms of the fiscal deficit, in a position that they need to take some 
disciplinary [00:11:30] action. They would put the France government in an uncomfortable position in 
negotiation with European Parliament and also as one of the leaders in Europe that would become quite 
challenging for imposing fiscal discipline across the Europe.  
(11:45):  
So it's an outcome which is kind of perhaps one of the best outcomes for the market. The 10-year OAT spread 
versus Germany is widened, but kind of has come back [00:12:00] slightly since then. The level of the widening 
that we saw this year compared to the previous election was not significant. The impact on the CAC was not 
basically as large as we have seen in the past, but this is also to a degree a reflection of what has happened. So 
we came out of the France election with potentially the most benign outcome for the market and what market 
participants would hope for.  
Adam Bass (12:28):  
Let's get a little more specific on [00:12:30] that if we can. Whether we're talking about the US or in the 
European markets, which you just described this year or historically when conditions were as they are right 
now, at least as of this taping, are there certain types of portfolios, certain types of holdings that have 
performed better than others and what have those been?  
Afsaneh Mastouri (12:53):  
Actually, I want to separate asset classes a little bit here and we can go back and look [00:13:00] into multi-
asset portfolios. But the general understanding of the market when we talk to a lot of our clients is that they 
kind of agree with the view that central banks in developed market, specifically in Europe and US, are in a 
position that they don't need to rush into offer significant rate cuts to market and that's on the back of 
economic growth and the consumer and household balance [00:13:30] sheet.  
(13:30):  
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So in such circumstances it is expected that they would bring the perhaps offer one, two, three rate cards more 
as an insurance policy to prevent pressure on the companies and households, to aggravate the pressure on the 
household and companies. And such circumstances of wait and see with the supportive monetary policy ready 
to react is generally supportive of risky assets, specifically stock. [00:14:00] It doesn't mean that we are 
expecting or market is expecting a massive upside from here because we have to consider how far we have 
come from the beginning of the year and since kind of like the market resume its growth, we have seen what 
has happened in the AI exposed stocks and the magnitude of the rally. So it is expected to see some profit 
taking some rotation as we have seen in the last couple of weeks from the large cap to the small cap. So all of 
those as a tactical movement [00:14:30] of the market is expected, but generally such a monetary policy 
environment is supportive of risky asset including stocks.  
(14:38):  
Now looking at the bonds and corporate bonds, the same thing applies actually to credit spread. We are 
looking at the credit spreads pretty much at the tightest level since Covid that we have observed, or some of 
their spreads in risky assets, you can trace back to a great financial crisis. So pretty much everyone wanted to 
take [00:15:00] advantage of the current high income level environment that was offered by credit and rates. 
We think that given the wall of refinancing that these companies are facing, we should expect some volatility 
there. When we talk to our clients, what we see is that there is a bias to stay with quality assets, to stay with 
better quality credit basically, but everybody's aware that [00:15:30] the magnitude of the rally on the 
anticipation of monetary policy with the magnitude of the rally, they should expect some kind of profit taking.  
(15:40):  
When we are looking at the interest rate curve in general and that US treasuries or major core sovereign bonds 
which would have consequences for credit care as well, it's really like a fiscal policy is going to be in the driving 
seat from here. I believe Adam, we spoke earlier this year [00:16:00] as well that the expectation coming into 
year was this deepening of the curve on the back of softening of inflation trend and also some of the repricing 
of the term Permian. What we have seen is that since basically end of the first quarter when inflation started to 
soften, kind of like a disinflationary process resumed, this is pretty much what is happening in the market.  
(16:27):  
If you look at the 2s/10s on [00:16:30] US treasuries or Germany, you see that a slight steepening of the curve. 
Certainly that is more visible if you look at it in the last month when we had three basically print of inflation 
that provided enough support for the view. If you look at 2s/30s, certainly that deepening is more visible. We 
are looking at the two point rather than the very front end of the curve because that's the area that it's more 
about the expectation rather than just the actual [00:17:00] spot rate. So we think the steepening process has 
started, but what matters is the bear steepening versus bull steepening.  
(17:08):  
If we continue in such an environment, I'm just not trying to make any call on the US election, but given the 
current environment and given that most of the market participants are expecting the status quo to be 
maintained by Kamala Harris, we think that's the environment that the bull flattening can be the driving factor. 
It's important [00:17:30] because it means that generally the level of the rates are coming down across the 
curve but more rapidly on the front end of the curve.  
(17:38):  
That's naturally an environment which is for the rates, for the credit and we can see that the credit spreads can 
maintain their levels. I.e. it doesn't necessarily mean that we should see significant widening from this level. But 
there are alternatives that they can result in the bear steepening of the curve, I.e. the general level of the rates 
[00:18:00] is not necessarily coming lower and slight increase of the rates at the backend of the curve versus 
the front end of the curve can push the general level higher. That is more of the outcome that to what degree 
we see that bear steepening is really a function of the fiscal policy and who is going to be in driving seat in 
White House.  
Adam Bass (18:23):  
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You mentioned there about rates coming down generally, but what [00:18:30] I want to ask you about on that 
front is one of the themes recently published by MSCI for the rest of 2024 identified elevated interest rates. So 
how do those two statements jive? What's the larger story behind the idea of elevated interest rates?  
Afsaneh Mastouri (18:49):  
When we are talking about general level of the rates, our target is more the belly of the curve and the long end 
of the curve. The front end of the curve, let's say [00:19:00] overnight to two year, three year is mostly driven 
by monetary policy and the immediate inflation trend, but the belly of the curve 5 year, 10 year area and longer 
dated bonds are driven by two or three factors. One factor is supply and demand. The other factor, which is 
related to the first factor is pretty much fiscal policy, and the third one is expectation for inflation or long-term 
process of [00:19:30] inflation. And all three of these is basically somehow directly or indirectly related to fiscal 
policy, is function of fiscal policy stance.  
(19:41):  
One thing which is kind of consensus in the market at the moment is that regardless of who is going to drive the 
fiscal policy, there would be two factor that is going to contribute to the longer term inflation to stay quite 
[00:20:00] high, or in other words, the longer term inflation is not going back to pre Covid era. One is the level 
of the deficit regardless of Democrats being in White House or Republican. There is expectation for the level of 
deficit face to stay elevated. They have different mechanisms that they're contribute or the policies are 
different, but the outcome is pretty much the same. On Republicans, [00:20:30] the expectation for the tax cuts 
and some of the policies that they are bringing, the level of the government revenue down is contributing to 
deficit. On Democrat side, the current status quo, it's more on the expansion of the budget, basically the 
increase of the base is expected to contribute to deficit. So usually deficit means more insurance and that's the 
part of the supply demand driver that we were talking about.  
(20:59):  
The [00:21:00] second is the trade policy. It is understood that if Republican government implements the 
policies that they are advocating, the level of the tariffs on all trade partners are going to significantly increase. 
When you think about the other side and the other tactics that we have, it's kind of a bipartisan policy that the 
tariffs should go higher to support supply chain or to prevent some of the disruption that we have seen during 
the Covid. So what we are facing is general [00:21:30] increased level of the tariffs, but one group is advocating 
a lot larger tariffs than the other group.  
(21:38):  
So if we put that aside, what we see is a longer, larger level of tariffs which contributes to higher consumer 
price and that naturally means that the longer term process of inflation, longer term level of inflation can stay 
higher. So these two factors independent of who is going to [00:22:00] drive the fiscal policy and what are the 
tactics for the fiscal policy. So just that the long-term level of inflation is going to be higher and that means that 
the expectation for this long-term to be higher means that it kind of pushes up the rates in the belly of the 
curve and the long end of the curve. So when we talk about high for longer, these are the contributing factors.  
Adam Bass (22:23):  
Thank you. As we near the end of our time together here, Afsaneh, I just want to ask you as we look into the 
rest [00:22:30] of 2024, I'd love to have you if you could talk about what are some of the other signs or signals, 
indicators that investors may be focused on.  
Afsaneh Mastouri (22:41):  
One of the points that we hear from market participants and one of their concerns is that if Fed remains too 
excessively concerned about level of inflation, or we start to see more volatility in terms [00:23:00] of the level 
of the top line level of inflation and that convinces Fed to stay put for longer or offer less supportive tones to 
market, what does that mean for companies? And can Fed basically engineer a hard landing if they stay put for 
so long? So this is one of the concerns that we hear from market participants. Looking at the MSCI corporate 
bond indexes shows [00:23:30] that in the next three years in high yield universe, we have to look into the 
refinancing by companies for about $300 billion. If you look at the IG universe, we are looking at about $1 
trillion refinancing. If you look at the leveraged loan market, you're looking about about half a trillion dollar 
refinancing.  
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(23:54):  
So these numbers are large and even though the balance sheet of the companies when you look [00:24:00] 
deeper is much stronger than the balance sheet of these companies in 2018, 2017 when they first faced the 
potential for rising the rate and normalization of the policy, these companies are also, they have experienced 
Covid, so they have experienced two kind of like a shock or one and a half shock already. So the balance sheets 
are stronger, but we have seen a good percentage of the companies in the private space, about [00:24:30] 15% 
of the companies in the private credit market, that they have started looking at the amendment or they have 
gone through amending their loans.  
(24:40):  
So when you look at these numbers, it's understandable that the market is a bit nervous about how long Fed is 
going to hold the policy at this current level, but we are hoping that as the process of inflation or disinflationary 
process of inflation proves [00:25:00] itself to be dominant driver going into the elections, we see more 
softening of the tone from Fed. But certainly if we're going to have a government that by electing tariffs, high 
level of tariffs, forces inflation into economy, obviously that would make the position for Fed very hard and 
that's when we are kind of concerned that the balance [00:25:30] of the forces might not necessarily continue 
to support the soft landing of the economy, but we are hoping that we don't get there.  
Adam Bass (25:40):  
And as events unfold in front of us Afsaneh, we hope that you'll come back and talk to us again to provide your 
insights. For now, that's unfortunately all the time we have, but thank you so much for joining us.  
Afsaneh Mastouri (25:53):  
Thank you for having me.  
Adam Bass (25:55):  
That's all for this week. Many thanks from Joe and me to Afsaneh, and [00:26:00] to all of you for listening. Next 
up on the program; there's been a lot of talk this year about the tech sector, but how have those following an 
overall sector based approach fared historically? We'll take a look with guests from MSCI research and 
Vanguard. Until then, I'm your host Adam Bass, and this is MSCI Perspectives.  
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