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Fixed income investors are understandably wondering whether we are at or 
approaching the ‘downturn’ phase of the credit cycle. Central banks have been raising 
interest rates aggressively to control inflation, and in these circumstances, we would 
often expect recession to follow. Tighter credit conditions would come with that.

Reasons to be cheerful 
In this context, investors might be forgiven for running for the hills when it comes to 
issuers in cyclical sectors. However, there are two reasons why this would be misjudged.

First, hopes of a soft landing are rising. Despite almost 500 basis points of interest rate 
hikes in the US, we have yet to see any serious deterioration in company fundamentals.

And second, even if a downturn does come, cyclical issuers can still be viable, but 
the important thing is to protect yourself by being selective. This means seeking out 
those issuers with resilient balance sheets, good market positioning and geographic 
diversification. 

Sectors to consider 
One sector we like at the moment is capital goods, specifically in areas with pricing 
power. Investment grade companies tend to have big balance sheets, and there 
are issuers with great market positions in automation, robotisation, oil and gas 
production and aerospace supply chains. We’re particularly interested in those  
that have exposure to the US. We see better fundamentals here than in Europe  
and certainly in China, where the recovery has been extremely sluggish. 

Elsewhere, we like packaging companies that have robust fundamentals. This sector 
has good pricing power because the market is very concentrated and, therefore, not 
very competitive. Companies have been able to pass on significant cost increases  
as a result and now have the potential to benefit from cost decreases in their input 
material over the past two quarters.

Finally, we like aerospace companies and suppliers as we think they have solid long-
term fundamentals, and we like airline companies because traffic numbers have 
returned following Covid. The latter are classic cyclical issuers because consumers 
tend to cut back on overseas travel if they are feeling the pinch. Yet they are looking 
robust at the moment, with holidaymakers spending their savings.
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Capital goods and packaging are just two areas that look attractive 
despite where we may be in the credit cycle, says Nesche Yazgan.
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Areas to avoid 
On the flip side, we are staying away from areas where 
consumers depend on financing to purchase big-ticket 
items. Cars, for example, look vulnerable, even though  
we’ve been surprised at the sector’s resilience so far.  
Supply chain issues allowed auto companies to aggressively 
price following the pandemic. Still, demand could now turn, 
given the increase in interest and leasing rates as well as 
potential pressure on employment levels.

We’re also cautious about construction. Interest rate 
increases have made this sector very exposed especially 
with regard to new activity in commercial property and 
residential, and we feel our caution has been vindicated  
by recent performance.

Finding the right attributes 
So overall, we have remained relatively neutral 
on cyclicals, retaining exposure to those issuers 
with good fundamentals. We can’t be sure where 
the cyclical journey is heading, but we can look for 
companies that can be nimble about cutting capex 
to generate cash flow or have low leverage. 

As well as balance sheets, we look closely at 
companies’ product portfolios,  the types of 
businesses they are running and, more importantly, 
how resilient the customers in their end markets 
are. Some very well-placed cyclical companies can 
come out of any potential downturn as winners with 
enhanced market positions while delivering good 
returns for their stakeholders.



This document is a marketing communication and it may be produced and issued by the following entities: in the European Economic Area (EEA), by BlueBay 
Funds Management Company S.A. (BBFM S.A.), which is regulated by the Commission de Surveillance du Secteur Financier (CSSF). In Germany, Italy, Spain and 
Netherlands the BBFM S.A is operating under a branch passport pursuant to the Undertakings for Collective Investment in Transferable Securities Directive 
(2009/65/EC) and the Alternative Investment Fund Managers Directive (2011/61/EU). In the United Kingdom (UK) by RBC Global Asset Management (UK) Limited 
(RBC GAM UK), which is authorised and regulated by the UK Financial Conduct Authority (FCA), registered with the US Securities and Exchange Commission (SEC) 
and a member of the National Futures Association (NFA) as authorised by the US Commodity Futures Trading Commission (CFTC). In Switzerland, by BlueBay 
Asset Management AG where the Representative and Paying Agent is BNP Paribas Securities Services, Paris, succursale de Zurich, Selnaustrasse 16, 8002 Zurich, 
Switzerland. The place of performance is at the registered office of the Representative. The courts at the registered office of the Swiss representative or at the 
registered office or place of residence of the investor shall have jurisdiction pertaining to claims in connection with the offering and/or advertising of shares in 
Switzerland. The Prospectus, the Key Investor Information Documents (KIIDs), the Packaged Retail and Insurance-based Investment Products - Key Information 
Documents (PRIIPs KID), where applicable, the Articles of Incorporation and any other document required, such as the Annual and Semi-Annual Reports, may 
be obtained free of charge from the Representative in Switzerland. In Japan, by BlueBay Asset Management International Limited which is registered with the 
Kanto Local Finance Bureau of Ministry of Finance, Japan. In Asia, by RBC Global Asset Management (Asia) Limited, which is registered with the Securities and 
Futures Commission (SFC) in Hong Kong. In Australia, RBC GAM UK is exempt from the requirement to hold an Australian financial services license under the 
Corporations Act in respect of financial services as it is regulated by the FCA under the laws of the UK which differ from Australian laws. In Canada, by RBC Global 
Asset Management Inc. (including PH&N Institutional) which is regulated by each provincial and territorial securities commission with which it is registered. In 
the United States, by RBC Global Asset Management (U.S.) Inc. (“RBC GAM-US”), an SEC registered investment adviser. The entities noted above are collectively 
referred to as “RBC BlueBay” within this document. The registrations and memberships noted should not be interpreted as an endorsement or approval of RBC 
BlueBay by the respective licensing or registering authorities. Not all products, services or investments described herein are available in all jurisdictions and 
some are available on a limited basis only, due to local regulatory and legal requirements.

This document is intended only for “Professional Clients” and “Eligible Counterparties” (as defined by the Markets in Financial Instruments Directive (“MiFID”) 
or the FCA); or in Switzerland for “Qualified Investors”, as defined in Article 10 of the Swiss Collective Investment Schemes Act and its implementing ordinance, 
or in the US by “Accredited Investors” (as defined in the Securities Act of 1933) or “Qualified Purchasers” (as defined in the Investment Company Act of 1940) as 
applicable and should not be relied upon by any other category of customer.

Unless otherwise stated, all data has been sourced by RBC BlueBay. To the best of RBC BlueBay’s knowledge and belief this document is true and accurate 
at the date hereof. RBC BlueBay makes no express or implied warranties or representations with respect to the information contained in this document and 
hereby expressly disclaim all warranties of accuracy, completeness or fitness for a particular purpose. Opinions and estimates constitute our judgment and are 
subject to change without notice. RBC BlueBay does not provide investment or other advice and nothing in this document constitutes any advice, nor should 
be interpreted as such. This document does not constitute an offer to sell or the solicitation of an offer to purchase any security or investment product in any 
jurisdiction and is for information purposes only.

No part of this document may be reproduced, redistributed or passed on, directly or indirectly, to any other person or published, in whole or in part, for any 
purpose in any manner without the prior written permission of RBC BlueBay. Copyright 2023 © RBC BlueBay. RBC Global Asset Management (RBC GAM) is 
the asset management division of Royal Bank of Canada (RBC) which includes RBC Global Asset Management (U.S.) Inc. (RBC GAMUS), RBC Global Asset 
Management Inc., RBC Global Asset Management (UK) Limited and RBC Global Asset Management (Asia) Limited, which are separate, but affiliated corporate 
entities. ® / Registered trademark(s) of Royal Bank of Canada and BlueBay Asset Management (Services) Ltd. Used under licence. BlueBay Funds Management 
Company S.A., registered office 4, Boulevard Royal L-2449 Luxembourg, company registered in Luxembourg number B88445. RBC Global Asset Management (UK) 
Limited, registered office 77 Grosvenor Street, London W1K 3JR, registered in England and Wales number 03647343. All rights reserved.

Published August 2023


