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As the Fed hiking cycle has commenced, much commentary is focused on the potential weakness in fixed income 
markets. As is often the case, markets try to anticipate the course of future events, and this well-telegraphed move is 
no exception. So far this year, we have experienced a significant re-pricing of yields across the curve – most 
dramatically at shorter maturities. On the one hand, if markets are stable or yields drop, investors stand to earn greater 
returns than have been available for most of the last 10 years. On the other hand, there is now significant margin for 
error, or cushion, should a further adverse move in rates/credit spreads occur.  

Today, the Treasury market is discounting nearly 200 bps of rate hikes over the next 12 months. In addition, corporate 
spreads have also undergone a dramatic re-pricing this year, touching 114 bps on the ICE BofA 1-3 Year US Corporate 
index, roughly 75 bps higher over the last 6 months. Therefore, the yield of a short maturity, investment grade 
corporate index is 2.87% as of March 15, 2022, an increase of 2.2% from one year ago.  

Of course yields can always go higher still so, as ever, 
investment is not without risk. If markets do wind up 
pricing in more rate hikes, we can use the “breakeven yield” 
as one measure of potential downside risk. The breakeven 
yield is the yield to which bonds would have to rise for 
capital losses to offset the income earned over 12 months, 
resulting in a zero return. This varies by starting yield and 
bond maturity. As shown in Figure 1, yields for the ICE BofA 
1-3 Year US Corporate index would have to rise by 1.58% 
from the current 2.87% yield to 4.45% - well above the last 
10-year high of 3.65% - for investors to make no money. 
 
However, after the significant repricing, the balance of 
risks is now much more attractive at these elevated levels.  
Arguably, for reasons including those below, the chances 
are even greater now than they were in 2018 that the Fed 
will not be able to complete the rate hikes the markets have priced and that investors will be able to earn more than 
the carry implied by current yields. 
 

➢ Growth had already been decelerating from the breakneck speed of recovery from the depths of the pandemic 
➢ Fiscal and monetary boosts are being withdrawn and this will weigh on the consumer 
➢ The erosion of real incomes from inflation looks to be sustained with ongoing energy and commodity spikes 

flowing from the war in Ukraine 
➢ Global decoupling could continue, or even escalate, creating further headwinds for economic growth 
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The US Multi-Sector Fixed Income team manages a variety of strategies which can help investors to take 
advantage of this market opportunity. The Value Short Duration strategy is ideally positioned for this 
environment and is now available as a sustainable strategy in a segregated account. For investors with a 
different focus or seeking to access other areas of the fixed income market, the team also offers slightly longer 
maturity options ranging from Opportunistic to Core and Core Plus, which includes the Hartford Schroders 
Sustainable Core Bond Fund. 

 
 

Important information  
The views and opinions contained herein are those of Schroders US Multi-Sector Fixed Income team, and do not necessarily 
represent Schroder Investment Management North America Inc.’s house views. These views are subject to change.  
All investments involve risks including the risk of possible loss of principal. The market value of the portfolio may decline as a result of a 
number of factors and may not return to the original amount invested.  Investing in fixed income securities involves additional risk such 
as interest rate risk, credit risk, inflation/deflation risk, government securities risk, foreign investment risk, currency risk, derivatives risk, 
leverage risk and liquidity risk.  Investing overseas involves special risks including among others, risks related to political or economic 
instability, foreign currency (such as exchange, valuation, and fluctuation) risk, market entry or exit restrictions, illiquidity and taxation 
risks. These risks exist to a greater extent in emerging markets. 
 
The material is not intended to provide, and should not be relied on for accounting, legal or tax advice, or investment recommendations. 
Information herein has been obtained from sources we believe to be reliable but Schroders Plc does not warrant its completeness or 
accuracy. No responsibility can be accepted for errors of facts obtained from third parties. Reliance should not be placed on the views and 
information in the document when taking individual investment and/or strategic decisions. The opinions stated in this document include 
some forecasted views. We believe that we are basing our expectations and beliefs on reasonable assumptions within the bounds of what 
we currently know. However, there is no guarantee that any forecasts or opinions will be realized. This document does not constitute an 
offer to sell or any solicitation of any offer to buy securities or any other instrument described in this document. Past performance is no 
guarantee of future results. 
 
Schroder Investment Management North America Inc. (“SIMNA Inc.”) is registered as an investment adviser with the US Securities and 
Exchange Commission and as a Portfolio Manager with the securities regulatory authorities in Alberta, British Columbia, Manitoba, Nova 
Scotia, Ontario, Quebec and Saskatchewan. It provides asset management products and services to clients in the United States and 
Canada. Schroder Fund Advisors LLC (“SFA”) markets certain investment vehicles for which SIMNA Inc. is an investment adviser. SFA is a 
wholly-owned subsidiary of SIMNA Inc. and is registered as a limited purpose broker-dealer with the Financial Industry Regulatory 
Authority and as an Exempt Market Dealer with the securities regulatory authorities in Alberta, British Columbia, Manitoba, New 
Brunswick, Newfoundland and Labrador, Nova Scotia, Ontario, Quebec, and Saskatchewan. This document does not purport to provide 
investment advice and the information contained in this material is for informational purposes and not to engage in trading activities. It 
does not purport to describe the business or affairs of any issuer and is not being provided for delivery to or review by any prospective 
purchaser so as to assist the prospective purchaser to make an investment decision in respect of securities being sold in a distribution. 
SIMNA Inc. and SFA are wholly-owned subsidiaries of Schroders plc, a UK public company with shares listed on the London Stock 
Exchange. Further information about Schroders can be found at www.schroders.com/us or www.schroders.com/ca. Schroder Investment 
Management North America Inc., 7 Bryant Park, New York, NY 10018-3706, (212) 641-3800. 


