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Today’s yields have not been this attractive since early 2019. However, the leadup to this point has challenged 
investors because the significant rise in yields, which began in mid-2021, has led to poor performance in the US 
bond market this year (as measured by the Bloomberg US Aggregate Bond Index). The index has declined 6.3% 
YTD1, marking its biggest peak to trough decline since the late 1970s, even exceeding its fall during the Global 
Financial Crisis.  
 
The recent weeks’ surge in yields comes on top of a significant re-pricing of yields across the curve over the last six 
months, most dramatically at shorter maturities. Additionally, credit spreads are now roughly 20% wider than the 
highs we experienced in 2021. Excluding the Federal Reserve (Fed) hiking cycle of 2018, yields available to investors 
are now more attractive than they have been at any point during the last ten years.  
 
The rise in yields accelerated over the last month as volatility spiked due to the Russian invasion of Ukraine and 
historical global sanctions. The expectation of additional war-related inflation impulses, particularly related to energy 
and food, have further driven yields. The Fed delivered a widely expected 25 basis point hike on March 16th – the first 
hike since December of 2018 – and followed with the most hawkish statement of a generation. The market is now 
expecting more than 200 basis points of rate hikes over the next 12 months. 
 
The Schroders US Multi-Sector Fixed Income team spent considerable time discussing markets at our Fixed Income 
Quarterly Investment Forum. Raising the Fed Funds Rate without causing a recession is always difficult and the war in 
Europe has made this hiking cycle even more challenging. Monetary tightening usually ends with a financial crisis or 
economic contraction. Although the war in Ukraine has extended the inflation cycle, we believe the Fed is unlikely to 
realize current market expectations for three main reasons: 
 

1. Mathematically, inflation calculations should decline as the high inflation prints of last years’ reopening roll 
out of the annual calculations. 

2. Declining real incomes will reduce consumption and investment – growth indicators are already slowing. 

3. Historically, the Fed doesn’t have a particularly good track record of delivering as many rate hikes as it 
indicates in its formal press releases (see endnote for a few examples). 

 
Across the platform, we are looking to increase risk moderately given the higher yields/spreads available. The swift re-
pricing of fixed income broadly has opened up value across a number of sectors (Figure 1). We are focusing on higher 
quality corporate bonds, which have underperformed lower quality in the recent sell-off, while using Treasuries and 
Agency MBS as a funding source. As liquidity recedes, other general market opportunities include attractively priced 
corporate new issues. Investment grade bonds afford relative protection against a slowing economy and a generous 
breakeven yield. Short corporates now offer compelling valuations as yields would have to climb above the last 
decade’s high before investors would fail to profit.  

 
 
1 As of March 29, 2022. 
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Bottom line: We believe the Fed will not complete the rate hikes the market has priced in and investors may earn 
more than the carry implied by current yields. 
 
Figure 1: Current percentile of OAS for various spread sectors over the past 10 years 

Valuations now sit north of historical averages for most sectors 

 
Source: Schroders, Bloomberg, as of December 31, 2021. Indices used are the Bloomberg U.S. Corporate Index, Bloomberg U.S. Mortgage Backed Securities Index, 
Bloomberg Corporate High Yield Index, Bloomberg Emerging Markets USD Aggregate, ICE Bank of America 1-10 Year US Municipal Securities Index, Bloomberg U.S. 
Aggregate CMBS Index, and the ICE Bank of America Broad U.S. Taxable Municipal Securities Index. Security types are shown for illustrative purposes only and should 
not be viewed as investment guidance. Past performance should not be relied upon when evaluating current results. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
i October 3, 2000 “Against the background of its long-term goals of price stability and sustainable economic growth and of the information currently 
available, the Committee believes the risks continue to be weighted mainly toward conditions that may generate heightened inflation pressures in the 
future.” https://www.federalreserve.gov/boarddocs/press/general/2000/20001003/ 
What happened? The Federal Reserve cut rates 50 basis points on January 3, 2001.  
 
August 7, 2007 “Although the downside risks to growth have increased somewhat, the Committee's predominant policy concern remains the risk that 
inflation will fail to moderate as expected. Future policy adjustments will depend on the outlook for both inflation and economic growth, as implied by 
incoming information.” https://www.federalreserve.gov/newsevents/pressreleases/monetary20070807a.htm 
What happened? The Federal Reserve cut rates 50 basis points on September 18, 2007.  
 
The Fed dot plot from the December 2018 meeting, indicated an expectation of two  more hikes in 2019. 
https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20181219.pdf 
What happened? The Fed cut by 25 basis points on July 31, 2019. 

https://www.federalreserve.gov/boarddocs/press/general/2000/20001003/
https://www.federalreserve.gov/newsevents/pressreleases/monetary20070807a.htm
https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20181219.pdf
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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. 


