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Looking for direction in fixed income?
Lower quality credit-sensitive assets have been in favor this year as inflation data has come down and growth 
has been stable. If those conditions change, what should investors expect?
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Credit may outperform duration

Fed pauses and then begins gradually cutting rates to neutral

e.g., high-yield corporates and high-yield munis, non-Agency MBS

  

Credit and duration may both underperform

Fed resumes tightening to address persistent inflation

e.g., ultra-short bonds, cash

Duration may outperform credit

Fed responds by cutting rates quickly and aggressively

e.g., investment-grade bonds, Treasuries, munis, Agency MBS

High-quality credit may outperform duration

Fed’s ability to ease is limited by high inflation 

e.g., short-term bonds
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