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It’s been a torrid time for fixed-income investors, whichever way you assess 

the numbers. After record declines in 2022, the Bloomberg Barclays U.S. 
Aggregate Index is flirting with an unprecedented third consecutive negative 
year.    

Throughout this “bond bath,” cash has been a beacon of light in many portfolios. Indeed, cash holders were the primary 

beneficiary last year when the U.S. Federal Reserve (Fed) raised interest rates by 425 basis points. Underscoring the extent of the 

recent performance divergence between cash and bonds, the ICE BofA U.S. 3-Month Treasury Bill Index outperformed the 

Bloomberg Barclays U.S Aggregate Bond Index by more than 7% over the past three years (annualized) ending October 2023. 

Several headwinds persist for the fixed-income market: U.S. inflation remains well above the Fed’s 2% target rate; supply-and-

demand dynamics for the U.S. Treasury market is pressuring bonds prices; and the front-end of the yield curve remains inverted.1  

Why consider reducing cash in favor of fixed 
income? 
No one can consistently predict the future—not the greatest investors or even the Fed. As displayed a number of times in 2023, 

market sentiment can turn on a dime, including in early March, when regional bank concerns caused the U.S. 2-year Treasury yield 

to drop by roughly 100 basis points in a matter of days.  

Despite the market challenges, we believe there are several positive elements that are tipping the performance scales in favor of 

fixed-income investors:  

• The Fed is nearing the end of its interest-rate hiking cycle  

• Treasury yields generally shift lower prior to the end of a Fed hiking cycle  

• Fixed-income markets are offering the most attractive yields in well over a decade (Exhibit1) 

                                                             

 

1 Yield-curve inversion reflects the 2-year U.S. Treasury versus the 10-year U.S. Treasury.  
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Exhibit 1: Historical investment-grade yields   

 
Source: SEI, Bloomberg. U.S. Investment grade = Bloomberg Barclays U.S. Corporate Investment Grade Index; U.S. Treasury = 

Bloomberg Barclays U.S. Treasury Index. Past performance is no guarantee of future results. This chart contains back-tested index 

performance. Please see disclosures under Important Information regarding the limitations of back -tested performance. 

In the absence of a crystal ball, we often look to the past for clues as part of our market analysis. Given our current view that the 

Fed is nearing the end of its hiking cycle, we examined historical fixed-income market returns relative to cash—both during and at 

the end of hiking cycles over the past 40 years. Exhibit 2 displays the cumulative performance of cash relative to the Bloomberg 

Barclays U.S. Corporate Bond Index (U.S. Investment Grade) over the 36-month period after the Fed ‘starts hiking’ and the 36-

month period after the Fed ‘stops hiking’. 

Notably, the fixed-income market outperformed cash over both 36-month periods, even during the period that captures the Fed’s 

hiking cycle. The level of outperformance versus cash grows even further when you consider the 36 months after the Fed stops 

hiking, a phase we believe we are currently nearing.   

Exhibit 2: Fixed income vs. cash historical returns before and after the first Fed hike  

 

Source: SEI, Wellington, Bloomberg. U.S. IG = Bloomberg Barclays U.S. Corporate Investment Grade Index; Cash = ICE BofA U.S. 3-

Month Treasury Bill Index Hiking cycles: May 1983-August 1984; March 1988-May 1989; February 1994-February 1995; June 1999-

May 2000; June 2004-June 2006; December 2015-December 2018. Periods were calculated using month-end data beginning in the 

month after the first or last hike of a cycle. Returns are cumulative monthly returns. Past performance is no guarantee of future 

results. This chart contains back-tested index performance. Please see disclosures under Important Information regarding the 

limitations of back-tested performance. 
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What has historically contributed to the 
outperformance of bonds? 
Several factors are at play when it comes to the outperformance of bonds, including reinvestment risk—which refers to the 

concept that when interest rates fall, shorter-maturity cash investors tend to reinvest at a lower rate than the fixed rate achieved 

by the fixed-income investor. The 36-month periods that we assessed capture both interest-rate hikes and cuts. Bond price 

appreciation occurs when interest rates end the period lower than where they started. This  occurred in three of the six cycles we 

assessed for the ’36-months after first hike’ period, and, not surprisingly, in all six 36-month periods that followed the end of Fed 

hikes.  

The Fed started the current tightening cycle in March 2022. Therefore, we are currently around 19 months into the cycle. While 

the fixed-income market has historically outperformed cash at around 14 months after the first hike, this has not been the case in 

today’s cycle (Exhibit 3).  

Exhibit 3: Fixed income vs. cash historical returns current cycle performance  

 
As of October 2023. Source: SEI, Wellington, Bloomberg.  U.S. IG = Bloomberg Barclays U.S. Corporate Investment Grade Index, 

Cash = ICE BofA U.S. 3-Month Treasury Bill Index. Past performance is no guarantee of future results. 

At SEI, we acknowledge that each interest-rate cycle has its own nuances, and that the path to lower Treasury yields may take 

time given the Fed’s current higher-for-longer monetary policy. We also expect interest-rate volatility to persist as the market 

digests geopolitical concerns, market technicals, and economic crosswinds.  

With that said, the fixed-income market now offers an attractive “yield cushion.” To illustrate this point, let’s look at a generic 

10-year U.S. Treasury security that yields 4.85% with a duration of 7.90 years. If Treasury yields hypothetically have an instant rise 

of 50 basis points from their current level, the value of the Treasury will generally decline by around 3.95%. Once you consider the 

higher yield offered in the market, the aggregate return (4.85%-3.95% = 0.90%) remains positive. This highlights the benefit of the 

yield cushion offered in the market that was not available only a matter of months ago. Conversely, if yields decline, the value of 

the bond increases to the same extent.  

For context, the Federal Open Market Committee, the Fed’s policy-making arm, projects one more 25-basis-point hike in 2023 

followed by two cuts in 2024, as represented by the median ‘dot  plots.’ As of October 31st
, the overnight-index swap market is 

pricing in a small chance of one more hike in 2023, with a number of cuts in the following year. Therefore, both the Fed and the 

fixed-income market have pointed to limited hikes on the horizon, with cuts priced in for next year . 

While we don’t expect history to repeat, we do expect it to rhyme. The most recent spike in bond yields created new market cycle 

highs and notably increased the prospect of the fixed income outperforming cash. While it is difficult to predict the exact peak in 

yields, we believe that investment grade nominal bonds offer attractive value over the medium term.   
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Important information  

This material represents an assessment of the market environment at a specific point in time and is not intended to be a forecast 

of future events or a guarantee of future results. Positioning and holdings are subject to change. All information as of the date 

indicated.  There are risks involved with investing, including possible loss of principal. This information should not be relied upon 

by the reader as research or investment advice, (unless you have otherwise separately entered into a written agreement with SEI 

for the provision of investment advice) nor should it be construed as a recommendation to purchase or sell a security. The reader 

should consult with their financial professional for more information. 

Statements that are not factual in nature, including opinions, projections and estimates, assume certain economic conditions and 

industry developments and constitute only current opinions that are subject to change without notice.  Nothing herein is intended 

to be a forecast of future events, or a guarantee of future results.   

Certain economic and market information contained herein has been obtained from published sources prepared by other parties, 

which in certain cases have not been updated through the date hereof.  While such sources are believed to be reliable, neither SEI 

nor its affiliates assumes any responsibility for the accuracy or completeness of such information and such information has not 

been independently verified by SEI.  

There are risks involved with investing, including loss of principal. The value of an investment and any income from it can go down 

as well as up. Investors may get back less than the original amount invested. Returns may increase or decrease as a result of  

currency fluctuations. Past performance is not a reliable indicator of future results. Investment may not be suitable for everyone. 

This material is not directed to any persons where (by reason of that person's nationality, residence or otherwise) the publication 

or availability of this material is prohibited. Persons in respect of whom such prohibitions apply must not rely on this information 

in any respect whatsoever. 

The information contained herein is for general and educational information purposes only and is not intended to constitute legal, 

tax, accounting, securities, research or investment advice regarding the strategies or any security in particular, nor an opinion 

regarding the appropriateness of any investment. This information should not be construed as a recommendation to purchas e or 

sell a security, derivative or futures contract. You should not act or rely on the information contained herein without obtaining 

specific legal, tax, accounting and investment advice from an investment professional. 

Information in the U.S. is provided by SEI Investments Management Corporation (SIMC), a wholly owned subsidiary of SEI 

Investments Company (SEI). 

Information provided in Canada by SEI Investments Canada Company, the Manager of the SEI Funds in Canada.  

Information issued in the UK by SEI Investments (Europe) Limited, 1st Floor, Alphabeta, 14-18 Finsbury Square, London EC2A 1BR 

which is authorised and regulated by the Financial Conduct Authority. Investments in SEI Funds are generally medium- to long-term 

investments.  

This document has not been registered by the Registrar of Companies in Hong Kong. In addition, this document may not be issued 

or possessed for the purposes of issue, whether in Hong Kong or elsewhere, and the Shares may not be disposed of to any person 

unless such person is outside Hong Kong, such person is a “professional investor” as defined in the Ordinance and any rules made 

under the Ordinance or as otherwise may be permitted by the Ordinance. 

The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise 

caution in relation to the offer. If you are in any doubt about any of the contents of this document, you should obtain independent 

professional advice. 

This information is made available in Latin America and the Middle East FOR PROFESSIONAL (non-retail) USE ONLY by SIEL.  

Any questions you may have in relation to its contents should solely be directed to your Distributor. If you do not know who your 

Distributor is, then you cannot rely on any part of this document in any respect whatsoever.  

Issued in South Africa by SEI Investment (South Africa) (Pty) Limited FSP No. 13186 which is a financial services provider authorised 

and regulated by the Financial Sector Conduct Authority (FSCA). Registered office: 3 Melrose Boulevard, 1st Floor, Melrose Arch 

2196, Johannesburg, South Africa. 

SIEL is not licensed under Israel’s Regulation of Investment Advising, Investment Marketing and Portfolio Management Law, 575 5-

1995 (the “Advice Law”) and does not carry insurance pursuant  to the Advice Law. No action has been or will be taken in Israel 

that would permit a public offering or distribution of the SEI Funds mentioned in this email to the public in Israel. This document 

and any of the SEI Funds mentioned herein have not been approved by the Israeli Securities Authority (the “ISA”). 
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Index returns are for illustrative purposes only and do not represent actual investment performance. Index performance returns do 

not reflect any management fees, transaction costs or expenses. Indexes are unmanaged, and one cannot invest directly in an 

index.  

Performance prior to 10/10/2007 for the Bloomberg Barclays U.S. Corporate Investment Grad Index is backtested. Back -tested 

performance, which is hypothetical and not actual performance, is subject to inherent limitations because it reflects application 

of an Index methodology in hindsight. No theoretical approach can take into account all of the factors in the markets in gene ral 

and the impact of decisions that might have been made during the actual operation of an index. Actual returns may differ from, 

and be lower than, back-tested returns. Past performance is no guarantee of future results. 

 


