
Our View

With many market participants speculating the U.S. Federal 
Reserve (Fed) has reached the end of the fastest rate-
hiking cycle in history, many investors are looking to take 
advantage of fixed income finally providing income. The 
Fixed Income team at Eagle Asset Management has been 
examining many alternatives available in environments 
where the Fed has ended a hiking cycle. We conclude 
it is best to invest in assets that have longer duration 
(maturities) than money market funds, despite these funds 
currently offering higher yields in the short run.

Why not invest in higher-yielding money markets?

With current money market yields being advertised above 
4%, it is important to note that these yields are not fixed rates 
but rates that can change daily. This introduces reinvestment 
risk, where you are at the risk of receiving lower rates in the 
future. When these bonds mature, the principal needs to be 
reinvested. In a falling rate environment, this would result in 
lower rates. Investing in longer-duration assets allows you to 
lock in higher rates of return for years to come, resulting in a 
higher total return over a longer period. 

Why does this make sense?

Duration is a bond’s sensitivity to interest rate changes. 
The more duration a bond has, the more sensitive it is to 
changes in interest rates. Since bonds generate positive 
returns when interest rates fall (with the reverse also 
applying, as noted in 2022), holding longer-duration 
instruments when rates begin to fall would be the most 
profitable way to invest in this asset class.

How to invest after a Fed hiking cycle?

The chart above shows three separate return streams 
in order of duration held. The money market fund is the 
shortest (under one year of duration), with the Bloomberg 
U.S. Intermediate Government/Credit index (about four 
years of duration) and Bloomberg U.S. Aggregate Bond 
Index (about six years of duration) being the longest. You 
can see that in periods immediately following the pause 
of Fed hiking cycles, in all periods the longer-duration 
assets generate the highest total return, supporting our 
belief that long duration is the best way to move forward 
given the markets’ views that the Fed cycle has reached 
a pause. 
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4/30/1987 - 2/24/1989 N/A1 11.7%1 12.7%1 N/A1 11.7%1 12.6%1 N/A1 10.2%1 11.0%1

2/4/1994 - 2/1/1995 5.6% 14.6% 17.1% 5.3% 8.9% 10.2% 5.2% 6.7% 7.3%

6/30/1999 - 5/16/2000 6.0% 12.9% 13.7% 3.4% 10.7% 11.1% 2.6% 7.2% 7.8%

6/30/2004 - 6/29/2006 5.1% 6.0% 6.5% 3.0% 6.2% 6.6% 1.8% 6.2% 6.6%

12/16/2015 - 12/19/2018 2.2% 7.0% 8.8% 1.0% 4.0% 4.9% N/A N/A N/A
1Based on monthly returns rounded to the nearest month-end.	
 

Source: Bloomberg, as of 5/4/23



About Eagle Asset Management 

Eagle Asset Management provides a broad array of fundamental equity and fixed-income strategies designed to meet the long-term goals of institutional and individual investors. Eagle’s 
multiple independent investment teams have the autonomy to pursue investment decisions guided by their individual philosophies and strategies.

Risks associated with Fixed Income investing: 

Many investors consider bonds to be “risk free” investment vehicles. Historically, bonds have indeed provided less volatility and less risk of loss of capital than has equity investing. However, there are 
many factors that may affect the risk and return profile of a fixed-income portfolio. The two most prominent factors are interest-rate movements and the creditworthiness of the bond issuer. Bonds 
issued by the U.S. government have significantly less risk of default than those issued by corporations and municipalities. However, the overall return on government bonds tends to be less than these 
other types of fixed-income securities. Investors should pay careful attention to the types of fixed-income securities that comprise their portfolio and remember that, as with all investments, there is the 
risk of the loss of capital.

This material may include forward-looking statements. These statements are not historical facts, but instead represent only beliefs regarding future events, many of which, by their nature, are inherently 
uncertain. You should not place undue reliance on forward-looking statements as it is possible that actual results and financial conditions may differ, possibly materially, from the anticipated results and 
financial conditions indicated in these forward-looking statements. There are uncertainties, unknown risks, and other factors that may cause actual results, levels of activity, performance, or achievements 
to be materially different from any future results, levels of activity, performance, or achievements expressed or implied by these statements. 

The statements above are based on the views of the advisor and are subject to change. 

The information presented is for discussion purposes only, is not an offer, and should not be relied upon as the sole factor in an investment-making decision. 

The views and opinions expressed are not necessarily those of the broker/dealer; or any affiliates. Nothing discussed or suggested should be construed as permission to supersede or circumvent any 
broker/dealer policies, procedures, rules, and guidelines.

The information presented is not tax, investment, or legal advice. Prospective investors should consult with their financial professionals. 

Be sure to consider your financial needs, goals, and risk tolerance before making any investment decisions. Eagle does not provide legal, tax, or accounting advice. Any statement contained in this 
communication concerning U.S. tax matters was not intended or written to be used, and cannot be used, for the purpose of avoiding penalties under the Internal Revenue Code. Before making any 
investment decisions, you should obtain your own independent tax and legal advice based on your particular circumstances.

Definitions

The federal funds rate, known as the fed funds rate, is the target interest rate set by the Federal Open Market Committee of the U.S. Federal Reserve. The target is the Fed’s suggested rate for 
commercial banks to borrow and lend their excess reserves to each other overnight.

Duration incorporates a bond’s yield, coupon, final maturity, and call features into one number, expressed in years, that indicates how price-sensitive a bond or portfolio is to changes in interest rates. 
Bonds with higher durations carry more risk and have higher price volatility than bonds with lower durations.

Reinvestment risk is the possibility that an investor will not be able to reinvest cash received from an investment, such as interest earned or coupon payments received, at a rate of return that is equal 
to or better than the original investment’s current rate of return.

Total return, when measuring performance, is the actual rate of return of an investment or a pool of investments over a given period of time. Total return includes interest, capital gains, dividends, and 
distributions realized over the specified period. Total return accounts for two categories of return: income including interest paid by fixed-income investments, distributions, or dividends and capital 
appreciation, representing the change in the market price of an asset.

Indices

TThe S&P U.S. Treasury Bill 0-3 Month Index measures the performance of U.S. Treasury bills maturing in 0 to 3 months.

The Bloomberg U.S. Intermediate Government/Credit Index measures the performance of U.S. dollar-denominated U.S. Treasuries, as well as government-related and investment-grade U.S. corporate 
securities that have a remaining maturity of greater than one year and less than 10 years.

The Bloomberg U.S. Aggregate Bond Index is composed of the total U.S. investment-grade bond market. The market-weighted index includes Treasuries, agencies, commercial mortgage-backed 
securities (CMBS), asset-backed securities (ABS) and investment-grade corporates.

“Bloomberg®” and the Bloomberg U.S. Aggregate Bond Index and Bloomberg U.S. Intermediate Government/Credit Index are service marks of Bloomberg Finance L.P. and its affiliates, including 
Bloomberg Index Services Limited (“BISL”), the administrator of the indices (collectively, “Bloomberg”) and have been licensed for use for certain purposes by Raymond James Investment Management 
or Eagle Asset Management. Bloomberg is not affiliated with Raymond James Investment Management or Eagle Asset Management, and Bloomberg does not approve, endorse, review, or recommend 
Eagle’s fixed income strategies. Bloomberg does not guarantee the timeliness, accurateness, or completeness of any data or information relating to Eagle’s fixed income strategies.

Indices are unmanaged and one cannot invest directly in the index.
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