
Example - Rising rates can be beneficial for investors with time 
horizons greater than portfolio duration

#1 - If time horizon > portfolio duration, then the portfolio can benefit from higher 
rates

• Reinvesting income at higher yields and the power of compounding over the 
investors time horizon can outweigh the immediate price decline that occurs 
when rates rise

• If an investors time horizon is shorter than the duration of their portfolio, they 
are primarily exposed to price risk, so rising rates hurt. However, if the horizon is 
longer than the duration, they’re more exposed to reinvestment risk and higher 
rates are a positive

• On the right, we shock a portfolio with a 200 bps rate rise. After 1.8 years (the 
duration of the portfolio) the rate rise can prove beneficial to the investor.

#2 – Breakeven yield – how much can rates rise before 1-year portfolio returns are 
negative? (i.e. price decline outweighs yield)

• In the front-end of the curve, where the effects of rate movements are muted by 
lower durations, yield matters

• For example, the first table on the right shows a short duration portfolio and how 
front end carry (yield advantage) can help to ensure a strong positive return
when rates rise 100 bps

• The second table calculates the “breakevens” for a short duration portfolio with a 
yield advantage and the Index. The portfolio can withstand a 284 bps rate rise 
before total return is zero versus the index which can only sustain a 180 bps rate 
rise.

#3 - Active management can help offset the impact of rate movements

• In shorter duration portfolios, active management focused on outyielding the 
index and building portfolios that mitigate yield volatility will help weather the 
storm of rising rates 

• Managers can introduce tools such as floating rate debt, this typically 
outperforms in a rising rate environment. Similarly, securitized bonds that pay 
frequent coupons can allow the manager to invest more quickly into rising rates, 
enhancing the benefits of reinvestment

• In a rising rate environment the duration of both a portfolio and its index will 
typically shorten (measured by convexity), which helps to reduce interest rate 
sensitivity. Building portfolios where the duration shortens more rapidly than the 
index (higher convexity) can help managers to outperform their benchmarks.  

Don’t fear the (rates) reaper
Three rising rates considerations for fixed income investors

Short duration portfolios can withstand significant rate rises and 
still earn positive returns 

Illustrative return scenario - 1 year time horizon, breakeven rate increase 
Breakeven
yield shock

1 year price 
return

1 year income 
return

1yr total 
return

avg. credit 
quality

Short duration 
portfolio +284bps -5.2% 5.2% 0.0% A+/A
Bloomberg G/C 
1-3 +180bps -3.3% 3.3% 0.0% AA/AA-

*As yields rise, additional income above the starting yield is earned throughout the year

+100bps rate shock – 1 year time horizon (Illustrative scenario)

duration price 
return

starting 
yield

additional 
income*

1yr income 
return

1yr total 
return

avg. credit 
quality

Short duration 
portfolio 1.8 -1.8% 3.8% 0.5% 4.3% 2.5% A+/A

Data as of 3/31/2022. For illustrative purposes only. Average credit quality based on S&P 
ratings. There are important disclosures that are integral to this presentation and are located 
on the following page.
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Portfolio 1: no rate change

Portfolio 2: 200 bps rate shock



Disclosures

This presentation is intended for institutional investors only. It is not for retail use or distribution to individual investors. The information in this presentation is not 
intended to provide specific financial, tax, investment, insurance, legal or accounting advice and should not be relied upon and does not constitute a specific offer 
to buy and/or sell securities, insurance or investment services. Investors should consult with their professional advisors before acting upon any information 
contained in this presentation.

The 1 yr total returns are calculated by estimating a price return and an income return based on the 3/31 duration and yield to worst for the illustrative portfolio 
and index. The price return is equal to [–change in yield x duration]. The Income return is equal to the starting yield on 3/31 + ½ of the change in yield (so an 
additional +50bps of income for +100bps shock). The 1yr total return is equal to the price return + income return. They are shown for illustrative purposes only.

This document may present materials or statements which reflect expectations or forecasts of future events. Such forward-looking statements are speculative in 
nature and may be subject to risks, uncertainties and assumptions and actual results which could differ significantly from the statements. As such, do not place 
undue reliance upon such forward-looking statements. All opinions and commentary are subject to change without notice and are provided in good faith without 
legal responsibility. Unless otherwise stated, all figures and estimates provided have been sourced internally and are current as at the date of the presentation 
unless separately stated. All data is subject to change.

Unless otherwise stated, all figures and estimates provided have been sourced internally and are as of March 31, 2022. Unless otherwise noted, all references to 
“$” are in U.S. dollars.

Market participation presents the potential for loss as well as profit.

Nothing in this presentation should (i) be construed to cause any of the operations under SLC Management to be an investment advice fiduciary under the U.S. 
Employee Retirement Income Security Act of 1974, as amended, the U.S. Internal Revenue Code of 1986, as amended, or similar law, (ii) be considered 
individualized investment advice to plan assets based on the particular needs of a plan or (iii) serve as a primary basis for investment decisions with respect to plan 
assets.

No part of this material may, without SLC Management’s prior written consent, be (i) copied, photocopied or duplicated in any form, by any means, or (ii) 
distributed to any person that is not an employee, officer, director, or authorized agent of the recipient.

© 2022, SLC Management
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