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Diversified fixed income
Portfolios

1 Source: Bloomberg, as of 29/04/2024. YTW  Bloomberg Global Corporate Index.
2 Source: Morningstar Direct and Santander.
3 Source: Calculations by Santander (see example inside).
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Yield levels of most fixed income asset 
classes remain attractive from a historical 
point of view despite the good performance 
of 2023

Attractive yields in historical terms
Eleven months ago we published a note where we discussed 
about the opportunity of increasing duration in fixed income 
portfolios as interest rate hikes were coming to an end and 
existing yield levels were mitigating possible further hikes. 
During 2023, the central banks of the main developed 
countries ended their hiking cycles (the Fed in July, the BoE in 
August, and the ECB in September) and entered a period of 
pause. Performance was uneven during the year and the rally 
that started in mid-October made it a good year overall for 
fixed income, particularly assets with greater credit risk, such 
as high yield and emerging debt.

Few months later, the monetary policy debate has now 
shifted to when to initiate any cuts and at what intensity 
they should be made so as not to provoke a rebound in 
inflation that is proving to be particularly sticky. Since the 
beginning of the year, rate cut expectations have been 
moderating and delaying (in January, the market was 
expecting up to seven rate cuts in 2024), to the point that the 
Fed is now expected to cut rates only once or twice, starting 
in September, and the ECB, three times, starting in June. 

As we discussed in our Quarterly Market Outlook: Q2 2024, 
"Softer landing moderates rate cuts", rates will be reduced, 
but only moderately. This moderation in rate cuts is putting 
pressure on government debt in particular, with the result 
that several indices entered negative territory in April. 

Despite all the volatility caused by the monetary policy 
debate, the fact is that, at current levels, most fixed income 
asset classes have attractive yields in historical terms. The 
chart below shows that almost all indices offer yields similar 
to or higher than a year ago and they are in the upper range 
of the last 10 years. We have only seen better opportunities 
in high-yield and emerging debt, but that was only during a 
very short period of time (pandemic).

The key issue is: how likely is an investor to receive this 
return when constructing a diversified portfolio. In the 
following section we will try to answer this question.

Historical yields of the different Fixed Income asset classes
Source: Bloomberg, Data as of 20/05/2024.

Fixed income | Diversified fixed income portfolios

10-year range May 2024 May 2023

-2%

0%

2%

4%

6%

8%

10%

12%

14%

Global
Agg

Global
Corp

Global
HY

FED US 2a US 10a US Agg US MBS US Corp US HY EM HC ECB German
Bund

2y

German
Bund
10y

Euro
Agg

Euro
Corp

Euro HY

https://www.santanderprivatebanking.com/es/insights/articulos-y-perspectivas/informe-de-mercado-trimestral
https://www.santanderprivatebanking.com/es/insights/articulos-y-perspectivas/informe-de-mercado-trimestral


Global Investments & Products | Investment themes | May 2024

0.00

1.00

2.00

3.00

4.00

5.00

6.00

7.00

20
07

20
07

20
07

20
08

20
08

20
09

20
09

20
09

20
10

20
10

20
11

20
11

20
12

20
12

20
12

20
13

20
13

20
14

20
14

20
14

20
15

20
15

20
16

20
16

20
17

20
17

20
17

20
18

20
18

20
19

20
19

20
19

20
20

20
20

20
21

20
21

20
22

20
22

20
22

20
23

20
23

20
24

The initial level is important
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As we have seen, yields on the various fixed income asset 
classes are close to their 10-year highs.

History shows that, in fixed income, initial yields (in terms 
of Yield to Worst) are a reasonable estimate of expected 
returns for the next 5 years.

By analysing historical data on initial yields of the various 
indices and how they performed over the following 5 years, 
we find correlations of over 80% in most asset classes.

In those cases where the correlation falls below 80%, it is 
because the asset suffered especially during the rate hikes 
of 2022 and 2023, as is the case with emerging debt.
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Emerging sovereign debt in USD
Source: Morningstar Direct and Santander.

Money market assets at record highs
The conventional tendency to accumulate cash in periods of uncertainty has been reinforced in the last two years as rising
interest rates have increased the attractiveness of investing in cash compared to other fixed income options. In fact, at the 
end of March 2024, positions in U.S. money market assets exceeded USD 6 trn, an all-time high. This trend was also in 
evidence in other geographies such as the euro area.

Evolution of US Money Market Assets
Source: Bloomberg, figures in USD trillion.

US Investment Grade Corporates
Source: Morningstar Direct. Data as of 31/03/2024.

European High Yield Debt
Source: Morningstar Direct. Data as of 31/03/2024.

Yield vs. Returns in the following 
five years
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Bloomberg EM USD Sovereign Index Yield
Bloomberg EM USD Sovereign Index Forward 5 yr return
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Bloomberg US Agg Bond Index Yield
Bloomberg US Agg Bond Index Forward 5 yr return
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Opportunity cost of remaining invested in the money market

44Documento interno sólo para empleados 4444

From an investment standpoint, this rotation to cash has proved successful over the last two years as it has produced very 
attractive returns without assuming the risk caused by the interest rate hikes, as shown in the following chart.
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However, having reached a point where it seems that interest rates will no longer rise and, in a central scenario, they may start to 
fall in the very near future in some geographies, such as the euro area, it is time to assess the opportunity cost of remaining 
invested in money market assets as compared with other options that may be more volatile.

To do so, we propose a simple example in which we compare two investments. On the one hand, a cash investor who reinvests in 6-
month instruments at the prevailing rates through 2 years of interest rate cuts and for two years at the terminal rate. On the other 
hand, an investment grade corporate bond investor who invests in the same instrument for the entire period.

As the curves are inverted, the starting point is more favourable in cash (4% vs. 3.87%). However, as rates get cut, the reinvestment 
rates become steadily lower, with the following outcome:
Source: Bloomberg and Santander. Data as of 30/04/2024. The initial yield for an investor in corporate debt is the Yield to Worst of the Bloomberg Euro Corporate index.

So, after investing in money market assets for four years, the estimated cumulative return would be 10.97%, while an investment 
in high-grade corporate debt could achieve a cumulative return of 16.40% over the same period. Therefore, it could be said that the 
5.4% difference in the estimated returns represents an opportunity cost of 49.50% in relative terms over the 4-year period in 
question.

How to take advantage of this interest rate scenario?
We believe that the best option is always to build a diversified 
portfolio that can give us access to all asset classes while 
controlling exposure and the risk assumed.

To do so, we recommend that you contact your financial 
advisor and select a portfolio with several flexible, global 
strategies that use complementary approaches in a way that 
suits your risk profile.

A good solution may be to mix a global fund that is flexible in 
terms of asset classes and geographies with another that is 
more specialized in the US and securitized debt, plus another 
focused on Europe. This is a way to cover all asset classes with 
a specialised asset manager.

As an example, the chart on the right shows the historical 
performance (over 20 years) of a diversified global portfolio 
(in red) consisting of 50% government debt, 25% 
investment-grade corporate debt, 12.5% high-yield corporate 
debt and 12.5% emerging debt.

Risk vs Return
Time Period: Since Common Inception (01/10/2000) to 30/04/2024.
Currency: US Dollar Source Data: Monthly Return.
Source: MorningstarDirect and Santander.
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Important Legal Notice
This report was prepared by SANTANDER Wealth Management Global Division (“WM”, together with Banco Santander, S.A. and its affiliates shall be hereinafter 
referred to as “Santander”). This report contains information gathered from several sources and economic forecasts. The information contained in this report may 
have also been gathered from third parties. All these sources are believed to be reliable, although the accuracy, completeness or update of this information is not 
guaranteed, either implicitly or explicitly, and is subject to change without notice. Any opinions included in this report may not be considered as irrefutable and could 
differ or be, in any way, inconsistent or contrary to opinions expressed, either verbally or in writing, advices, or investment decisions taken by other areas of 
Santander. 

This report is not intended to be and should not be construed in relation to a specific investment objective. This report is published solely for informational purposes.
This report does not constitute an investment advice, an offer or solicitation to purchase or sell assets, services, financial contracts or other type of contracts, or other
investment products of any type (collectively, the “Financial Assets”), and should not be relied upon as the sole basis for evaluating or assessing Financial Assets.
Likewise, the distribution of this report to a client, or to a third party, should not be regarded as a provision or an offer of investment advisory services.

Santander makes no warranty in connection with any market forecasts or opinions, or with the Financial Assets mentioned in this report, including with regard to
their current or future performance. The past or present performance of any markets or Financial Assets may not be an indicator of such markets or Financial Assets
future performance. The Financial Assets described in this report may not be eligible for sale or distribution in certain jurisdictions or to certain categories or types of
investors.

Except as otherwise expressly provided for in the legal documents of a specific Financial Assets, the Investment Products are not, and will not be, insured or
guaranteed by any governmental entity, including the Federal Deposit Insurance Corporation. They are not an obligation of, or guaranteed by, Santander, and may be
subject to investment risks including, but not limited to, market and currency exchange risks, credit risk, issuer and counterparty risk, liquidity risk, and possible loss
of the principal invested. In connection with the Financial Assets, investors are recommended to consult their financial, legal, tax and other advisers as such investors
deem necessary to determine whether the Financial Assets are suitable based on such investors particular circumstances and financial situation. Santander, their
respective directors, officers, attorneys, employees or agents assume no liability of any type for any loss or damage relating to or arising out of the use or reliance of
all or any part of this report.

Costs incurred for purchasing, holding or selling Financial Assets may reduce returns and are not reflected in this report.

At any time, Santander (or employees thereof) may have positions aligned or contrary to what it is stated herein for the Financial Assets, or deal as principal or agent
in the relevant Financial Assets or provide advisory or other services to the issuer of relevant Financial Assets or to a company connected with an issuer thereof.

This report may not be reproduced in whole or in part, or further distributed, published or referred to in any manner whatsoever to any person, nor may the
information or opinions contained therein be referred to without, in each case, the prior written consent of WM.

Any third-party material (including logos, and trademarks), whether literary (articles/ studies/ reports, etc. or excerpts thereof) or artistic (photos/graphs/drawings,
etc.), included in this report is registered in the name of its respective owner and only reproduced in accordance with honest industry and commercial practices.
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