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A new era of bond market turbulence.

For the first time in more than 30 years, the U.S. bond market is experiencing a prolonged period of heightened and 

unusual volatility. Before 2022 (Old Era), only 4% of trading days saw bond price movements outside the narrow range of 

-0.5% to +0.5%. Since early 2022 (New Era), that figure has surged – nearly 17% of trading days now fall outside this range, 

marking a dramatic shift in market behavior.

Percent of Trading Days Falling Within a Range: Old Era Vs. New Era

Uncertainty remains.

Today’s fixed-income markets are marked by uncertainty. Fluctuating inflation expectations and an unclear trajectory for 

the Federal Reserve’s interest rate policy make it difficult to predict where interest rates are headed. In this environment, 

investors may need to adopt a broader, more flexible approach to generating income.
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The number of volatile days (+ or - 0.5% daily moves) 
has increased substantially (from 4% to 17%). 

Source: Morningstar, Inc.. 
Note: Represented by the daily returns of the Bloomberg U.S. Aggregate Bond Index. Past performance is not indicative of future results. Returns may increase or decrease as a result of currency fluctuations. 
Indexes are unmanaged and one cannot invest directly in an index. 

Diversification is an investment strategy that involves building a portfolio from a mix of asset classes such as stocks, bonds, and cash that tend to behave differently. A diversified 
portfolio usually includes a broad range of investments within each asset class.
Bond volatility refers to the degree of price fluctuation over time, determined by changes in interest rates, credit risk, liquidity and market sentiment.
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Core portfolios remain vulnerable to interest rate volatility.

In the current environment, even a small increase in yield can have a very negative impact on total return.

Yield-to-Duration Ratio: Bloomberg U.S. Aggregate Bond Index (January 1980 – September 2026)

Sources: FactSet, American Beacon Advisors.
As of September 30, 2026, yield and duration were 5.56 and 5.77, respectively. The yield-to-duration ratio is calculated by dividing the yield by the duration. Indexes are unmanaged and one cannot invest directly in an index.

Pursuing a more favorable yield-to-duration profile.

Introducing diversified fixed-income asset classes may help strengthen portfolio resilience, especially as traditional U.S. 

core bonds offer limited protection in a rising interest rate environment.  

Source: FactSet. U.S High Yield = ICE BofA U.S. High Yield; AT1s = ICE USD Contingent Capital Index; Frontier Bonds = FTSE Frontier Emerging Markets Gov't Bond Index; European High Yield = Bloomberg Pan-European 
High Yield (USD); Emerging Markets = JP Morgan EMBI Global Diversified; U.S. MBS = Bloomberg Multiverse – U.S. MBS; TIPS = Bloomberg U.S. Treasury Inflation Protection Notes; U.S. IG Credit = Bloomberg U.S. 
Aggregate Credit Index; U.S. Core Bonds = Bloomberg U.S. Aggregate Bond Index; European IG Credit = Bloomberg Pan-European Aggregate Credit; Global Bonds = Bloomberg Global Aggregate Index; European Core 
Bonds = Bloomberg Euro Aggregate Government.
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Yield-to-Duration (as of September 30, 2026)

Yield-to-duration can be an important ratio in a rising rate environment, 
quantifying just how vulnerable or resilient a portfolio is to rising interest rates.

With a yield-to-duration ratio of 0.96 as of September 30, 2026, the Bloomberg U.S. 
Aggregate Bond Index could withstand an interest rate increase 
of only 96 basis points before having a negative total return.



Expanding the opportunity set.

The global bond market is more than twice the size of the U.S. market, offering exposure to a wider range of regions, 

sectors, and credit profiles that may react differently to shifts in the economic cycle. This greater scale and diversification 

may uncover mispriced opportunities and help reduce dependence on U.S. interest rate and inflation dynamics.

Income potential with built-in resilience.

By incorporating asset classes that offer higher yields and lower correlations to core bonds, investors may enhance 

income potential without adding undue risk. This strategy can help create a more balanced fixed-income allocation, 

better positioned to navigate shifting interest rates and evolving market conditions. 

Source: FactSet and Morningstar, Inc.. 
Note: Correlation figures are for the past 10 years as of September 30, 2026. Index legend: U.S High Yield = ICE BofA U.S. High Yield; AT1s = ICE USD Contingent Capital Index; Frontier Bonds = FTSE Frontier Emerging 
Markets Gov't Bond Index; European High Yield = Bloomberg Pan-European High Yield (USD); Emerging Markets = JP Morgan EMBI Global Diversified; U.S. MBS = Bloomberg Multiverse – U.S. MBS; TIPS = Bloomberg 
U.S. Treasury Inflation Protection Notes; U.S. IG Credit = Bloomberg U.S. Aggregate Credit Index; U.S. Core Bonds = Bloomberg U.S. Aggregate Bond Index; European IG Credit = Bloomberg Pan-European Aggregate Credit; 
Global Bonds = Bloomberg Global Aggregate Index; European Core Bonds = Bloomberg Euro Aggregate Government.

North America:  
$43 trillion

Europe: 
$25 trillion

Asia:
$18 trillion

South America:
$2 trillion

Current Total Global Bond 
Market: $90 trillion

Africa:
$1 trillion

Source: TwentyFour Asset Management, LLC
Note: Values are estimates compiled using ICE BofA Bond indexes and as of December 31, 2025.

Yield-to-Correlation Relationship (as of September 30, 2026)
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Strategic additions leading to greater efficiency.

By selectively adding fixed-income asset classes with complementary characteristics – such as higher yields, lower 

correlations, or underrepresented asset classes – investors may enhance the overall efficiency of a core bond portfolio. 

These strategic additions may help improve risk-adjusted returns by balancing income generation with greater 

diversification and more effective risk management.

Note: Chart is for illustrative purposes only and uses capital market assumptions. Actual results may vary.

Improving Risk-Adjusted Returns Through Strategic Combinations

Important Information: All investing involves risk, including possible loss of principal.  
Indexes are unmanaged, and one cannot invest directly in an index. 

This material is intended for informational purposes only and should not be considered a 
personalized recommendation or investment advice. Investors should review investment 
strategies for their own particular situations or speak with their financial advisors before making 
any investment decisions.

Diversification does not assure a profit nor protect against loss. Correlation is a measure 
of the interdependence or strength of the relationship between two investments. A correlation of 
1 means that the two investments are perfectly synchronized, while a correlation of -1 implies 
that they move in symmetrically opposite directions. Volatility is a statistical measure of risk. 
Volatility can either be measured by using the standard deviation or variance between returns 
from that same security or market index. Commonly, the higher the volatility, the riskier the 

security. Interest rate risk is risk that debt securities will decrease in value with increases in 
market interest rates. Yield to Duration Ratio (Sherman Ratio) is calculated by dividing the 
bond's yield by its duration (Yield / Duration). This ratio provides a way to compare the yield of 
different bonds relative to their interest rate risk.

Any opinions herein, including forecasts, reflect our judgment as of the end of the reporting 
period and are subject to change. This report is not a complete analysis of market conditions 
and therefore, should not be relied upon as investment advice. Although information has been 
compiled from reliable sources, American Beacon Advisors, Inc. makes no representation as to 
the completeness or accuracy of the statements contained herein. Examples provided are for 
illustrative purposes only and not intended to be reflective of results you can expect to achieve.

©2026 American Beacon Advisors, Inc. All rights reserved. 
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Model Assumptions* Scenario

Yield
Standard 
Deviation Correlation** Portfolio #1 Portfolio #2 Portfolio #3 Portfolio #4

U.S. Core Bonds 5.0% 6.0% 1.00 100% 50% 33% 25%

Strategic Income 6.0% 7.0% 0.60 -- 50% 33% 25%

High Income 9.0% 8.0% 0.40 -- -- 33% 25%

Alternative Income 5.0% 4.0% 0.00 -- -- -- 25%

*In its risk return analysis, the firm used the model assumptions shown above. These assumptions were generated from historical data from which the firm selected the results that it deems achievable.
**Correlation to the Bloomberg U.S. Aggregate Bond Index. 
Note: Strategic Income seeks to generate consistent income and attractive risk-adjusted returns by using a broad range of global asset classes, sectors, and strategies. High Income seeks to deliver elevated levels of income by 
targeting segments of the global fixed-income market with higher yield potential. Alternative Income seeks to generate income from non-traditional and often less correlated segments of the global fixed-income market.
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