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Time has shown that taking the shape of the yield curve into account can be valuable for fixed income 

investors as they think about risk budgeting. Historically, credit markets have performed differently 

depending on the curve’s slope. 

As illustrated below, corporate bonds, following steep yield curves — in this case defined by 200+ basis 

points between 2- and 10-year Treasury yields — have subsequently produced positive excess returns 

on average. But credit has offered little in the way of excess return following flat curves while lagging 

significantly following periods when the curve has been inverted. 

Exhibit 1: Shape of Curve Warrants Defensive Positioning

■ US Investment Grade    ■ US High Yield

Source: Barclays Live, as of 12/31/18.  *Excess returns are calculated as the average monthly performance 
differential between a corporate bond versus a term matched government bond given the starting value of 
the US yield curve slope stated. Analysis timeframe: 9/30/88-12/31/18. US investment grade is represented 
by the Bloomberg Barclays US Aggregate Corporate Index. US high yield is represented by the Bloomberg 
Barclays U.S. High Yield Index.
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Corporate Bond Excess Returns*

A relatively flat yield curve environment, such as today’s, has often foreshadowed economic slowdowns 

or worse. We believe, at the very least, that it implies continued volatility for risky assets. But while this 

signal is significant, it should not send investors running for the door.

Our defensive posture in fixed income portfolios today is rooted in our concerns over company 

fundamentals. Across our global research platform, we are worried about excessive corporate leverage 

and unsustainable margins. The shape of today’s yield curve is an additional market-based measure 

that coincides with our cautious view. 

Yield Curve Shape Offers Investors  
Valuable Clues
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