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Why Short Duration Portfolios Make Sense in Light of Recent Fed Rate Rises

Last week was an epic week for markets for numerous reasons. In addition to the Federal Reserve raising rates for the first time since 

2018 and getting off the “zero lower bound,” we also witnessed market supportive comments from Chinese officials and talk of a 

potential ceasefire deal between Ukraine and Russia. The result was the biggest one-week rally in US equities since April 2020, and a 

collapse in US high yield spreads of a similar magnitude in proportions. As we mentioned last week in our piece entitled “Wade into the 

High Yield Pool,” there are a lot of good reasons for owning US credits, and even after the significant repricing of the last few days, we 

continue to hold that view.

Breaking Down the Dot Plot and SEP

As for the Fed, the least surprising news at the end of their two-day meeting was the rise in the overnight rate.  This rate rise has been 

long telegraphed, and any fears of a bigger rise than 25bps (some thought 50bps was a possibility) had been dispelled by Chairman 

Powell and other Fed members over the last few weeks. The news out of the Fed that caught our attention was in the Fed’s SEP—or 

Summary of Economic Projections. Although not actively followed outside of the professional fixed income and economic analyst 

community, the SEP reveals the Federal Reserve’s projections for key economic indicators over the coming near and medium term. 

When looked at alongside the Fed’s “dot plot,” the central bank’s projections for the future path of monetary policy, one can glean a fair 

amount about the hows and whys of the Fed projections and thought process.

The Fed’s dot plot was more “hawkish” than expected, revealing a Federal Reserve that was expecting to raise rates at every Fed meeting 

this year, and a further four times next year, to get the Fed Funds rate to a high of 2.7% in 2024 before settling back to its long run 

expected level of 2.4%. Although this was more rate hikes than the Fed was expected to deliver beforehand, much of it was priced in the 

market, as term premiums had been rising over the past few months. At this point, the market has priced in all those expected rate hikes 

and is priced for a rate cut by early 2024.  What stood out to us is the dichotomy between the dot plot and what is priced in the SEP. Even 

as the Fed expects to raise rates by a total of 270bps over the next two years, it sees the Unemployment Rate declining from its current 

3.8% to 3.5% for both 2023 and 2024.  Similarly, the Fed has a GDP forecast that is just marginally lower than this year’s 3.5% forecast over 

the next few years, as it evidently thinks it can raise rates to bring down inflation, while not impacting the economy in a meaningful way

—this would be quite a feat. In contrast to what the Fed said and did last week, the Bank of England also raised rates from .5% to .75%, its 

third rate rise since December. But rather than thinking it will be able to raise rates in a high inflation environment and not break 

anything, the BOE commented that higher prices and rate hikes in the UK would have a meaningful dampening effect on demand and 

disposal income, and the outlook was both uncertain and potentially quite pessimistic.  We are biased to think that the UK and the US 

economies and outlooks share many of the same attributes, and the coming Fed tightening will most likely create an economic 

environment that is not nearly as rosy as the Fed anticipates. In fact, some forward-looking indicators are pointing to a coming 

meaningful slowdown in the US: the always reliable signal of the flattening of the yield curve (much of the curve is currently inverted), 

the recent rise in energy prices and the collapse in consumer confidence.



The Continuing Case for Short Duration Portfolios 

We continue to think that short duration portfolios currently have good value. With future Fed rate hikes already priced in the market, 

coupled with the recent widening of corporate credit spreads, one can create very attractive front-end portfolios.  Our BestFit and Ladder 

Builder applications allow one to optimize investment grade or high yield allocations that roll down the front end of the curve and start 

earning higher rates NOW than what the Fed thinks will be the future overnight rate in two years. Given the dubious nature of the Fed’s 

outlook for both rates and the economy, we think positioning against the Fed’s forecast (remember when the Fed thought inflation was 

transitory?) with short duration corporate portfolios has value.  A popular 2024 high yield corporate bullet ETF has an SEC yield of 5.07%, 

and its investment grade corporate sibling yields 2.33%--and those are unoptimized portfolios. YieldX portfolio construction tools can 

improve those yield and risk metrics, and it’s a great time to do so.
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Investment advisory services are offered through YieldX Advisers, LLC, an affiliate of YieldX, Inc. Yield Advisers, LLC is an investment 

adviser registered with the Securities and Exchange Commission (SEC).  Registration of an investment adviser does not imply any 

specific level of skill or training and does not constitute an endorsement of the firm by the Commission.  YieldX Advisers, LLC only 

transacts business in states in which it is properly registered or is excluded or exempted from registration.  A copy of YieldX Advisers, 

LLC's current written disclosure brochure filed with the SEC which discusses among other things, YieldX Advisers, LLC 's business 

practices, services and fees, is available through the SEC's website at: www.adviserinfo.sec.gov.


 


Please note, the information provided herein is for informational purposes only and investors should determine for themselves whether 

a particular service or product is suitable for their investment needs. Please refer to the disclosure and offering documents for further 

information concerning specific products or services.


 


All investment strategies have the potential for profit or loss; changes in investment strategies, contributions or withdrawals may 

materially alter the performance and results of a portfolio. Different types of investments involve varying degrees of risk, and there can 

be no assurance that any specific investment will be suitable or profitable for a client's investment portfolio. Past performance is not a 

guarantee of future results. There is no guarantee that investment objectives or targets will be achieved.


 


This document may contain forward-looking statements relating to the objectives, opportunities, and the future performance of the 

U.S. market generally. Forward-looking statements may be identified by the use of such words as; “believe,” “expect,” “anticipate,” 

“should,” “planned,” “estimated,” “potential” and other similar terms. Examples of forward-looking statements include, but are not 

limited to, estimates with respect to financial condition, results of operations, and success or lack of success of any particular 

investment strategy. All are subject to various factors, including, but not limited to general and local economic conditions, changing 

levels of competition within certain industries and markets, changes in interest rates, changes in legislation or regulation, and other 

economic, competitive, governmental, regulatory and technological factors affecting a portfolio's operations that could cause actual 

results to differ materially from projected results. Such statements are forward-looking in nature and involve a number of known and 

unknown risks, uncertainties and other factors, and accordingly, actual results may differ materially from those reflected or 

contemplated in such forward-looking statements. Prospective investors are cautioned not to place undue reliance on any forward-

looking statements or examples. None of YieldX Advisers, LLC or any of its affiliates or principals nor any other individual or entity 

assumes any obligation to update any forward-looking statements as a result of new information, subsequent events or any other 

circumstances. All statements made herein speak only as of the date that they were made.


 


Certain information herein has been obtained from third party sources and, although believed to be reliable, has not been 

independently verified and its accuracy or completeness cannot be guaranteed. No representation is made with respect to the 

accuracy, completeness or timeliness of this document. 
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