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Mind the Curve:  
Have Rates Moved Too Much or Too Little? 
The only things certain in life are death, taxes, and a rate cut . 
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Discipline Drives Performance ® 

 

Summary 

The US yield curve has moved meaningfully this 
quarter, experiencing both a shift down and a yield 
curve twist. Even after these moves, most of the 
curve remains inverted. 
 
During the first half of the year, we have seen the US 
Treasury (“UST”) market materially overshoot the Fed 
a few times. While the Fed has yet to take action this 
quarter, the yield on the UST 10-year bond has moved 
in a 76 basis point range. Therefore, it is fair to ask if 
the curve has moved too much again or if it is right 
this time. 
 
In our opinion, the Fed has clearly signaled that a rate regime change is upon us with its published 
projections and Chair Powell’s Jackson Hole speech in August. Two of the bigger questions right 
now are how fast and how far rate cuts will go. Speculation around the extent and timing of rate 
cuts will continue to impact the performance of fixed income credit markets over the next year. 
However, the shape of the yield curve over the next year - or two - may have an even bigger impact 
on the performance of fixed income portfolios. 
 
In this note, we attempt to outline a simple framework to analyze the shape of the yield curve and 
whether rates along the curve have overreacted. The potential combinations of rate moves and 
yield curve shapes are endless, so we use only a few examples. 
  
Assuming the path of rate cuts follows the Fed’s projections1 or the projections implied by the 
forward curve, the analysis indicates that: 

• If one believes the yield curve will stay inverted, and maintain a fairly comparable shape to 
the current one, it appears better to stay in longer duration even after this recent move in 
UST rates. 

• If one believes that the yield curve will steepen and become upward sloping over the next 
year as the forward curve is currently indicating, short-to-intermediate duration may be the 
better option. 

 
 
 

 
1 https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20240612.htm 
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What We Looked at For Future Rate Path 

To estimate market expectations for where the Fed will move short rates and how quickly they will do it, one 
could use the UST forward curve or the CME Overnight Fed Funds Rate (“OFFR”) futures. These are valuable 
tools to gain insights into the market expectations for rates. 

Both of these tools have moved around considerably this year. The forward curve for the 10-year has shown 
that expectations for the 1-year forward have ranged between 4.4% and 3.8% during this quarter alone. CME 
futures have also shown a wide range of expectations this quarter, with the probability of a 50 basis point 
rate cut in September reaching as high as 85% and dropping as low as 30% more recently.2 The volatility in 
these expectations makes it difficult to build an outlook. However, the Fed’s FOMC does provide data on the 
committee members projected OFFR, and these are more stable as they are only revised periodically after 
FOMC meetings. 

The UST forward curve is currently indicating that “market expectations” for rate moves through year-end 
2025 are more aggressive than the Fed projections.3 We believe the Fed projections show a reasonable, 
relatively smooth path that assumes no recession or sudden spike in inflation. 
 
Exhibit 1: Forward Looking Rate Expectations 

 FOMC Median Projections Forward Curve Implied 1M Rate 8/30/2024 Difference 

YE 2024 5.10% 4.44% 0.66% 

YE 2025 4.10% 3.45% 0.65% 

YE 2026 3.10% 3.45% -0.35% 

LT Rate 2.80% -- -- 

Source: Federal Reserve, Bloomberg (FWCV). Past performance is not a guarantee of future results. For illustrative purposes only. Future allocations may materially 
differ. Diversification does not eliminate the risk of loss. Any trends depicted or described above may not continue. 

 
Shape of the Yield Curve 

The yield curve has remained negative for longer than any other period in history, as investors have waited 
for a major rate cut cycle to start for over a year.4 
 
There are many popular attachment points for the yield curve. However, for the sake of simplicity in this 
exercise, we used the 1-month UST (as a proxy for OFFR), the UST 3-year (close to the High Yield Bond 
market OAD)5, and the UST 10-year (close to the Investment Grade market OAD)6. Broadly, if one believes 
the yield curve will stay inverted over the next year, the longer duration UST 10-year would likely benefit 
from a larger price move than the 3-year (unless the curve remained inverted, and the 3-year steepened 
considerably more than the 10-year). 

 
2 https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html 
3 The FOMC OFFR projections are for Year end 2025 the US treasury Forward Curve measures 1 year forward to August 
2025, so it is not exactly comparable, but the Forward Curve still indicates a more aggressive path through 2025 
4 The Fed’s FOMC last raised rates in July 2023. 
5 ICE BofA U.S. High Yield Index (H0A0) 
6 ICE BofA U.S. Corporate Index (C0A0) 
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However, if the yield curve steepened and moved to where the forward curve indicates rates will be a year 
from now (see Exhibit 2), there would likely be a modest gain in the price of the 3-year and loss of price in 
the 10-year. It is worth noting that prior to the 2022 rates hikes, looking at longer-term averages, the yield 
curve would be materially steeper than the current shape (See Exhibit 3) and steeper than the forward curve 
is indicating it will be in one year. 
 
Exhibit 2: Forward Yield Curve 

 GT3 GT10 

8/30/2024 3.78% 3.90% 

8/30/2024 1Y Forward 3.53% 3.95% 

Change to Forwards -0.25% 0.05% 

Source: Bloomberg. Past performance is not a guarantee of future results. For illustrative purposes only. Future allocations may materially differ. Diversification 
does not eliminate the risk of loss. Any trends depicted or described above may not continue. 
 
 

Exhibit 3: Yield Curve Comparison 

 
Source: Bloomberg. Past performance is not a guarantee of future results. For illustrative purposes only. Future allocations may materially differ. Diversification 
does not eliminate the risk of loss. Any trends depicted or described above may not continue. 

 
Conclusion 

This exercise highlights that a large part of how securities will perform in a rate cut environment may depend 
on how the yield curve adjusts. Because of the extreme inversion of the yield curve, the classic trade of 
buying longer duration in front of a rate cut may not benefit investors. This can help an investor consider 
whether it is worth pursuing duration after the recent UST moves and help to compare relative value between 
fixed and floating rate asset classes. When considering total returns, one should also factor in the interest 
income during the holding period. Generally, by obtaining longer duration assets in the corporate debt 
markets, one should move to higher rated and lower yielding instruments, further impacting total returns.  
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DISCLAIMERS 
 
The Shenkman Group of Companies (the “Shenkman Group”) consists of Shenkman Capital Management, Inc., and its affiliates and subsidiaries, including, without 
limitation, Shenkman Capital Management Ltd, Romark Credit Advisors LP, and Romark CLO Advisors LLC.   
 
Shenkman Capital Management, Inc. (“Shenkman” or “Shenkman Capital”) is registered as an investment adviser with the U.S. Securities and Exchange Commission 
(the “SEC”). Romark Credit Advisors LP is also registered as an investment adviser with the SEC and Romark CLO Advisors LLC is registered as a relying adviser 
of Romark Credit Advisors LP (together, “Romark”).  Shenkman Capital Management Ltd is a wholly-owned subsidiary of Shenkman Capital Management, Inc. and 
is authorized and regulated by the U.K. Financial Conduct Authority. Such registrations do not imply any specific skill or training.  
 
The views and opinions expressed herein are those solely of Shenkman Capital as of the date of this email and are subject to change at any time due to market, 
economic or other conditions.  Such views and opinions are for informational purposes only.  Furthermore, none of the information contained herein constitutes a 
recommendation by any of the Shenkman Group's officers, directors, employees or affiliates that any particular security, portfolio of securities, transaction, or 
investment strategy is suitable for any specific person 
 
Unless otherwise stated, all information and characteristics presented herein are based on the Shenkman Group’s internal records and valuation. The information 
and opinions expressed herein are provided for informational purposes only.  The information is not intended to be, and should not be construed as, impartial 
investment advice, an offering of investment advisory services or an offer to sell or a solicitation to buy any securities in any jurisdiction, including without limitation 
any interest of an investment fund or vehicle managed by the Shenkman Group. Any offer to sell or any solicitation to buy securities of an investment fund or 
vehicle managed by the Shenkman Group will be made only by means of the Prospectus or Offering Memorandum relating to that fund or vehicle. The information 
is expressly qualified in its entirety by reference to any such Prospectus or Offering Memorandum. The information provided herein is not intended to be, and 
should not be, considered as a substitute for reviewing such documents carefully. To the extent of any inconsistency or discrepancy between any such Prospectus 
or Offering Memorandum and this presentation, the Prospectus or Offering Memorandum shall control. All interests in securities of any fund or vehicle shall not 
be offered or sold in any jurisdiction in which such an offer, solicitation or sale would be unlawful or would require registration or disclosure until the requirements 
of the laws, rules and regulations of such jurisdiction have been satisfied. It is the responsibility of every person reading this material to satisfy oneself as to the 
full observance of any laws of any relevant jurisdiction applicable to such person, including obtaining any governmental or other consent which may be required 
or observing any other formality which needs to be observed in such jurisdiction. 
 
Certain information contained in this Report constitutes “forward-looking statements,” which can be identified by the use of forward-looking terminology such as 
“may”, “will”, “should”, “expect”, “anticipate”, “target”, “project”, “estimate”, “intend”, “continue” or “believe” or the negatives thereof or other variations thereon or 
comparable terminology. Due to various risks and uncertainties, actual events or results or the actual policies, procedures and processes of Shenkman and the 
performance of any investment funds may differ materially from those reflected or contemplated in such forward-looking statements and no undue reliance should 
be placed on these forward-looking statements, nor should the inclusion of these statements be regarded as the Shenkman representation that any investment 
funds will achieve any strategy, objectives or other plans. Unless otherwise indicated, the information contained in this Presentation is current as of the date 
indicated on its cover. Such information is believed to be reliable and has been obtained from sources believed to be reliable, but no representation or warranty is 
made, expressed or implied, with respect to the fairness, correctness, accuracy, reasonableness or completeness of the information and opinions. Additionally, 
there is no obligation to update, modify or amend this Presentation or to otherwise notify a reader in the event that any matter stated herein, or any opinion, 
projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. 
 
These materials do not undertake to explain all of the risks associated with any investment strategy referred to herein. No person or entity should invest in any 
strategy referred to herein unless satisfied that it (or its investment representative) has asked for and received all information that would enable it (or them) to 
evaluate the merits and risks thereof. The performance of any investments discussed in this document is not necessarily indicative of future performance, and you 
should not assume that investments in the future will be profitable or will equal the performance of past portfolio investments.  PAST PERFORMANCE IS NOT A 
GUARANTEE OF FUTURE RESULTS. 
 
HYPOTHETICAL PERFORMANCE RESULTS HAVE MANY INHERENT LIMITATIONS, SOME OF WHICH ARE DESCRIBED BELOW. NO REPRESENTATION IS BEING 
MADE THAT ANY ACCOUNT WILL OR IS LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO THOSE SHOWN. IN FACT, THERE ARE FREQUENTLY SHARP 
DIFFERENCES BETWEEN HYPOTHETICAL PERFORMANCE RESULTS AND THE ACTUAL RESULTS SUBSEQUENTLY ACHIEVED BY ANY PARTICULAR 
INVESTMENT PROGRAM. ONE OF THE LIMITATIONS OF HYPOTHETICAL PERFORMANCE RESULTS IS THAT THEY ARE GENERALLY PREPARED WITH THE 
BENEFIT OF HINDSIGHT. IN ADDITION, HYPOTHETICAL INVESTING DOES NOT INVOLVE FINANCIAL RISK, AND NO HYPOTHETICAL INVESTMENT RECORD 
CAN COMPLETELY ACCOUNT FOR THE IMPACT OF FINANCIAL RISK IN ACTUAL INVESTING. FOR EXAMPLE, THE ABILITY TO WITHSTAND LOSSES OR TO 
ADHERE TO A PARTICULAR INVESTMENT PROGRAM IN SPITE OF INVESTMENT LOSSES ARE MATERIAL POINTS WHICH CAN ALSO ADVERSELY AFFECT 
ACTUAL INVESTMENT RESULTS. THERE ARE NUMEROUS OTHER FACTORS RELATED TO THE MARKETS IN GENERAL OR TO THE IMPLEMENTATION OF 
ANY SPECIFIC INVESTMENT PROGRAM WHICH CANNOT BE FULLY ACCOUNTED FOR IN THE PREPARATION OF HYPOTHETICAL PERFORMANCE RESULTS 
AND ALL OF WHICH CAN ADVERSELY AFFECT ACTUAL INVESTMENT RESULTS. 
 
Unless otherwise stated, all performance information is based on the Shenkman Group’s internal records and valuation and reflects gross performance.  Gross 
performance results include reinvestment of interest and other income, but are before the deduction of all fees and expenses, which vary depending on size and 
type of account and are described in Shenkman and/or Romark’s Form ADV, Part 2A. You should consider the effect that advisory fees and any other expenses 
that may be incurred in connection with the account (e.g., operating and investment related expenses) would have on performance results.  A copy of Shenkman’s 
Form ADV, Part 2A, and/or Romark’s Form ADV, Part 2A is available upon request.  For example, an account with gross performance of 5% per year would have 
a cumulative return over a 3-year period of 15.76%.  If that account had an advisory fee of: (i) 0.80% per year, the account would have a 3-year cumulative 
performance net of advisory fees of 13.01% (4.16% per year); (ii) 0.65% per year, the account would have a 3-year cumulative performance net of advisory fees of 
13.52% (4.32% per year); or (iii) 0.50% per year, the account would have a 3-year cumulative performance net of advisory fees of 14.03% (4.48% per year).  The 
actual performance and characteristics of another portfolio, account or investment may vary significantly from the performance and other information provided. 
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Unless otherwise stated, any exposure, issuer, security, or similar classification (each a “Classification”) was determined by the Shenkman Group by assigning 
such Classification as the Shenkman Group deemed appropriate. The assignment of any Classification may have been determined with the benefit of hindsight.  
The determination of any Classification may have changed over time and is subject to change in the future at the sole discretion of the Shenkman Group. The 
Shenkman Group has no obligation to provide notice of any change to any Classification. 
 
Third-party information contained in this presentation was obtained from sources that the Shenkman Group considers to be reliable; however, no representation 
is made as to, and no responsibility, warranty or liability is accepted for, the accuracy, adequacy completeness, timeliness or availability of such information, 
including ratings.  The Shenkman Group is not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the results obtained 
from the use of such content.  THE SHENKMAN GROUP DOES NOT GIVE ANY EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY 
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE.  THE SHENKMAN GROUP SHALL NOT BE LIABLE FOR ANY 
DIRECT, INDIRECT, INCIDENTAL, EXEMPLARY, COMPENSATORY, PUNITIVE, SPECIAL OR CONSEQUENTIAL DAMAGES, COSTS, EXPENSES, LEGAL FEES, OR 
LOSSES (INCLUDING LOST INCOME OR PROFITS AND OPPORTUNITY COSTS OR LOSSES CAUSED BY NEGLIGENCE) IN CONNECTION WITH ANY USE OF 
SUCH THIRD-PARTY CONTENT. 
 
© 2022, S&P Global Market Intelligence and its affiliates as applicable. Reproduction of any information, data or materials, including ratings (“Content”) in any form 
is prohibited except with the prior written permission of the relevant third party.  Such party, its affiliates and suppliers (“Content Providers”) do not guarantee the 
accuracy, adequacy, completeness, timeliness or availability of any Content and are not responsible for any errors or omissions (negligent or otherwise), regardless 
of the cause, or for the results obtained from the use of such Content.  In no event shall Content Providers be liable for any damages, costs, expenses, legal fees, 
or losses (including lost income or lost profit and opportunity costs) in connection with any use of the Content.  A reference to a particular investment or security, 
a rating or any observation concerning an investment that is part of the Content is not a recommendation to buy, sell or hold such investment or security, does not 
address the suitability of an investment or security and should not be relied on as investment advice.  Credit ratings are statements of opinions and are not 
statements of fact. 
 
Any information in these materials from ICE Data Indices, LLC (“ICE BofA”) was used with permission. ICE BofA PERMITS USE OF THE ICE BofA INDICES AND 
RELATED DATA ON AN "AS IS" BASIS, MAKES NO WARRANTIES REGARDING SAME, DOES NOT GUARANTEE THE SUITABILITY, QUALITY, ACCURACY, 
TIMELINESS, AND/OR COMPLETENESS OF THE ICE BofA INDICES OR ANY DATA INCLUDED IN, RELATED TO, OR DERIVED THEREFROM, ASSUMES NO 
LIABILITY IN CONNECTION WITH THE USE OF THE FOREGOING, AND DOES NOT SPONSOR, ENDORSE, OR RECOMMEND THE SHENKMAN GROUP, OR ANY 
OF ITS PRODUCTS OR SERVICES. 
 
References to indices are for information purposes only.  The Shenkman Group believes that any indices discussed herein are broad market indices and are 
indicative of the type of investments that the Shenkman Group may purchase, but may contain different securities than those held in the Shenkman Group portfolios 
managed pursuant to the strategies described herein. The indices have not been selected to represent an appropriate benchmark.  The strategies referred to herein 
are not designed to mimic the investments on which any index is based. The indices are unmanaged and not available for direct investment and do not reflect 
deductions for fees or expenses.  Portfolios managed by the Shenkman Group do not trade in all (or possibly any) of the securities or loans represented in such 
indices, and a portfolio may employ leverage, hedging, and other investment strategies that may not be incorporated in these indices. 
 
The ICE BofA U.S. High Yield Index (H0A0) has an inception date of August 31, 1986 and tracks the performance of U.S. dollar denominated below investment grade 
corporate debt publicly issued in the U.S. domestic market. 

 
The ICE BofA U.S. Corporate Index (C0A0) has an inception date of December 31, 1972, and tracks the performance of U.S. dollar denominated investment grade 
corporate debt publicly issued in the U.S. domestic market. 
 
Shenkman Capital does not provide tax or legal advice. This material is not intended to replace the advice of a qualified tax advisor, accountant, or attorney.  All 
decisions regarding the tax or legal implications of any investment should be made in consultation with your independent tax or legal advisor.  
 
The data, information, and opinions contained herein are current and/or accurate as of the date stated or the date of this presentation, whichever is later; Shenkman 
Capital is under no obligation to update any data, information, or opinions contained herein. 
  
These materials are confidential and not for distribution without the Shenkman Group’s prior consent. SHENKMAN®, SHENKMAN CAPITAL®, and other Shenkman 
trademarks and logos used herein are registered trademarks of Shenkman Capital Management, Inc.  ROMARK®, ROMARK CLO ADVISORS®, and other Romark 
trademarks and logos used herein are registered trademarks of Romark Credit Advisors LP and/or Romark CLO Advisors LLC.  ©2022 All rights reserved. 


