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Income as the driver of total returns
• Income dominates returns in fixed income portfolios.
• Current yield levels can set the cornerstone for income investing over the coming years.
• High-income investment strategies should generate highly efficient, risk-adjusted returns.
• Short-duration strategies offer generous yields, but intermediate and long durations should not be overlooked.

The dominant drivers of returns in a typical fixed income portfolio are income and income reinvestment. This is not
surprising, but it’s sometimes overlooked. Over the past two decades, returns from income have offset capital
losses and have been fully responsible for the total return of popular fixed income indexes used by investors (Figure
1). To be fair, deeply negative price returns in 2022 skewed the numbers. But even excluding 2022, price returns
remained quite low, and income dominated total returns.

FIGURE 1

Fixed income indexes annualized returns 2002–2022
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This simple observation underscores the importance of isolating income in fixed income portfolios. Compounding
income over time is key to investment performance and wealth creation (Figure 2). Over the past 15 months, fixed
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income yields in many markets and sectors around the world rose to levels not seen in more than a decade. While
yields may still move higher yet, current yield levels allow investors to set the cornerstone of an investment strategy
that seeks to capture high levels of income and compound that income through time.

FIGURE 2
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Currently, pure income is most generous at the front end of the yield curve, but investors matching longer-duration
liabilities shouldn’t overlook yield considerations when structuring intermediate- and long-duration portfolios. At
Allspring, we employ a total-return approach to fixed income investing with a heavy reliance on income. Our
strategies have a strong track record of consistently compounding income through time to help generate highly
efficient, risk-adjusted returns. Below, we discuss income-seeking strategies in today’s dynamic bond market.

Higher inflation + tighter monetary policy = higher yields
Bond yields in the U.S. and globally moved significantly higher over the 18-month period that ended February 14,
2023, as inflation surged and central banks, led by the Federal Reserve (Fed), aggressively tightened monetary policy
to battle against inflation (Figure 3).

FIGURE 3
Inflation & federal funds
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The Fed is likely to remain in tightening mode if core inflation stays above its federal funds rate. Recent data
suggest this may be the case. We believe, however, that inflation should gradually decline over the course of the
year, but the path may be a bumpy road. As a result, the Fed will probably continue raising rates and maintaining
restrictive policy for an extended period while inflation finds a new equilibrium in the economy. Tighter monetary
policy should keep bond yields elevated and the curve inverted for the foreseeable future.

FIGURE 4
Change in yield over recent months
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Sources: Allspring, ICE BofA, and Bloomberg as of 14-Feb-23.

Higher yields and an inverted yield curve reinforce the need for income to support returns in fixed income portfolios.
Income investing can do what bonds are supposed to do, namely:

01 Generate income to compensate for inflation and credit risk

02 Provide a buffer against future volatility

03 Offer diversification against cyclical and economic risks

Looking across regions, markets, and maturities, bond yields are 200 basis points (bps; 100 bps equal 1.00%) to 500
bps higher in most markets over the past 18 months (Figure 4). For reference, federal funds and investment-grade
bonds are about 450 bps higher in yield. Further down the credit risk spectrum and outside the U.S., yields are 300
bps to more than 500 bps higher. Even U.S. municipal bond yields are about 225 bps higher over the period.

At current yield levels, fixed income investors likely stand a good chance of beating inflation over the next 10 years
while also offsetting possible losses from credit erosion. In our view, capturing this yield and compounding through
time should be the objective of many fixed income investors.
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High-income strategies for a high yield environment
Currently, income opportunities are most generous at the front end of the yield curve due to the shape of the
curve. With the federal funds rate's lower bound currently at 4.5% and the futures market expecting it to go higher
in the coming months, front-end strategies are yielding more than investments further out the curve. Indeed, “short
duration high income” strategies offer the highest yield in our product suite—particularly for those willing to go
down in rating quality.

Regardless of an investor's credit-quality comfort level, shorter maturities currently offer the most yield per unit of
interest rate risk, incentivizing investors to migrate toward front-end strategies.

FIGURES 5 & 6

Allspring fixed income taxable front-end focus
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Allspring fixed income tax-exempt front-end focus
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Note: Not all funds and/or share classes may be available at all firms.



For more information
We want to help clients build for successful outcomes, 
defend portfolios against uncertainty, and create long-term 
financial well-being. To learn more, investment professionals 
can contact us.

Contact details
• To reach our U.S.-based investment professionals, 

contact your existing client relations director, or contact 
us at AllspringInstitutional@allspringglobal.com. 

• To reach our U.S.-based intermediary sales professionals, 
contact your dedicated regional director, or call us at 
+1-888-877-9275.

• To reach our U.S.-based retirement professionals, contact 
Nathaniel Miles, head of Retirement at Allspring Global 
Investments, at nathaniel.s.miles@allspringglobal.com.

• To discuss sustainable investing solutions, contact 
Henrietta Pacquement, head of Sustainability, and Jamie 
Newton, deputy head of Sustainability, at 
henrietta.pacquement@allspringglobal.com and 
jamie.newton@allspringglobal.com.
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CFA® and Chartered Financial Analyst® are trademarks owned by CFA Institute.

Copyright 2023. ICE Data Indices, LLC. All rights reserved.

Diversification does not ensure or guarantee better performance and cannot eliminate the risk of investment losses.

Past performance is not a guarantee or reliable indicator of future results.

Bond values fluctuate in response to the financial condition of individual issuers, general market and economic conditions, and changes in interest
rates. Changes in market conditions and government policies may lead to periods of heightened volatility in the bond market and reduced liquidity for
certain bonds held by the strategy or fund. In general, when interest rates rise, bond values fall and investors may lose principal value. Interest rate
changes and their impact on the strategy or the fund and its share price can be sudden and unpredictable. Loans are subject to risks similar to those
associated with other below-investment-grade bond investments, such as risk of greater volatility in value, credit risk (for example, risk of issuer
default), and risk that the loan may become illiquid or difficult to price. The use of derivatives may reduce returns and/or increase volatility. Certain
investment strategies tend to increase the total risk of an investment (relative to the broader market). Strategies and funds may be exposed to foreign
investment risk, high yield securities risk, and mortgage- and asset-backed securities risk. High yield securities have a greater risk of default and tend
to be more volatile than higher-rated debt securities. Consult the fund’s prospectus for additional information on these and other risks.

Carefully consider a fund's investment objectives, risks, charges, and expenses before investing. For a current prospectus and, if available, a
summaryprospectus,containingthis andother information,call 1-888-877-9275or visit allspringglobal.com.Read it carefullybefore investing.

This material is for general informational and educational purposes only and is NOT intended to provide investment advice or a recommendation of
any kind—including a recommendation for any specific investment, strategy, or plan.

Allspring Global Investments™ is the trade name for the asset management firms of Allspring Global Investments Holdings, LLC, a holding company
indirectly owned by certain private funds of GTCR LLC and Reverence Capital Partners, L.P. These firms include but are not limited to Allspring Global
Investments, LLC, and Allspring Funds Management, LLC. Certain products managed by Allspring entities are distributed by Allspring Funds
Distributor, LLC (a broker-dealer and Member FINRA/SIPC).

© 2023 Allspring Global Investments Holdings, LLC. All rights reserved. U.S.: ALL-02222023-dyfzfr9d
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