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Principal Fixed Income

Now may be the time to extend duration  
in high-quality fixed income

With the economy slowing and inflation moderating, the Federal Reserve (Fed) should be gaining the confidence it needs 
to start rate cuts in 2024—possibly as early as September. While the timing of the first cut is still uncertain, what is clear is 
the Fed’s desire to begin a rate cutting cycle sooner rather than later—to cut before the data shows that the economy has 
weakened significantly. As shown in the chart below, yields often drop before the Fed cuts; therefore, investors do not 
have to wait for policy adjustments to start to benefit from extending duration.    

Extend duration before rate cuts begin 
Fed Funds Rate vs. U.S. 10-year Treasury
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Fed Funds Rate U.S. 10-year Treasury Index

As of June 2024. Source: St. Louis Federal Reserve, Principal Asset Management.  

Historically rate cutting cycles tend to be long with the average rate cutting cycle lasting 26 months and the average 
drop in Fed Funds falling 441 bps.1 As the Fed begins cutting rates, cash and cash equivalents will fall until the rate 
cutting cycle is over. Over a long rate cutting cycle, investors remaining in cash and cash equivalents will continue to see 
their income and total return fall relative to longer duration alternatives. As the chart on the next page demonstrates, 
high-quality fixed income has outperformed 3-month T-bills after the start of rate cuts.2

1 Since 1982 there have been six rate cutting cycles. Source: St. Louis Federal Reserve, Principal Asset Management.
2 The returns on high-quality fixed income include the returns on the Bloomberg Municipal Bond Index, the Bloomberg U.S. Investment Grade 

Credit 1-3 Year Index, and the Bloomberg U.S. Aggregate Index.
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Outperformance of high-quality fixed income continues to increase once cuts start
Returns of 3-month T-bills and high-quality fixed income after the Fed starts cutting
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Source: Principal Global Investors. Reflects the average total return in relation to the six rate cuts over the time period from October 1982 to June 
2024. The beginning of the rate cut dates: August 1984, June 1989, July 1995, January 2001, September 2007, August 2019. Data represented by 
St. Louis Fed 3-month T-bill, Bloomberg U.S. 1-3 Year Index, Bloomberg Municipal Index, and Bloomberg U.S. Aggregate Bond Index. 

High-quality fixed income does well with cuts regardless of the type of landing. There have been six rate cutting 
cycles since 1982—three times the U.S. economy went into a recession within 12 months after the first cut and three 
times the U.S. economy avoided a recession—yet in all six instances, high-quality fixed income had positive returns.3

From short to long duration, we believe now is the time to extend duration by investing in high-quality fixed 
income. Investors who are in cash and seeking to maintain income and liquidity could look at short duration 
investment grade credit as a lower-risk option. For investors seeking ballast for equities, intermediate duration 
core fixed income offers attractive yields and the potential to benefit from price appreciation should a meaningful 
slowdown occur. For tax-sensitive investors seeking to maximize after-tax income or for investors concerned about 
the potential for future tax increases, the value of the municipal tax-exemption is at its highest level since 2008.  

Extending duration in high-quality fixed income as the Fed begins a rate cutting cycle has the potential to meet a 
broad set of investor objectives. 

Principal Fixed Income 

Principal Fixed Income is the fixed income investment management platform of Principal Asset Management and 
manages $137.6 billion in assets under management as of June 30, 2024. Our globally integrated platform with 
specialized teams worldwide helps to directly access global fixed income markets and deliver a diversity of investment 
perspectives. Our structure and proprietary investment tools foster collaboration across sector-specialty teams, which 
we believe helps our sector-specialty teams formulate richer investment theses and make better-informed investment 
decisions on behalf of our clients.

3 The returns on high-quality fixed income include the returns on the Bloomberg Municipal Bond Index, the Bloomberg U.S. Investment Grade 
Credit 1-3 Year Index, and the Bloomberg U.S. Aggregate Index.
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Index descriptions:
Bloomberg U.S. Aggregate Bond Index is the most widely followed broad market U.S. bond index. It measures the investment grade, US dollar-
denominated, fixed-rate taxable bond market. 

Bloomberg U.S. Treasury Index measures U.S. dollar-denominated, fixed-rate, nominal debt issued by the U.S. Treasury. Treasury bills are excluded by the 
maturity constraint. STRIPS are excluded from the index because their inclusion would result in double-counting. 

Bloomberg Municipal Index covers the USD-denominated Long-Term tax-exempt bond market with four main sectors: state and local general obligation 
bonds, revenue bonds, insured bonds, and pre-refunded bonds.

Bloomberg U.S. 1-3 Year Index measures the performance of investment grade, US dollar-denominated, fixed-rate, taxable corporate and government-
related debt with 1 to 2.9999 years to maturity. .

Risk considerations
Past performance does not guarantee future return. Investing involves risk, including possible loss of principal. Fixed-income investment options are subject 
to interest rate risk, and their value will decline as interest rates rise. Potential investors should be aware that Investment grade corporate bonds carry credit 
risks, default risk, liquidity risks, currency risks, operational risks, legal risks, counterparty risk and valuation risks. Lower-rated securities are subject to 
additional credit and default risks.

Important information
This material covers general information only and does not take account of any investor’s investment objectives or financial situation and should not be construed as 
specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or prediction of future events regarding an investment or 
the markets in general. The opinions and predictions expressed are subject to change without prior notice. The information presented has been derived from sources 
believed to be accurate; however, we do not independently verify or guarantee its accuracy or validity. Any reference to a specific investment or security does not 
constitute a recommendation to buy, sell, or hold such investment or security, nor an indication that the investment manager or its affiliates has recommended a 
specific security for any client account. Subject to any contrary provisions of applicable law, the investment manager and its affiliates, and their officers, directors, 
employees, agents, disclaim any express or implied warranty of reliability or accuracy and any responsibility arising in any way (including by reason of negligence) for 
errors or omissions in the information or data provided.
All figures shown in this document are in U.S. dollars unless otherwise noted.
This material may contain `forward looking’ information that is not purely historical in nature. Such information may include, among other things, projections 
and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at the sole discretion of the 
reader.
This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use would be contrary 
to local law or regulation.
This document is intent for use in:
•	 The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission. 
•	 Europe by Principal Global Investors (Ireland) Limited, 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296, Ireland. Principal Global Investors (Ireland) 

Limited is regulated by the Central Bank of Ireland. Clients that do not directly contract with Principal Global Investors (Europe) Limited (“PGIE”) or  
Principal Global Investors (Ireland) Limited (“PGII”) will not benefit from the protections offered by the rules and regulations of the Financial Conduct 
Authority or the Central Bank of Ireland, including those enacted under MiFID II. Further, where clients do contract with PGIE or PGII, PGIE or PGII may 
delegate management authority to affiliates that are not authorised and regulated within Europe and in any such case, the client may not benefit from all 
protections offered by the rules and regulations of the Financial Conduct Authority, or the Central Bank of Ireland.  In Europe, this document is directed 
exclusively at Professional Clients and Eligible Counterparties and should not be relied upon by Retail Clients (all as defined by the MiFID).

•	 United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No. 03819986, which is 
authorized and regulated by the Financial Conduct Authority (“FCA”). 

•	 This document is marketing material and is issued in Switzerland by Principal Global Investors (Switzerland) GmbH. 
•	 United Arab Emirates by Principal Global Investors LLC, a branch registered in the Dubai International Financial Centre and authorized by the Dubai 

Financial Services Authority as a representative office and is delivered on an individual basis to the recipient and should not be passed on or otherwise 
distributed by the recipient to any other person or organisation. 

•	 Singapore by Principal Global Investors (Singapore)Limited (ACRA Reg.No.199603735H), which is regulated by the Monetary Authority of Singapore and 
is directed exclusively at institutional investors as defined by the Securities and Futures Act 2001. This advertisement or publication has not been reviewed 
by the Monetary Authority of Singapore. 

•	 Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No. 225385), which is regulated by the Australian Securities 
and Investments Commission and is only directed at wholesale clients as defined under Corporations Act 2001. 

•	 Hong Kong SAR (China) by Principal Investment & Retirement Services Limited, which is regulated by the Securities and Futures Commission. This 
document has not been reviewed by the Securities and Futures Commission.

•	 Other APAC Countries/Jurisdictions. This material is issued for Institutional Investors only (or professional/sophisticated/qualified investors, as such term 
may apply in local jurisdictions) and is delivered on an individual basis to the recipient and should not be passed on, used by any person or entity in any 
jurisdiction or country where such distribution or use would be contrary to local law or regulation.

Principal Global Investors, LLC (PGI) is registered with the U.S. Commodity Futures Trading Commission (CFTC) as a commodity trading advisor (CTA), a 
commodity pool operator (CPO) and is a member of the National Futures Association (NFA). PGI advises qualified eligible persons (QEPs) under CFTC 
Regulation 4.7.
Principal Asset Management℠ is a trade name of Principal Global Investors, LLC.
Principal Fixed Income is an investment team within Principal Global Investors.
Principal Funds are distributed by Principal Funds Distributor, Inc.
© 2024 Principal Financial Services, Inc. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the logomark design are 
registered trademarks and service marks of Principal Financial Services, Inc., a Principal Financial Group company, in various countries around the world and 
may be used only with the permission of Principal Financial Services, Inc.
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