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A More Rewarding Environment for Bond Investors?

A Look at the Relationship Between Starting Yield and Total Return 

Today’s Conditions Offer Clues About Tomorrow

News cycles and market sentiment shifts have become increasingly 

rapid in today’s fast paced media environment. Depending on where 

one turns for insight (or opinion as the case may be), 

recommendations are likely to widely vary, if not conflict. Financial 

markets are inherently uncertain and what ends up influencing short 

term investment performance is often unclear at any given moment. 

Nonetheless, certain fundamentals are worthy of emphasis, including 

the importance of starting bond yield on expected future total return. 

In simple terms, yield is the income earned on the capital invested in 

a bond. Yield and price are inversely related and factors such as credit 

quality, supply and demand, and yield curve structure, among others, 

can impact a bond’s price. Yet over the long run, yield levels at the 

time you buy a bond or invest in a fixed income portfolio is the 

predominant driver of expected total return, particularly in the 

investment grade markets. 

Correlation measures the extent to which two variables are linked 

and is calculated as a directional linear relationship, with 1.0 and -1.0 

representing perfect positive and negative associations, respectively. 

However, correlation is not the same thing as causation, and 

variables may be directionally linked even though one does not 

directly influence the other. Therefore, let’s also look at R-Squared, a 

statistical measure that goes a step further by calculating the 

proportion of variation in the value of the dependent variable (in this 

case future total return) that can be attributed to the independent 

variable (starting bond yield). R-Squared is calculated by regressing 

the values of each of the two variables over a stated time period, 

with values falling between 0 and 1 (higher numbers indicating a 

stronger ability of one variable to influence the other). 

The accompanying chart demonstrates a close relationship in both 

the municipal and investment grade taxable fixed income markets 

between starting yield (as measured by yield to worst) and 

subsequent five-year total return. Correlation levels of 0.84 and 0.87, 

and R-Squared values above 0.70 measured over 30 years of data 

reinforce the significance of starting bond yield on future total return 

expectations. 

The Roots of Future Performance Expectations

Consider where we’ve been relative to where things stand as the 

second half of 2024 begins. Four years ago, the bellwether 10Yr UST 

bond yielded roughly 0.70%, whereas the same bond on 6/30/24 

yielded 4.36%. Quite simply, the total return outlook of the bond 

portion of a municipal or taxable balanced portfolio has become far 

more favorable. Turning to our strategies, the Yield to Worst1 on 

Appleton’s High Grade Intermediate Gov’t/Credit strategy was 4.92% 

as of 6/30/24, while it sat at 3.16% on Intermediate Municipal. The 

Yield to Maturity on these two strategies as of the same date were 

3.45% and 4.94%, respectively. These yield levels offer a very 

constructive foundation for balanced or fixed income strategies, 

particularly in comparison to recent years. 

Appleton’s investment process emphasizes active management as we 

seek to identify and capitalize on relative value opportunities in 

dynamic markets among a diversity of credits. As a result, most of our 

clients’ portfolios are not static and total return will be influenced by 

more than one factor over the long run. Nonetheless, starting yield 

represents a powerful influence on future performance and today’s 

environment in our view is quite favorable. How municipal and/or 

taxable bonds may fit into one’s asset allocation strategy is a question 

that our Portfolio Managers consider in consultation with each client, 

yet looking forward, things are looking up for bond investors. 

Bloomberg 
Managed Money 

Short/Intermediate Index

Bloomberg Intermediate 
US Gov’t/Credit Index

Correlation 0.84 0.87

R-Squared 0.71 0.76

Relationship Between Starting Yield to Worst1 and Annualized 
5-Year Total Return (12/31/93 – 12/31/23)

Source: Bloomberg, MMD

Data is calculated based on the YTW of both indices as of 12/31 each year from 
1993-2023 and the subsequent annualized 5-year total return. 

1. Yield to Worst is the lowest yield that can be received on a bond with an early retirement or call provision.

Yield is a moment-in-time statistical metric for fixed income securities that helps investors determine the value of a security, portfolio or composite. YTW 
and YTM assume that the investor holds the bond to its call date or maturity. YTW and YTM are two of many factors that ultimately determine the rate of 
return of a bond or portfolio. Other factors include re-investment rate, whether the bond is held to maturity, and whether the entity actually makes the 
coupon payments. Current Yield strictly measures a bond or portfolio’s cash flows and has no bearing on performance. For calculation purposes, Appleton 
uses an assumed cash yield which is updated on the last day of each quarter to match that of the Schwab Municipal Money Fund.
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MARKET OBSERVATIONS & IMPLICATIONS

Tax-Exempt 
Investment 
Grade 
Municipals

• Yields rose in early Q2 on inflation concerns, although better readings in late May caused USTs to rally along with the tax-exempt 
market. Municipals began to lag in June on record issuance.  

• The AAA curve remains inverted and is not likely to normalize until after rate cuts begin, a process we see starting in Q4. The spread 
between 2s and 10s tightened in Q2, moving from -46 to -27 bps. 

• Recent favorable inflation reports now have the market pricing in a 0.25% September rate cut and another before year-end. We 
anticipate further inflation progress and are aligned with these expectations.  

• Q2 issuance rose 32.1% YoY and YTD issuance is up 30.4% vs. 2023 according to Bond Buyer. A surge in net supply is largely 
attributed to “higher for longer” rates and election year uncertainty.  

• Retail is driving tax-exempt demand (+$4.4B net fund flows YTD), and lower than average valuation ratios have faced minimal 
pressure. The 10-Year AAA Muni/UST ratio fell to <60% in Q1 before rebounding to a fair value level of 65% at quarter-end. 

• Credit spreads faced modest pressure with 10-Yr AAA-AA rising 3bps to 10bps, while AAA-A spreads widened 3bps to 34bps. With 
today’s spreads through longer term averages, we are maintaining high credit quality. 

• A strong May allowed longer duration to outperform and left the 10-year Index as a YTD performance laggard at -1.57%. Elevated 
front-end yields have produced a +0.94% gain for the 1-year Index. 

• With a 2H onset of rate cuts anticipated, the front-end of the municipal curve should begin to come down while the longer end 
remains relatively stable. For now, persistent inversion is keeping us focused on 1 to 4-year exposure coupled with purchases of 9 
to 12-year maturities.  

• Our 2024 UST trading range is 4.00% - 4.50%, and in Intermediate portfolios we are working to maintain 4.65 to 4.75-year duration.

Investment 
Grade 
Corporates 
& 
Treasuries 

• A sizable $335.7B of new IG Corporate debt was brought to market during Q2, raising the YTD total to a robust $867B. We anticipate 
a slowdown during 2H of ’24 and further downward pressure on already tight credit spreads.

• Performance has been relatively flat with longer IG bonds struggling to keep pace with the Intermediate portion of the curve. We 
continue to favor intermediate duration and high-quality names as more signs of a slowing economy become evident.

• IG credit spreads moved on downward trajectory to a YTD low at the end of May before a risk-off tone in June produced 9bps of 
widening and raised OAS to 94bps. We are comfortable with IG credit conditions and feel the market is simply recalibrating at the 
margin as economic data and technical factors develop. 

• UST yields climbed higher in early Q2 before better-than-expected inflation readings in late May caused yields to rally somewhat for 
much of the month of June. 

• A bear steepener developed during Q2 with bonds inside of 1-year relatively flat and 10 to 30-year issues higher by 20bps. The 
4.39% quarter-end yield on the 10Yr remains within our 4.00 – 4.50% trading range for 2024.

Equities

• Equity markets rallied in May and June raising the S&P 500’s YTD return to +15.29%, with NASDAQ even better at +18.57%.

• Sector performance closed the quarter mixed with Information Technology again leading the way in June at +9.3%, while Utilities 
and Materials trailed (-5.75% and -3.26% monthly returns, respectively).

• Corporate earnings remain resilient with S&P 500 constituents growing by +5.8% in Q1 vs. expectations for +3.4%. Analysts forecast 
double-digit earnings growth for the year and a 14%+ increase in 2025.

• Recent economic data remains consistent with a “soft landing” and the onset of rate cuts in a slower growth environment can be 
constructive for equities.

• Nonetheless, modest consolidation would not be unexpected given 2024’s impressive gains and the likelihood of volatility as the 
election approaches. Short-term market weakness would give us an opportunity to add to preferred names.

• The dominance of mega cap technology names has been a 2024 theme and lack of breadth a concern. To that point, the equal-
weighted S&P 500’s YTD return of +5.07% trails it’s better-known cap-weighted counterpart by more than 10%.

• However, as discussed in Review & Outlook, comparisons to the late 90’s “dot com” bubble fall flat in our view given the earnings 
power and growth rates of today’s technology giants.

3/31/2024 6/30/2024 QTD Change

2-yr AAA Muni 2.97% 3.11% +14 bps

10-yr AAA Muni 2.51% 2.84% +33 bps

30-yr AAA Muni 3.38% 3.72% +4 bps Source: MMD

https://www.appletonpartners.com/private-client-review-outlook/july-2024/
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