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In brief
 ■ Rate volatility is still elevated, but at least it is now correcting lower.

 ■ The bond-equity correlation is likely to stay elevated, but this time for good reasons.

 ■ The income in fixed income is back.

 ■ The Fed cuts are still being priced out.

The right MOVE. Rate volatility is finally normalizing lower, with the MOVE index — the main indicator of US 

rate volatility — breaking decisively through 100 to the downside.1 The last time the index was comfortably 

in double-digit territory was in March 2022, before the Fed initiated its aggressive tightening cycle. Looking 

ahead, lower rate volatility is likely to be more supportive of global fixed income. Lower volatility should make it 

easier for investors with asset-liability management constraints to manage their duration-matching process. It 

should also provide further support for long-duration assets or for assets that tend to be vulnerable to elevated 

rate volatility, such as MBS. Finally, it shifts the premium away from rates onto other drivers of expected 

returns, such as credit risk and security selection, which should ultimately favor active asset managers with a 

large credit research platform.

The good kind of elevated correlations. Back in 2022 and early 2023, during the fear of the Fed macro 

regime, the correlation between bonds and equities shot up to historically high levels. At the time, this spelled 

bad news for global markets as it meant that both fixed income and equities were struggling. Looking ahead,  

it is no longer obvious to us that the bond-equity correlation will quickly correct lower, but that may actually 

be a good thing, because we are going through a macro regime transition that may still favor elevated 

correlations, although this time, all for a good cause. Think of the opposite of the Fear of the Fed. Perhaps it 

should be the Anticipation of the Fed. In the process, fixed income gets a boost from the US Federal Reserve 

initiating a policy easing cycle. At the same time, the appetite for risky assets, including equities, increases, 

reflecting the supportive policy signals. That keeps the correlation elevated, because both asset classes 

seem likely to do well. In addition, the 60/40 portfolio is back with a vengeance, but not because of its great 

diversification benefits, which are still on hold for now. One of the greatest appeals of global fixed income at 

this juncture is its de-risking characteristics, which are designed to not sacrifice expected returns. 
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The income in fixed income. That is the other appeal of fixed income. With US market rates going back up,  

at least in the near term, the differential between the US government bond yield and the equity dividend yield  

is back near its historical high. At the moment, 3.07% is that differential.2 Fixed income is back to providing 

income. We nonetheless believe that given the favorable macro environment, deploying some credit risk makes 

sense, enhancing the income component as part of the total return, simply because US credit yields are of 

course even higher. 

Where is the landing zone? The rates market is struggling to see the landing zone and seems to be moving 

toward pricing in no landing at all for the US economy. Currently, the federal funds future curve is positioned for 

two rate cuts and just a third of a third cut before year-end. That is probably too few, we think. Further guidance 

will come this week with the release of the US CPI for March. At the end of the day, it is all about inflation. If the 

path towards disinflation is confirmed by the latest data, it is likely that the rates market will walk back toward 

adding a bit more market-implied easing in the pipeline, which would ultimately be supportive of fixed income. 

On that note, the key datapoint to watch is going to be core CPI, where the Bloomberg consensus forecast is 

3.7% year over year.3 Markets are always an expectations game. The good news is that the fewer rate cuts that 

are priced in, the greater the room for the Fed to overdeliver on cuts relative to market expectations. The US 

10-year rates are back to above 4.40% for the first time in several months, mainly reflecting concerns over rising 

inflation risks and the possibility of the US economy overheating.4 While it is true that no landing has become a 

greater risk than a hard landing, there is no cause to panic at this point. Our baseline scenario is still that we are 

going through a moderate midcycle slowdown. 
 

Endnotes
1  Source: Bloomberg, ICE BofA. The MOVE Index measures U.S. bond market volatility. The Index tracks implied normal yield volatility of a yield 

curve weighted basket of at-the-money one month options on the 2-year, 5-year, 10-year, and 30-year constant maturity interest rate swaps. Data 
as of 5 April, 2024. 

2  Source: Bloomberg. The differential is estimated as the difference between the 10-year US treasury yield and the US S&P 500 dividend yield. Data 
as of 5 April, 2024. 

3 Source: Bloomberg. Consensus forecast. Data as of 5 April, 2024.
4 Source: Bloomberg. US 10-year Treasury yields. Data as of April 8, 2024. 
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recommendation to purchase any security or as a solicitation or investment advice. No forecasts can be guaranteed. Past performance is no guarantee of future results.
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Authority. MIL UK, an indirect subsidiary of MFS®, has its registered offi ce at One Carter Lane, London, EC4V 5ER. Note to Europe (ex UK and Switzerland) readers: Issued in Europe by 
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or distribution would be contrary to local regulation; Singapore – MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand - MFS International Australia Pty Ltd 
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Shanghai World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide fi nancial management consulting services.; 
Japan - MFS Investment Management K.K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust 
Association, Japan and the Japan Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and 
market conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks, including market fl uctuation and investors may lose the 
principal amount invested. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before making 
the investments ; Bahrain - This document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer to the public will be made in the 
Kingdom of Bahrain and this document is intended to be read by the addressee only and must not be passed to, issued to, or shown to the public generally. The Central Bank of Bahrain 
assumes no responsibility for the accuracy and completeness of the statements and information contained in this document and expressly disclaims any liability whatsoever for any loss 
howsoever arising from reliance upon the whole or any part of the contents of this document. The Board of Directors and the management of the issuer accepts responsibility for the 
information contained in this document. To the best of the knowledge and belief of the board of directors and the management, who have all taken all reasonable care to ensure that such 
is the case, the information contained in this document is in accordance with the facts and does not omit anything likely to affect the reliability of such information.; Kuwait - This 
document is not for general circulation to the public in Kuwait. The information has not been licensed for offering in Kuwait by the Kuwait Capital Markets Authority or any other relevant 
Kuwaiti government agency. No private or public offering of the information is being made in Kuwait, and no agreement relating to the information will be concluded in Kuwait. No 
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capable of evaluating the merits and risks on an investment.; South Africa - This document has not been approved by the Financial Services Board and neither MFS International (U.K.) 
Limited nor its funds are registered for public sale in South Africa.; UAE - This document, and the information contained herein, does not constitute, and is not intended to constitute, 
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in the Kingdom except to such persons as are permitted under the Investment Funds Regulations issued by the Capital Market Authority. The Capital Market Authority does not make any 
representation as to the accuracy or completeness of this document, and expressly disclaims any liability whatsoever for any loss arising from, or incurred in reliance upon, any part of this 
document. Prospective purchasers of the securities offered hereby should conduct their own due diligence on the accuracy of the information relating to the securities. If you do not 
understand the contents of this document, you should consult an authorised fi nancial adviser.; Qatar - This material/fund is only being offered to a limited number of investors who are 
willing and able to conduct an independent investigation of the risks involved in an investment in such material/fund. The material does not constitute an offer to the public and is for the 
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