
Higher, steady or lower? It is easy to get caught up in the drama of interest rate changes, and while moving to the sidelines may relieve some worries, you could also miss out on the 

potential long-term benefits. While the initial interest rate increases hurt short-term returns, today’s higher interest rates may increase a bond portfolio’s overall return over time. This is 

because money from coupons and maturing bonds can be reinvested into new bonds with higher yields. In the chart below, we show five hypothetical trajectories that a bond portfolio 

could follow after a move in rates based on the hypothetical performance of a $100,000 fixed income investment over a 10-year period.
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Interest Rate 
Change

-2% -1% Unchanged +1% +2%

Value after
1 Year

$116,056 $110,480 $104,905 $99,330 $93,754

Value after
2 Years

$119,427 $114,795 $110,051 $105,195 $100,228

Value after
7 Years

$137,812 $139,029 $139,822 $140,146 $139,953

Value after
10 Years

$150,175 $155,961 $161,423 $166,468 $170,992
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Although rate increases hurt short-term returns, reinvesting those higher yields produced the best long-term returns.
Hypothetical growth of $100,000 under different rate environments 
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Between six and 
seven years, 

all paths converge 
to within $1,000

The hypothetical portfolio assumes a starting yield (4.9%) and duration (6.1 years), which reflects the 
characteristics, yield-to-worst and average effective duration, respectively, of the Bloomberg US 
Aggregate Index as of 12/31/2024. The Bloomberg U.S. Aggregate Bond Index measures the U.S. 
bond market.The calculation assumes a constant corporate bond spread of 1%, with maturing bond 
proceeds 100% reinvested at each year’s new starting yield, and holding aside convexity effects for 
simplicity. The likelihood of spreads and duration remaining constant over 10-year time period is very 
low. The movement in rates shocked the portfolio initially, and then left to grow in the given 
circumstances. The hypothetical interest rate movements (-2% to + 2%) were used as they can be 
considered a potential range of the 10-Year US Treasury given the historical trend of interest rate 
movements and ranges the market has experienced over the last 30+ years. Spreads were kept 
constant to highlight the potential impact of an interest rate shock on a bond portfolio given the 
aforementioned circumstances/environment. Hypothetical examples are for 
illustrative purposes only and are not intended to represent the future performance 
of any MFS portfolio or investment. 

Interest rate 
change:
■ -2%
■ -1%
■ Unchanged
■ +1%
■ +2%
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TAKE THE WORRY OUT OF CHANGING INTEREST RATES

Investments in debt instruments may decline in value as the result of, or perception of, declines in the credit quality of the issuer, borrower, counterparty, or other entity responsible for payment, underlying collateral, or changes in economic, political, 
issuer-specific, or other conditions. Certain types of debt instruments can be more sensitive to these factors and therefore more volatile. In addition, debt instruments entail interest rate risk (as interest rates rise, prices usually fall). Therefore, the 
portfolio’s value may decline during rising rates.

Unless otherwise indicated, logos and product and service names are trademarks of MFS® and its affiliates and may be registered in certain countries.

Distributed by: U.S. - MFS Investment Management; Latin America - MFS International Ltd. Please note that in Europe and Asia Pacific, this document is intended for distribution to investment professionals and institutional use only. 
In Canada, this document is intended for institutional use only. Note to readers in Canada: Issued in Canada by MFS Investment Management Canada Limited. Note to UK and Switzerland readers: Issued in the UK and Switzerland by MFS 
International (U.K.) Limited (“MIL UK”), a private limited company registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of investment business by the UK Financial Conduct Authority. 
MIL UK, an indirect subsidiary of MFS®, has its registered office at One Carter Lane, London, EC4V 5ER. Note to Europe (ex UK and Switzerland) readers: Issued in Europe by MFS Investment Management (Lux) S.à r.l. (MFS Lux) – authorized under 
Luxembourg law as a management company for Funds domiciled in Luxembourg and which both provide products and investment services to institutional investors and is registered office is at S.a r.l. 4 Rue Albert Borschette, Luxembourg L-1246. Tel: 
352 2826 12800.  This material shall not be circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such reliance or distribution would 
be contrary to local regulation; Singapore - MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand - MFS International Australia Pty Ltd (“ MFS Australia”) (ABN 68 607 579 537) holds an Australian financial services licence 
number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission; Hong Kong - MFS International (Hong Kong) Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong Securities 
and Futures Commission (the “SFC”). MIL HK is approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defined in the Securities and Futures 
Ordinance (“SFO”); For Professional Investors in China – MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue, Shanghai World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a 
Chinese limited liability company registered to provide financial 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 fluctuation 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; For readers in Saudi Arabia, Kuwait, Oman, and UAE (excluding the DIFC and ADGM).  In Qatar strictly for sophisticated investors 
and high net worth individuals only. In Bahrain, for sophisticated institutions only: The information contained in this document is intended strictly for professional investors. The information contained in this document, does not constitute and 
should not be construed as an offer of, invitation or proposal to make an offer for, recommendation to apply for or an opinion or guidance on a financial product, service and/or strategy. Whilst great care has been taken to ensure that the information 
contained in this document is accurate, no responsibility can be accepted for any errors, mistakes or omissions or for any action taken in reliance thereon. You may only reproduce, circulate and use this document (or any part of it) with the consent 
of MFS international U.K. Ltd (“MIL UK”). The information contained in this document is for information purposes only. It is not intended for and should not be distributed to, or relied upon by, members of the public. The information contained in this 
document, may contain statements that are not purely historical in nature but are “forward-looking statements”. These include, amongst other things, projections, forecasts or estimates of income. These forward-looking statements are based upon 
certain assumptions, some of which are described in other relevant documents or materials. If you do not understand the contents of this document, you should consult an authorised financial adviser. Please note that any materials sent by the issuer 
(MIL UK) have been sent electronically from offshore. 

Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg’s licensors own all proprietary rights in the Bloomberg Indices. 
Bloomberg neither approves or endorses this material, or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by 
law, neither shall have any liability or responsibility for injury or damages arising in connection therewith.

Key takeaways 

Focus on the long view
As the rate hiking cycle winds down, it’s 
natural to wonder about the direction of rates. 
But as you can see in the illustration, the 
higher interest payments can potentially 
benefit performance — if you reinvest 
maturing bond proceeds. 

Keep in mind the role bond strategies play

Regardless of the rate environment, having an 
appropriate allocation to bonds rather than an 
all-equity portfolio may help reduce portfolio 
volatility and help manage downside losses 
over time.

Consider the unique nature of bond 
strategies
Although returns over the short term may be 
adversely affected by periods of rising rates, 
those losses could be offset by reinvesting 
maturing bonds at higher rates.


