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2. Low Credit Risk 

Short-dated bonds are deemed less risky than their longer-dated counterparts, given their greater likelihood of 
repayment. For investors concerned about increasing recession risks, and the potential for higher default, investment 
grade bonds have historically had a relatively low default risk (0.14%)1 and we expect the sub-asset class to remain 
insulated from growing credit risks, although credit quality remains key. 

We also believe there is currently too much default risk being priced into high yield. The implied BB-B default rates are 
currently higher than the 2008/2009 realised rates. Global employment data continues to be strong, and we are also 
seeing supportive fiscal measures in the US and Europe plus the reopening of China after the reversal of its Covid-zero 
policy.

Within both sub-asset classes, we see the best opportunities in BBB and BB rated credits, where in-depth fundamental 
analysis can identify bonds with the potential for compelling carry in companies able to meet their debt obligations under 
a variety of economic scenarios.

5 Reasons to Consider Short Duration Credit

Capital at risk. The value of investments and the income from them may fall as well as rise and is not guaranteed. Investors 
may not get back the full amount invested. Past performance is not a reliable indicator of current or future results.

Tatjana Greil-Castro
Co-Head Public Markets1. Potential for Compelling Risk Reward

Yields rose significantly in 2022 on a global basis, primarily driven by rising interest rates, a 
reduction of liquidity as central banks withdraw stimulus, and spread widening. Some of the 
largest moves were in short duration bonds. While we have seen a significant rally in the first 
few weeks of 2023, driven by more dovish central bank rhetoric and falling inflationary 
pressures, short duration yields remain compelling. At the short end, we believe investors can 
access yields of c. 4.5% in investment grade and c. 8-9% in high yield (Figs. 1 & 2), while 
bonds further out the curve are offering a similar yield with more risk.  

January 2023

The potential for higher yields and protection from volatility make a 
compelling case for short duration bonds

Bryan Petermann
Portfolio Manager

Fig. 1 – Investment Grade Fig. 2 – High Yield

Source: ICE Index Platform. Data as of January 23, 2023. Muzinich views and opinions for illustrative purposes only. 
Fig.1 – ICE BofA Global Corporate Index (G0BC), Fig. 2 - ICE BofA Global High Yield Constrained Index (HW0C). 
Indices have been used as the best proxy for global corporate bonds in HY and IG.

1 Moody’s, as of 31st December 2021. Updated annually. Latest data available used
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Fig. 3 - Implied BB-B Default Rates Higher than 2008/2009 Realized Rates

Sources: (1) Muzinich calculations using data from ICE Index Platform. Data as of December 31st, 2022. ICE BofA Global 
High Yield Constrained Index (HW0C). (2) Moody’s Annual Default Study published February 8th, 2022. Most recent data 
available used. For illustrative purposes only. 

3. Low Volatility

Short-dated bonds of creditworthy companies tend to display less price volatility than their longer-dated counterparts. 
They rarely trade below par but if they do they tend to reverse quickly and converge back to par as the bond approaches 
maturity - the ‘pull-to-par’ effect. This also helps short-dated bonds recover from drawdowns. Should we experience 
future periods of volatility, investors at the short end will therefore be less affected than they would in longer-duration 
instruments. 

Fig.4 – Lower Volatility in High Yield

Source: ICE Data Platform, ICE BofA 0-3 Year Duration-To-Worst BB-B Cash Pay US High Yield Constrained Index (J4CS), 
as of 18 January 2023. For illustrative purposes only. Index has been used as the best proxy for short duration US high 
yield.
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4. Less Interest Rate Risk

In our view, many market participants believe inflation may have peaked, which would in turn indicate central banks 
culminate their hiking cycles around the middle of 2023 (Fig. 5). However, we feel central banks will need to see a 
sustained decline in inflation before rate hikes come to an end and rate cuts take over, and it may take some time for 
inflation to fall. 

In our view, inflation may remain at c. 3-4% for longer-than-expected given underlying structural issues such as labour 
shortages and changes in supply chains. We do not believe this is currently priced in and, if rates stay higher for longer the 
curve will steepen and the long end will underperform while shorter duration instruments hold up well. In the interim, short 
duration bond yields benefit from the inversion of the yield curve, a rare event.

Fig. 5 – US Interest Rates Priced to Peak at 5% in Mid 2023 

Source: Bloomberg data as of January 10th, 2023. Bloomberg World Interest Rate Probability (WIRP). For 
illustrative purposes only. 

5. Reinvestment Opportunities / Lower Reinvestment Risk 

Short duration high yield and investment grade bonds may have different repayment structures. Investment grade bonds 
typically trade to maturity; a portfolio of these bonds therefore has a steady cash flow from maturities that can be used 
in the primary market. High yield bonds may be callable, allowing companies to repay bonds before maturity. However, if 
the cost of funding increases, a company may leave their bond outstanding. Therefore, an investor may benefit from the 
higher carry in the existing bond while avoiding the issue of finding reinvestment opportunities if there is limited primary 
supply. 

Conclusion

Based on current prices, in our opinion corporate credit offers a compelling investment opportunity and we aim to capture 
the best quality of return in the short end within BBB and BB rated bonds.  At these levels, prices below par offset the 
impact of potential credit losses, with the possibility of good carry, good convexity, lower credit and duration risk and a 
strong pull to par at the short end of the market. 

This material is not intended to be relied upon as a forecast, research, or investment advice, and is not a
recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions
expressed by Muzinich & Co are as of January 2023 and may change without notice.
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Index Descriptions 
J4CS - The ICE BofA 0-3 Year Duration-To-Worst BB-B Cash Pay US High Yield Constrained Index tracks the performance of short 
maturity US dollar denominated below investment grade corporate debt, currently in a coupon paying period that is publicly 
issued in the US domestic market. Qualifying securities must be rated B3 or higher (based on an average of Moody’s, S&P and 
Fitch) but caps issuer exposure at 2%, have a duration-to-worst of 3 years or less. Eligible securities must also have at least 18 
months to final maturity at the time of issuance, at least one year remaining term to final maturity as of the rebalancing date, a 
fixed coupon schedule and a minimum amount outstanding of $250 million.

G0BC – The ICE BofA Global Corporate Index tracks the performance of investment grade corporate debt publicly issued in the 
major domestic and eurobond markets. Qualifying securities must have an investment grade rating (based on average of 
Moody’s, S&P and Fitch), have at least one year remaining term to final maturity as of the rebalancing date, at least 18 months 
to maturity at point of issuance and a fixed coupon schedule. 

HW0C – The ICE BofA ML Global High Yield Constrained Index contains all securities in The ICE BofA ML Global High Yield Index 
(HW00) but caps issuer exposure at 2%.

Important Information 

Muzinich and/or Muzinich & Co. referenced herein is defined as Muzinich & Co., Inc. and its affiliates. Muzinich views and 
opinions.  This material has been produced for information purposes only and as such the views contained herein are not to be
taken as investment advice. Opinions are as of date of publication and are subject to change without reference or notification to 
you. Past performance is not a reliable indicator of current or future results and should not be the sole factor of consideration 
when selecting a product or strategy. The value of investments and the income from them may fall as well as rise and is not 
guaranteed and investors may not get back the full amount invested. Rates of exchange may cause the value of investments to 
rise or fall. Emerging Markets may be more risky than more developed markets for a variety of reasons, including but not limited
to, increased political, social and economic instability; heightened pricing volatility and reduced market liquidity.

Any research in this document has been obtained and may have been acted on by Muzinich for its own purpose. The results of 
such research are being made available for information purposes and no assurances are made as to their accuracy. Opinions and
statements of financial market trends that are based on market conditions constitute our judgment and this judgment may prove
to be wrong. The views and opinions expressed should not be construed as an offer to buy or sell or invitation to engage in any 
investment activity, they are for information purposes only.

This discussion material contains forward-looking statements, which give current expectations of a fund’s future activities and 
future performance. Any or all forward-looking statements in this material may turn out to be incorrect. They can be affected 
by inaccurate assumptions or by known or unknown risks and uncertainties. Although the assumptions underlying the forward-
looking statements contained herein are believed to be reasonable, any of the assumptions could be inaccurate and, therefore,
there can be no assurances that the forward-looking statements included in this discussion material will   prove to be accurate.
In light of the significant uncertainties inherent in the forward-looking statements included herein, the inclusion of such 
information should not be regarded as a representation that the objectives and plans discussed herein will be achieved. Further,
no person undertakes any obligation to revise such forward-looking statements to reflect events or circumstances after the date 
hereof or to reflect the occurrence of unanticipated events.

United States: This material is for Institutional Investor use only – not for retail distribution. Muzinich & Co., Inc. is a registered 
investment adviser with the Securities and Exchange Commission (SEC). Muzinich & Co., Inc.’s being a Registered Investment 
Adviser with the SEC in no way shall imply a certain level of skill or training or any authorization or approval by the SEC. 

Issued in the European Union by Muzinich & Co. (Ireland) Limited, which is authorized and regulated by the Central Bank of 
Ireland. Registered in Ireland, Company Registration No. 307511. Registered address: 32 Molesworth Street, Dublin 2, D02 Y512, 
Ireland. Issued in Switzerland by Muzinich & Co. (Switzerland) AG. Registered in Switzerland No. CHE-389.422.108. Registered 
address: Tödistrasse 5, 8002 Zurich, Switzerland. Issued in Singapore and Hong Kong by Muzinich & Co. (Singapore) Pte. Limited, 
which is licensed and regulated by the Monetary Authority of Singapore. Registered in Singapore No. 201624477K. Registered 
address: 6 Battery Road, #26-05, Singapore, 049909. Issued in all other jurisdictions (excluding the U.S.) by Muzinich & Co. 
Limited. which is authorized and regulated by the Financial Conduct Authority. Registered in England and Wales No. 3852444. 
Registered address: 8 Hanover Street, London W1S 1YQ, United Kingdom. 2023-01-25-10156
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