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Executive summary
	● We believe a lopsided equity world makes a fixed income 

allocation compelling: US equities dominate the MSCI 
World Index, driven by the outperformance of mega-cap 
tech stocks, resulting in heightened market concentration 
and increased investor exposure to US markets and the 
dollar. Fixed income markets offer the potential for 
improved risk-adjusted returns and reduced volatility.

	● Yield is back, and we believe it’s here to stay: Following the 
end of the ultra-low yield era post-2008, intermediate and 
long-dated bond yields have normalised to pre-crisis 
ranges, with the very long end of curves pushed upwards 
by high levels of government bond issuance. With yields 
now rivalling long-term equity returns, we believe fixed 
income offers a compelling opportunity to achieve 
investment objectives with greater certainty, lower 
volatility, and enhanced income potential.

	● Yields are just the starting point for returns: Unlike 
equities, bond markets are less efficient and more 
opaque – creating exploitable opportunities for skilled 
active managers. Volatility enhances this potential, 
offering dislocations that favour flexible mandates. 

Innovative approaches, such as short-maturity high yield 
and ETF ecosystem trading, enable access to higher-return 
segments without compromising liquidity. 

	● Reliable returns, lower drawdown risk and diversification 
benefits: Unlike equities, bond returns are primarily 
income-driven, resulting in significantly lower volatility 
and shallower, shorter drawdowns. Even in especially 
challenging environments like 2022, fixed income 
demonstrated resilience versus equities. The contractual 
nature of bonds and the ‘pull to par’ effect provide natural 
downside protection, while high-quality fixed income 
assets tend to perform well during severe downturns.

	● Corporate credit fundamentals remain robust: We’re seeing 
generally healthy credit metrics across both investment 
grade and high yield issuers, while a combination of rate 
cuts and AI investment should keep economies from falling 
into recession. Debt profiles are actively managed, with 
maturities well spread and refinancing risks minimised 
– particularly among lower-rated US issuers. This 
reinforces the strength and resilience of corporate credit 
as a core component of fixed income portfolios.

Income-based returns are back, and investors no longer need 
to risk equity-type drawdowns or sacrifice liquidity to achieve 
their investment objectives. In our view, it is an opportune time 
to increase fixed income allocations.
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Time to diversify away from a lopsided 
equity world?
US equities now account for over 70% of the MSCI World 
Index (see Figure 1), reflecting an increasingly lopsided 
global equity market dominated by a handful of large US 
companies. The outperformance of mega-cap tech stocks 
– led by the Magnificent Seven (Alphabet, Apple, Amazon, 
Meta, Microsoft, Nvidia and Tesla1) – has driven a sharp 
divergence between the MSCI World US Index and the MSCI 
World ex US Index. While this ascent has been underpinned 
by a period of exceptional earnings growth, the resulting 
concentration means many equity investors may be more 
exposed to US markets, and the US dollar, than they realise. 
With the Magnificent Seven alone valued at close to 18% of 
global GDP, there is now little room for error built into 
valuations (see Figure 2).

We believe fixed income markets offer a compelling 
opportunity to reduce equity exposure, providing the 
potential for more attractive risk-adjusted returns with  
lower volatility and drawdown risk.

FIGURE 1: US EQUITIES DOMINATE THE MSCI WORLD INDEX2
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FIGURE 2: THE MARKET CAPITALISATION OF THE 
MAGNIFICENT SEVEN LEAVES LITTLE ROOM FOR ERROR3 
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1 The mention of a specific security is not a recommendation to buy or sell such security. 

2 Source: Insight and Bloomberg. Data as at 31 August 2025. 
3 Source: Insight and Bloomberg. MSCI World Index. Data as at 31 August 2025.
Past performance is not indicative of future results. Investment in any strategy involves a risk of loss which may partly be due to exchange rate fluctuations.

US equities now account 
for over 70% of the MSCI 
World Index reflecting an 
increasingly lopsided global 
equity market
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Yield is back, and we believe it’s here to stay
THE ERA OF LOW YIELDS IS OVER
The 2008 global financial crisis triggered a credit crunch  
that exposed vulnerabilities in the banking sector, prompting 
sweeping regulation and higher capital requirements.  
With traditional monetary channels impaired, central 
banks turned to experimental tools – slashing interest 
rates to zero, and in some cases even into negative territory, 
and deploying quantitative easing to stimulate growth. 
This ushered in a prolonged era of ultra-low yields.

That era is now over.

Banks have since rebuilt their balance sheets, and many 
are now in the process of distributing excess capital via 
share buybacks. 

Today, following a post-pandemic surge in inflation, yields 
in the intermediate area of yield curves have normalised to 
pre-financial crisis ranges (see Figure 3). While major central 
banks are in the process of a gradual counter-cyclical easing, 
persistent inflationary forces, underpinned by deglobalisation 
and expansionary fiscal programmes, suggest yields are 
likely to remain in a higher range in the years ahead. 

FIGURE 3: A NEW NORMAL FOR INTERMEDIATE BOND YIELDS4
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At the long end of yield curves, heavy government bond 
issuance has driven yields sharply higher – surpassing 
multi-decade highs in markets like the UK and Japan 
(see Figure 4). While some governments are now scaling 
back issuance to calm markets, persistent concerns over 
fiscal deficits are likely to keep long-dated yields elevated 
for the foreseeable future. This allows investors to lock in 
high levels of income for the long-term, while steeper yield 
curves create opportunities for rolldown strategies – which 
aim to profit from bonds’ natural appreciation in price as 
they shorten in maturity and move down the yield curve.

FIGURE 4: LONG-MATURITY YIELDS HAVE BROKEN UPWARDS5 

30-year US Treasury 30-year UK Gilt
30-year Japan government bond

0

1

2

3

4

5

6

2004 2007 2010 2013 2016 2019 2022 2025

%

LONG-TERM RETURN OBJECTIVES MAY BE 
ACHIEVABLE WITH FIXED INCOME ALONE
Yields in many areas of the fixed income market are now 
close to – or even above – the long-term returns of the 
MSCI World Index (see Figure 5). This presents the potential 
for equity-like returns through instruments that offer 
contractual income, and which have historically 
experienced lower volatility. 

An unconstrained fixed income mandate enables managers 
to dynamically allocate across the full spectrum of assets, 
targeting areas that they believe offer the greatest value at 
any given time. Alternatively, investors can focus on specific 
segments to complement or replace equity exposure, locking 
in long-term income to provide greater certainty that 
investment goals will be achieved.

FIGURE 5: BOND YIELDS NOW LOOK COMPELLING VERSUS 
LONG-TERM EQUITY RETURNS6
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4 Source: Insight and Bloomberg. Data as at 31 August 2025.
5 Source: Insight and Bloomberg. Data as at 31 August 2025.
6 Source: Insight and Bloomberg. Data as at 31 August 2025. MSCI World data between 31 December 1999 and 31 August 2025.
Past performance is not indicative of future results. Investment in any strategy involves a risk of loss which may partly be due to exchange rate fluctuations.
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Yield is just the starting point for returns
ACTIVE MANAGEMENT IN BONDS:  
A QUIET OUTPERFORMANCE STORY
Many investors believe that active managers struggle to 
outperform or even match their benchmarks and extrapolate 
this idea across all investment assets. Research, repeated 
over decades, suggests that this is certainly true of many 
active equity strategies.

But this isn’t generally true in fixed income. Data from 
Morningstar7 shows that on an asset-weighted basis high-
yield bond managers have outperformed by 60bp per annum 
over the 15-years to end 2024. Over 50% of funds successfully 
outperformed their index. On the other hand, the data suggest 
that global large blend equities funds underperformed by 
1.4% per annum, with only 10% of funds outperforming.

Bond markets are far less efficient and transparent than 
equity markets, presenting inefficiencies that can be exploited 
by active managers. The rise of passive investment has, if 
anything, exacerbated these inefficiencies in bond markets. 

DON’T LET LIQUIDITY CONCERNS RESTRICT  
YOUR OPPORTUNITY
Some subsets of the fixed income universe offer 
higher returns, historically similar to those exhibited by 
equity markets over longer periods of time. 

But accessing these subsets can come with a liquidity cost 
if investment is approached in a traditional way. Rather than 
letting this act as a deterrent to investment, we believe that 
there are different approaches that can allow investors to 
harvest the potentially higher returns available without 
compromising on liquidity.

In high yield markets, a focus on short-maturity issues can 
be one approach that ensures regular maturities to create 
natural liquidity. Combined with careful company analysis 
this can also minimise default risk, focusing on companies 
that have a clear plan for how to repay their maturing debt. 
For those seeking duration exposure, a systematic approach 
can provide a way to overcome liquidity challenges. Insight 
has developed an innovative approach that trades though 
brokers in the ETF ecosystem, which has enabled us to buy 
and sell custom baskets of up to 1,000 bonds worth as much 
as $500m within hours, if not minutes.8 

Natural liquidity can also be key in asset-backed markets.  
A carefully designed portfolio can be structured to have 
regular coupon and maturity payments, or to mature entirely 
within a given timeframe. The capital structures of these 
instruments means that higher rated issues have very low 
default risk – the last default in a US investment grade 
rated asset-backed security was in 2010.9

7 �https://www.morningstar.com/business/insights/research/active-passive-barometer 
8 �Source: Insight, as of September 30, 2025.
9 �Source: S&P Global Ratings, “2022 Annual Global Structured Finance Default Study and Rating Transitions”, March 2023.
Past performance is not indicative of future results. Investment in any strategy involves a risk of loss which may partly be due to exchange rate fluctuations.

More consistent returns, lower drawdown 
risk and diversification benefits
INCOME-BASED RETURNS ARE MORE 
PREDICTABLE 
Bond markets have historically had far lower volatility 
than equity markets, without the large drawdowns that 
equity markets periodically experience (see Figure 6). 
This is because returns in fixed income are largely 
generated by income, in contrast to equity markets, 
where returns are reliant on capital appreciation. 

One exception to this rule was 2022, when central banks 
aggressively tightened policy as they battled to bring 
inflation under control after the pandemic, driving yields 
upwards. However, even in the worst environment for fixed 
income in decades, the US dollar-hedged Bloomberg Global 
Aggregate Index still only experienced a drawdown roughly 
half that of the MSCI World Index.

TIME TO ALLOCATE TO FIXED INCOME

6 



FIGURE 6: 12-MONTH ROLLING RETURNS EXPOSE 
THE RELATIVE DRAWDOWN RISK ACROSS THE TWO 
ASSET CLASSES10

 MSCI World Index (USD)    Bloomberg Global Agg Index (hedged into USD)
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WHY DRAWDOWN RISK HAS BEEN MUCH LOWER 
IN FIXED INCOME MARKETS 
Fixed income markets do experience periodic drawdowns, 
but they tend to be shallow and short for two key reasons. 

	● A bond is a contractual asset – it pays a regular rate of 
interest and, unless the issuer defaults, it repays its full 
principal at a future date. As bonds generally mature at  
100 (of whatever currency in which it is issued), there 
is a gravitation towards that price over time, so bond 
prices naturally recover. This is commonly known as 
the ‘pull to par’. 

	● The income generated in bond markets counterbalances 
price declines, and this creates natural downside 
protection as long as yields are sufficiently high and 
there is a sufficiently long time horizon.

In Figure 7 we can see these effects in action in high yield 
markets. Although global high yield is perceived to be a 
cyclical asset and has generated similar long-term returns  
to global equity markets, the asset class has generally 
experienced shallower drawdowns and recovered more 
quickly than equities. Again, 2022 was the exception to this 
rule, with global high yield having a similar drawdown 
profile to global equities in that period.

FIGURE 7: DESPITE SIMILAR LONG-TERM RETURNS, 
GLOBAL HIGH YIELD HAS GENERALLY HAD SHALLOWER 
DRAWDOWNS AND FASTER RECOVERIES11

MSCI World Index (USD) Bloomberg Global High Yield Index (USD)
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A RISK DIVERSIFIER IN SEVERE DOWNTURNS
Government bonds, and to some extent highly rated 
credit markets, have another useful attribute. Economic 
downturns, when equity markets are often falling and 
economies enter recession, are often some of the best 
periods for fixed income performance.

As central banks ease policy to boost growth it generally 
pulls longer maturity yields downwards – and lower yields 
mean capital appreciation in bond markets. The negative 
bond/equity correlation during the worst equity drawdowns 
can be clearly seen in Figure 8 which looks at the correlation 
between the Bloomberg Global Aggregate Index (which 
contains a mix of government bonds and highly rated credit) 
and the MSCI World Index over time. This means that  
high-quality fixed income investments can be a 
complementary addition to holdings in more risky assets 
such as equities.

FIGURE 8: THE CORRELATION BETWEEN BOND AND EQUITY 
RETURNS HAS BEEN NEGATIVE WHEN EQUITIES FALL 
SHARPLY12
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10 �Source: Insight and Bloomberg. 12mth rolling returns for MSCI World Index and Bloomberg US Treasury Index. Data between 31 January 1990 and 31 August 2025. 
11 �Source: Insight and Bloomberg. Bloomberg Global High Yield Index and MSCI World Index (total return), data between 31 January 1990 and 31 August 2025. 
12 �Source: Insight and Bloomberg. Correlation between MSCI World Index (total return, USD) and Bloomberg US Treasury Index. Data between 31 January 1973 and 

31 August 2025.
Past performance is not indicative of future results. Investment in any strategy involves a risk of loss which may partly be due to exchange rate fluctuations.
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Corporates are well positioned and we don’t 
anticipate a recession
CORPORATES ARE GENERALLY IN GOOD SHAPE
The role of corporate treasurers has changed significantly over 
the years, shifting away from simply managing day-to-day 
liquidity and becoming more strategic, ensuring the business 
is sustainable over the longer term. Many corporate balance 
sheets are in good shape as a result. The leverage ratios for 
both investment grade and high yield issuers have climbed 
from very low levels but remain in a healthy position, and a 
similar story can be seen across a range of credit metrics. 

The debt profiles of many corporates are also in a strong 
position and actively managed with debts often refinanced 
well in advance of maturity to minimise refinancing risk.  
In Figure 9 we outline the maturity profile of the US dollar 
and euro high yield markets, with high yield potentially  
an asset class that could face challenging refinancing 
conditions should the economic environment deteriorate. 
The maturities of these US issuers are spread widely  
over time, with very little debt maturing through to the  
end of 2026. 

FIGURE 9: LOWER-RATED CORPORATE MATURITIES ARE WELL 
SPREAD OUT OVER TIME, AND PROACTIVELY MANAGED13
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WE EXPECT GROWTH TO SLOW, BUT NOT CONTRACT
Although we believe policy uncertainty Is likely to weigh on 
growth in the months ahead, a combination of rate cuts and 
AI capital expenditure should provide sufficient momentum 
to prevent recession. For example, in the US AI capital 
expenditure is expected to grow rapidly for years to come 
(see Figure 10), helping to underpin growth. 

FIGURE 10: AI CAPITAL EXPENDITURE IS EMERGING AS 
A SIGNIFICANT TAILWIND FOR GROWTH14

 AI Capex as % GDP Cumulative capex as % GDP
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13 �Source: Bank of America. Data as at 31 August 2025. 
14 �Source: Insight, Morgan Stanley and Bloomberg as at 8 August 2025.
Past performance is not indicative of future results. Investment in any strategy involves a risk of loss which may partly be due to exchange rate fluctuations.

The role of corporate 
treasurers has changed 
significantly over the 
years, shifting away 
from simply managing 
day-to-day liquidity and 
becoming more strategic
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CONTRIBUTORS

Conclusion
In our view, the current investment environment presents 
a strong case for increasing exposure to fixed income. 
Investors have the opportunity to lock in attractive 
long-term income streams without taking on equity-like 
drawdown risk or sacrificing liquidity. With global equity 
markets increasingly dominated by a handful of US 
mega-caps, the diversification benefits of fixed income 
appear particularly compelling.

Reallocating towards fixed income offers a pathway to 
achieving long-term objectives with greater certainty. 
The contractual nature of the asset class provides 
inherent downside protection, helping portfolios better 
withstand bouts of volatility at a time when policy 
uncertainty remains extremely elevated. We see pockets 
of value across the fixed income spectrum that investors 
can seek to exploit – a backdrop that is particularly 
attractive for mandates with the flexibility to hunt down 
the most interesting global opportunities across the full 
range of fixed income assets.

The resilience of corporate balance sheets and 
steepening yield curves further reinforce the strength of 
the asset class at this stage of the cycle. Elevated yields, 
solid fundamentals, and diversification advantages could 
make fixed income the cornerstone of investment 
portfolios in the year ahead.
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