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Interest rates have been rising  
– putting many investors on edge, 
especially for those that have 
significant investment into bonds.

Interest rate risk refers to the risk of dropping bond prices when interest rates 
goes up (see the diagram below). One way to explain this inverse relationship 
between interest rates and bond prices is opportunity cost. When an investor 
purchases a bond and interest rates rise, he or she practically gives up the 
opportunity to invest into investments that can offer more attractive returns. 
Therefore, when interest rates are expected to rise, the demand for existing 
bonds declines, driving the prices lower. 

The inverse relationship between interest rates and bond 
prices

If interest rates rise, bond prices fallIf interest rates fall, bond prices rise
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Bond duration is one of the most common ways to quantify this risk by measuring the bond 
prices’ sensitivity to a 1% movement in its yield. For instance, Developed Markets (DM) 
Investment Grade (IG) bonds has a duration of 7.0 years, a parallel move up in rates of 100bps 
should translate into a 7.0% loss in the price return of the bond. Considering the expected 
income of 3.0%, it means a potential loss of 4.0% loss for the investment, all other factors being 
equal (chart 2). Under the same condition, the impact is rather limited for Emerging Markets 
(EM) USD Government bonds – reporting a positive total return of 1.3%. Clearly, interest rate 
fluctuations affect the prices of all bonds, price sensitivities vary significantly depend on their 
characteristics such as geographical focus, credit quality and time to maturity. 

In this publication, we look at the past episodes of rising interest rates and highlight five 
practical ways an average investor can do to mitigate this risk without a complete portfolio 
repositioning.

Simulated total returns of fixed income assets assuming different shifts in bond yields

Yield to worst and duration for fixed income asset as of 29 August 2022

Asia HY
EM USD 

Govt DM HY
EM LCY 

Govt Asia USD DM IG Corp DM IG Govt TIPS
Yield to Maturity 14.5% 8.2% 8.7% 6.9% 6.3% 4.7% 3.0% 4.7%

Duration 2.9 6.9 4.3 5.0 4.5 7.7 7.0 2.6
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-1.5% 18.8% 18.6% 15.1% 14.4% 13.0% 16.3% 13.6% 8.6%

-1.0% 17.4% 15.1% 13.0% 11.9% 10.8% 12.5% 10.1% 7.3%

-0.5% 15.9% 11.7% 10.9% 9.4% 8.5% 8.6% 6.6% 6.0%

0.0% 14.5% 8.2% 8.7% 6.9% 6.3% 4.7% 3.0% 4.7%

0.5% 13.0% 4.8% 6.6% 4.4% 4.0% 0.9% -0.5% 3.4%

1.0% 11.6% 1.3% 4.5% 1.9% 1.7% -3.0% -4.0% 2.0%

1.5% 10.1% -2.1% 2.3% -0.6% -0.5% -6.8% -7.5% 0.7%

Source: Bloomberg, Standard Chartered. Simulated returns are calculated assuming a parallel shift across the whole yield curve. 
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Investors are likely to benefit from staying the course and invest into a rising rate portfolio

Performance of two hypothetical portfolios X assuming no rate increase and Y assuming a 150 bps rate 
increase on day one
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Shorten your portfolio’s duration, but keep in mind that investment 
time horizon matters
In a fast-rising interest rate environment, investors can feel the instant pressure to shorten the 
portfolio duration to limit the potential losses and one potential option is drastically shifting 
bond investment into cash. While the cash strategy can alleviate the short-term pain from 
falling bond prices, it could soon have investors lagging both income-generating bonds and 
inflation. This is because rising bond yields can be beneficial for (bond) investors in the long run 
as bond investments can be reinvested and grow at a higher rate. 

To demonstrate this point, in the chart below, we look at the performances of two hypothetical 
bond portfolios (with duration of 4.3 years) – portfolio X assuming no rate increase and portfolio 
Y assuming a rise of 150 basic points (bps) from the beginning. While portfolio Y sees an initial 
price loss due to higher interest rate, if investors continue to stay the course and reinvest the 
income at a higher yield, the performance of portfolio Y is likely to catch up with that of portfolio 
X in year 4 and continue to grow faster in the later years. The extent to which a portfolio’s 
duration should be shortened should be decided in the context of investor’s investment time 
horizon. Rising interest rate can be beneficial as long as the duration of the portfolio is shorter 
than the investment horizon.
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Diversifying bond exposure into high yielding credit help cushion the spike in interest rates

Average performance of various bond components in the past instances of US 10-year government bond 
yield rising for more than 100 bps since 1998
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Increase spread oriented exposure
One of the common ways to reduce the interest rate sensitivity of an investment portfolio 
without compromising the expected income is by diversifying into high yielding credit assets. 
These bonds offer a yield spread on top of the government debt, creating additional buffer to 
absorb the impact in bond prices when interest rate moves. In the chart below, we look at the 
performance of various bond components in the past instances of US 10-year government bond 
yield rising by more than 100 bps. Results show that most credit components such as EM USD 
Government, Asia USD, and DM HY bonds delivered positive returns despite the rise in rates.

Therefore, the substantially higher yield on offer with relative low duration can make investing 
into lower credit assets such DM HY bonds and Floating rate notes a compelling case. 
Fundamentally, when interest rates move higher because the economy improves, many lower-
quality investment get upgraded in credit quality, which results in an increase in their price. 
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Incorporating global fixed income in a portfolio can help reduce the interest rate sensitivity 
to domestic rates

History of major central banks’ policy rates since 2000
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Going global
Even though global financial markets have become more integrated, pockets of segmentation 
still exist. It means it is unlikely that interest rates around the world would all rise at the same 
time, affecting all bond investments in the same fashion. 

The chart below shows the history of policy rates in major countries and regions. We note that 
historically it is common to see divergence in interest rate trajectories across regions, especially 
between DM and EM. Within DM, even though ECB tends to follow suit with the Fed in their 
monetary policy stance, the timing, pace and duration of rate hiking cycle in Europe can vary 
significantly compared to those of the US. This creates opportunities for investors to reduce 
their portfolio’s interest rate sensitivity to domestic rates by incorporating foreign bonds in their 
portfolios or diversifying the bond allocation globally.
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In a rising rate environment, investors can benefit more from a diversified government bond 
exposure across maturities 

Average returns of US government bonds across different maturities when US Treasury 10-year bond yield 
rose by 100bps since 1998
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Diversify government bond exposure across different bond maturities
Historically, government bonds have come with the strongest interest rate risk (compared to 
other bond components). The longer duration to maturity bonds they have, the more sensitive 
they can be to interest rate movements. 

While these quality bonds play an important role in an investment portfolio, especially in risk 
off environments, understanding the dynamics of the yield curve is rather a complicated task. 
This is because generally, a parallel curve shift – a situation when interest rates for all maturities 
increase or decrease by the same amount – occur rarely, if ever. Instead, we are more likely to 
see nonparallel shifts in the rate curve – meaning different portions of the Treasury market 
experiences different increases in rates. Hence, facing a rising rate environment, investors can 
consider holding a diversified exposure to this part of the bond markets, instead of focusing on 
one segment of bond maturities.  
 
The chart below shows how government bonds with different maturities performed in the past 
instances when the US 10-year government bond yield rose by more than 100bps. With a similar 
level of yield on offer, a diversified bond exposure across maturity suffered much less downside 
risk when rates rise.
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Incremental adding equity exposure can provide diversification benefits to a bond portfolio 
during rising rate periods

12-month correlation between S&P 500 equity markets and US government bonds since 1990
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Look beyond bonds and add exposure to equity (incrementally)
Generally, rates tend to rise in response to inflationary fears and a growing economy. It is no 
coincidence that equities tend to do well in the early stage of a rate hiking cycle. That is because 
during this period, we often see an economy expanding at a healthy pace, corporate earnings 
growing and investors becoming more optimistic about the outlook of the economy. As a result, 
equities prices are likely to be pushed higher. History shows that on average, most major equity 
regions reported positive returns during the past hiking cycles. In addition, having some equity 
exposure is likely to add diversification benefit to the overall bond portfolio as we tend to see 
low or dropping correlation between government bonds and equities in the past periods of rising 
rates (refer to the chart below).

That said, it does not suggest an excessive overweight into equities because prolonged periods 
of high interest rates and heightened inflationary pressures can weigh on performance of risk 
assets including equities. Rather, for investors that heavily invest into bonds, an incremental 
addition of equity can be helpful to reduce interest rate sensitivity and preserve the real value of 
portfolios over time.
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275(1A) of the SFA, and in accordance with the conditions specified in section 275 of the SFA, or pursuant to, and in 
accordance with the conditions of, any other applicable provision of the SFA. In relation to any collective investment schemes 
referred to in this document, this document is for general information purposes only and is not an offering document or 
prospectus (as defined in the SFA). This document is not, nor is it intended to be (i) an offer or solicitation of an offer to buy 
or sell any capital markets product; or (ii) an advertisement of an offer or intended offer of any capital markets product. 
Deposit Insurance Scheme: Singapore dollar deposits of non-bank depositors are insured by the Singapore Deposit 
Insurance Corporation, for up to S$100,000 in aggregate per depositor per Scheme member by law. Foreign currency 
deposits, dual currency investments, structured deposits and other investment products are not insured. This advertisement 
has not been reviewed by the Monetary Authority of Singapore. Taiwan: SC Group Entity or Standard Chartered Bank 
(Taiwan) Limited (“SCB (Taiwan)”) may be involved in the financial instruments contained herein or other related financial 
instruments. The author of this document may have discussed the information contained herein with other employees or 
agents of SC or SCB (Taiwan). The author and the above-mentioned employees of SC or SCB (Taiwan) may have taken 
related actions in respect of the information involved (including communication with customers of SC or SCB (Taiwan) as to 
the information contained herein). The opinions contained in this document may change, or differ from the opinions of 
employees of SC or SCB (Taiwan). SC and SCB (Taiwan) will not provide any notice of any changes to or differences between 
the above-mentioned opinions. This document may cover companies with which SC or SCB (Taiwan) seeks to do business 
at times and issuers of financial instruments. Therefore, investors should understand that the information contained herein 
may serve as specific purposes as a result of conflict of interests of SC or SCB (Taiwan). SC, SCB (Taiwan), the employees 
(including those who have discussions with the author) or customers of SC or SCB (Taiwan) may have an interest in the 
products, related financial instruments or related derivative financial products contained herein; invest in those products at 
various prices and on different market conditions; have different or conflicting interests in those products. The potential 
impacts include market makers’ related activities, such as dealing, investment, acting as agents, or performing financial or 
consulting services in relation to any of the products referred to in this document. UAE: DIFC – Standard Chartered Bank is 
incorporated in England with limited liability by Royal Charter 1853 Reference Number ZC18.The Principal Office of the 
Company is situated in England at 1 Basinghall Avenue, London, EC2V 5DD. Standard Chartered Bank is authorised by the 
Prudential Regulation Authority and regulated by the Financial Conduct Authority and Prudential Regulation Authority. 
Standard Chartered Bank, Dubai International Financial Centre having its offices at Dubai International Financial Centre, 
Building 1, Gate Precinct, P.O. Box 999, Dubai, UAE is a branch of Standard Chartered Bank and is regulated by the Dubai 
Financial Services Authority (“DFSA”). This document is intended for use only by Professional Clients and is not directed at 
Retail Clients as defined by the DFSA Rulebook. In the DIFC we are authorised to provide financial services only to clients 
who qualify as Professional Clients and Market Counterparties and not to Retail Clients. As a Professional Client you will not 
be given the higher retail client protection and compensation rights and if you use your right to be classified as a Retail 
Client we will be unable to provide financial services and products to you as we do not hold the required license to undertake 
such activities. For Islamic transactions, we are acting under the supervision of our Shariah Supervisory Committee. Relevant 
information on our Shariah Supervisory Committee is currently available on the Standard Chartered Bank website in the 
Islamic banking section. For residents of the UAE – Standard Chartered UAE (“SC UAE”) is licensed by the Central Bank of 
the U.A.E. SC UAE is licensed by Securities and Commodities Authority to practice Promotion Activity. SC UAE does not 
provide financial analysis or consultation services in or into the UAE within the meaning of UAE Securities and Commodities 
Authority Decision No. 48/r of 2008 concerning financial consultation and financial analysis. Uganda: Our Investment 
products and services are distributed by Standard Chartered Bank Uganda Limited, which is licensed by the Capital Markets 
Authority as an investment adviser. United Kingdom: In the UK, Standard Chartered Bank is authorised by the Prudential 
Regulation Authority and regulated by the Financial Conduct Authority and Prudential Regulation Authority. This 
communication has been approved by Standard Chartered Bank for the purposes of Section 21 (2) (b) of the United 
Kingdom’s Financial Services and Markets Act 2000 (“FSMA”) as amended in 2010 and 2012 only. Standard Chartered Bank 
(trading as Standard Chartered Private Bank) is also an authorised financial services provider (license number 45747) in 
terms of the South African Financial Advisory and Intermediary Services Act, 2002. The Materials have not been prepared 
in accordance with UK legal requirements designed to promote the independence of investment research, and that it is not 
subject to any prohibition on dealing ahead of the dissemination of investment research. Vietnam: This document is being 
distributed in Vietnam by, and is attributable to, Standard Chartered Bank (Vietnam) Limited which is mainly regulated by 
State Bank of Vietnam (SBV). Recipients in Vietnam should contact Standard Chartered Bank (Vietnam) Limited for any 
queries regarding any content of this document. Zambia: This document is distributed by Standard Chartered Bank Zambia 
Plc, a company incorporated in Zambia and registered as a commercial bank and licensed by the Bank of Zambia under 
the Banking and Financial Services Act Chapter 387 of the Laws of Zambia.


