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WHAT’S NEXT?

M Watch our latest market update.
a | | I g e n se Sign up for our next monthly update.

Subscribe to get the latest updates delivered to your inbox.

Fixed Income
Is Yield-to-Worst a Good Measure of Expected Returns?

We often receive questions regarding the expected return for fixed income investments and how it relates to yield. If,
for example, you buy a six-year duration bond index with a 5% yield-to-worst (YTW)i, do you get 5% annualized return
over those six years? Is a bond index’s yield a good indicator of forward total return? It's a fair question.

To find out, we studied the following: For a given quarter, what was the Aggregate Bond Index’s YTW, duration, and forward
total return over the years of duration? And ultimately, how much of the indicated yield did the forward total return capture
(Figure 1)? Using our example, 100% capture would mean you received 5% annualized total return over the index’s six years
of duration.

Going back to 1989, the average percent capture is 111%—meaning an investor captured, on average, 111% of the
indicated yield of those bonds. This means the Aggregate Bond Index’s current yield-to-worst tends to be a good
indicator of future return. There are exceptions. The most severe recent exception was 2017—duration of the aggregate
bond index was six years, and it achieved very low yield capture over those years. Why was the return so disappointing?
Remember, we're studying the next six years of returns, including 2022 which produced historically low fixed income returns
and thereby reduced the percent capture.

In the end, yield-to-worst is often a very good approximation of expected return. We've experienced one of the most
significant hiking cycles in more than forty years, which drove severe negative returns for bonds in 2022. In our opinion, last
year was a bit of an outlier, and the future of fixed income returns is likely to be more in line with historical norms. As of
August 25th, the Aggregate Bond Index was yielding 5.13%, which should be a decent indicator of total return in
coming years.

Figure 1ii
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The views expressed are those of the author(s) at the time of writing and are subject to change without notice. First
Citizens does not assume any liability for losses that may result from the information in this piece. This is intended for
general educational and informational purposes only and should not be viewed as investment advice or recommendation
for a security, investment product or personal investment advice.

Your investments in securities, annuities and insurance are not insured by the FDIC or any other federal government
agency and may lose value. They are not a deposit or other obligation of, or guaranteed by any bank or bank affiliate and
are subject to investment risks, including possible loss of the principal amount invested. Past performance does not
guarantee future results.

First Citizens Wealth Management is a registered trademark of First Citizens BancShares, Inc. First Citizens Wealth
Management products and services are offered by First-Citizens Bank & Trust Company, Member FDIC; First Citizens
Investor Services, Inc., Member FINRA/SIPC, an SEC-registered broker-dealer and investment advisor; and First Citizens
Asset Management, Inc., an SEC-registered investment advisor.

Brokerage and investment advisory services are offered through First Citizens Investor Services, Inc., Member
FINRA/SIPC. First Citizens Asset Management, Inc. provides investment advisory services.

iYield-to-worst is the yield-to-maturity of a callable bond.
i Bloomberg
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