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Year-to-Date Fixed Income Performance: 
Income Carry Driving Returns in a Volatile Rate Environment 

U.S. fixed income markets have delivered modestly positive year-to-date returns in 2026, supported primarily by 

elevated starting yields and early-year price appreciation as Treasury yields initially moved lower. However, 

performance has become more mixed as inflation concerns re-emerged and expectations for Federal Reserve easing 

were pushed further out. 

At the start of the year, Treasury markets benefited from softer inflation expectations and growing confidence that 

the Federal Reserve would begin easing policy in 2026. The U.S. 10-year Treasury yield declined toward the 4.0% 

area during the first quarter, helping drive positive returns across duration-sensitive sectors. More recently, however, 

that move has reversed, with the 10-year Treasury yield rising back toward the 4.30%–4.40% range by late April as 

oil prices, geopolitical tensions, and renewed inflation concerns pressured rates higher. The 10-year Treasury yield 

closed near 4.3698% on April 30th, while the 2-year Treasury closed around 3.8775%, reflecting a continued higher-

for-longer rate environment. 

This has resulted in fixed income returns being driven more by income (“carry”) than by price appreciation: 

n Core U.S. Treasury and investment-grade bond strategies have produced modest positive returns, generally 

in the low single digits 

n Short-duration bonds and high-quality income-oriented strategies have remained attractive due to elevated 

yields and lower interest rate sensitivity 

n Corporate credit has remained resilient, with both investment-grade and high-yield spreads staying relatively 

tight despite macro uncertainty, limiting excess return potential but supporting income generation 

n High yield has continued to benefit from stable fundamentals and investor demand for income, though 

valuations leave less room for spread compression 

Importantly, corporate bond markets have shown more resilience than Treasury markets, with credit investors largely 

looking through geopolitical risks while Treasury investors remain focused on inflation and Fed policy uncertainty. 

Reuters recently noted that investment-grade and high-yield spreads have continued to tighten even as Treasury 

volatility increased. 

Federal Reserve: Fewer Cuts, Longer Pause 
 

The Federal Reserve has maintained a cautious stance in 2026, holding the federal funds rate in the 3.50%–3.75% 

range and signaling that inflation remains the primary constraint on policy easing. Markets that entered the year 

expecting multiple cuts have materially repriced toward fewer and later cuts. 

Rising energy prices tied to Middle East tensions and stronger-than-expected inflation data have caused investors to 

scale back expectations for near-term easing. The Fed has emphasized uncertainty around inflation persistence and 

appears willing to tolerate slower growth rather than risk a premature easing cycle. Current market consensus 

increasingly points toward limited cuts in late 2026—or potentially no cuts at all this year.   

This creates a constructive environment for income generation but a less favorable backdrop for significant duration-

driven price gains. 
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Outlook: Higher Starting Yields Improve Long-Term Opportunity Set  

Looking ahead, fixed income remains significantly more attractive than it was during the ultra-low-rate era, but 

return expectations should be centered around income generation rather than large capital gains. 

Key themes for the remainder of 2026 include: 

1. Yield Matters Again 

With Treasury yields near 4%+ and many high-quality bonds offering attractive all-in yields, investors are 

once again being paid to own duration and credit risk. Income is likely to be the dominant driver of total 

return. 

2. Duration Should Be Selective 

While long-duration bonds could benefit if growth slows materially or inflation eases faster than expected, 

near-term volatility remains elevated. Intermediate-duration positioning remains the most balanced 

risk/reward opportunity. 

3. Tight Credit Markets Are Potentially Masking Private Credit Risks 

Private credit markets continue to benefit from strong investor demand and tight credit spreads, but this 

may be masking underlying credit deterioration. Despite weaker borrower performance and rising default 

pressure, market pricing remains resilient, suggesting investors may be underpricing late-cycle risk. With 

spreads compressed and less compensation for risk, underwriting discipline and downside protection are 

increasingly important. 

4. Downside Protection Matters More Than Reaching for Yield 

In a slowing-growth, policy-uncertain environment, prioritizing portfolio resilience and quality remains more 

important than maximizing yield through lower-quality credit exposure. 

Key Takeaway for Investors: 
Fixed income has re-established itself as a reliable income-generating asset class, but the easy gains from falling 

rates are likely behind us. 

In 2026, the opportunity set is defined by: 

n Carry over capital gains 

n Downside protection over yield 

n Stability over upside 

For investors, bonds are no longer just a hedge—they are once again a core source of return, albeit in a more 

balanced and range-bound environment. 

Conclusion  

Fixed income in 2026 has returned to doing what it is supposed to do: generating income, providing diversification, 

and offering portfolio stability. 

 

Year-to-date performance has been solid but not spectacular, driven largely by carry rather than price appreciation. 

With the Fed on hold, inflation still sticky, and Treasury yields likely to remain rangebound around current levels, 

investors should expect fixed income returns to come primarily from coupon income—not falling rates.  
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In this environment, tactical high yield strategies such as CPITX, TMNIX or HYTR can play an important role within 

fixed income allocations by seeking to capture attractive income opportunities while actively managing credit risk, 

duration exposure, and downside protection. Rather than relying on broad market beta, these strategies 

systematically adjust positioning as market conditions evolve and have historically been shown to provide stronger 

risk-adjusted returns through changing rate and credit cycles. For long-term investors, this creates a healthier and 

more sustainable bond market environment—one where income, active risk management, and diversification matter 

more than simply waiting for lower rates. 

 

 

Important Risk Information 
 
There is no guarantee that any investment will achieve its objectives, generate positive returns, or avoid losses. The 
Adviser’s reliance on its strategy and judgments about the attractiveness, value and potential appreciation of particular 
securities and the tactical allocation among investments may prove to be incorrect and may not produce the desired 
results. No level of diversification or noncorrelation can ensure profits or guarantee against loss 
 
Mutual Funds or Exchange-Traded-Funds (ETFs) involve risk including the possible loss of principal. The use of leverage 
by the Fund or an Underlying Fund, such as borrowing money to purchase securities or the use of derivatives, will 
indirectly cause the Funds to incur additional expenses and magnify the Funds’ gains or losses. Derivative instruments 
involve risks different from, or possibly greater than, the risks associated with investing directly in securities and other 
traditional investments. There is a risk that issuers and counterparties will not make payments on securities and other 
investments held by the Funds, resulting in losses to the Funds. The Funds may invest in high yield securities, also known 
as “junk bonds.” High yield securities provide greater income and opportunity for gain, but entail greater risk of loss of 
principal. Past performance is no guarantee of future results. There is no assurance the Funds will meet their stated 
objectives. 
 
This is an informational resource only and is not investment advice. There is no guarantee that any investment strategy will 
achieve its objectives, generate profits or avoid losses. 
 
 
Definitions 
 
Range-bound yields refers to a market environment where bond yields move within a relatively narrow, stable band rather 
than trending meaningfully higher or lower. 
  
Return is the percentage change in the value of an investment, and/or cash flows which the investor receives from that 
investment, such as interest payments, coupons, cash dividends, stock dividends or the payoff from a derivative or 
structured product, over a specified time period 
 
Duration measures a bond’s sensitivity to changes in interest rates—specifically, how much a bond’s price is expected to 
change for a 1% (100 basis point) change in yields 
 
Beta (β) is a measure of the volatility—or systematic risk—of a security or portfolio compared to the market as a whole or 
index such as the Bloomberg Barclays US Aggregate Bond Index.  
 
Yield refers to the income return an investor earns from holding a bond or other debt security, expressed as an annual 
percentage of the investment’s price or face value. 
 
 
Important information about the fund is available in its prospectuses, which can be obtained at counterpointfunds.com 
or by calling 844-273-8637. The prospectuses should be read carefully before investing. Investors should carefully 
consider the investment objectives, risks, charges, and expenses of the fund managed by Counterpoint Funds. The 
Funds are distributed by Northern Lights Distributors, LLC member FINRA/SIPC. Counterpoint Funds, LLC is not 
affiliated with Northern Lights Distributors, LLC member FINRA/SIPC. 
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