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Post-Jackson, it’s time to  
start filling duration holes
Bottom line up top

Jackson Hole in one word: Hawkish. Fed Chair Jerome Powell’s 
opening remarks at last week’s Jackson Hole symposium reaffirmed 
the central bank’s determination to keep a tight rein on inflation. While 
year-over-year headline CPI has fallen sharply from its June 2022 peak 
of 9% to about 3%, and core CPI has eased to 5%, these levels remain 
too high for the Fed’s comfort. “We are prepared to raise rates further if 
appropriate,” Powell stated, clearly implying that the current rate hiking 
campaign is likely not over. He added that the Fed intends to “hold 
policy at a restrictive level until we are confident that inflation is moving 
sustainably down toward our objective.”

Shelter from the storm. One particularly encouraging 
disinflationary trend has been the recent moderation in shelter prices. 
After peaking above 8% in March, shelter inflation dipped to 7.7% in 
July, contributing 340 basis points to the overall core CPI rate. Because 
of how it’s calculated, shelter inflation data tends to lag actual moves in 
rents and housing prices by several months. We anticipate the metric 
will continue to ease over the coming quarters, which should allow 
inflation to continue to moderate (Figure 1).

Economy more likely to simmer than sizzle. We’re increasingly 
confident that peak inflation is behind us. And despite continued 
strength in the Federal Reserve Bank of Atlanta’s GDP Now Tracker, 
which as of last week signaled the U.S. economy expanding at an 
annualized rate of 5.9%, we believe growth is poised to decelerate during 
the remainder of 2023 and into 2024. This anticipated slowing should 
be accompanied by a partial retracing of the steep rise in U.S. Treasury 
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yields that began after Memorial Day. Historically, the 10-year yield has 
peaked within the last few months of the final rate hike in a tightening 
cycle. We expect this hike will occur at either the September or November 
Fed meeting, and that the 10-year yield will decline through year-end. 
Given this softer outlook for inflation, growth and interest rates, investors 
still on the sidelines holding cash and money market funds may want to 
take advantage of opportunities to add duration to their portfolios sooner 
rather than later. 

FIGURE 1: MODERATING SHELTER PRICES COULD SIGNAL  
A BROADER EASING OF INFLATION

Actual and forecasted shelter contribution to core U.S. CPI in basis points
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Data source: Bloomberg, L.P., Mar 2021 to Jan 2024. Data depicts the contribution of shelter to the overall core Consumer Price Index in basis points. 
The model calculates a forecasted shelter contribution based on nominal GDP and home prices. Data from Bloomberg.

Portfolio considerations
With the anticipated end of the U.S. rate hiking cycle as a backdrop, 
we analyzed the returns of the broad bond market versus short-term 
Treasuries during historical periods when the Fed paused (Figure 2). The 
broad market typically experienced a strong relief rally immediately after 
the Fed pause and mostly outperformed the following year. This lends 
further credence to our view that overallocating to cash or short-term 
government debt could be a mistake — and that investors may want to 
start closing their duration underweights.

In particular, we believe allocating to investment grade corporate bonds, 
which offer a longer duration and a yield approaching 6%, could prove 
beneficial. We’re also finding attractive portfolio opportunities in other 
credit categories and suggest a diversified approach rather than targeting 
a single specific sector. Our preference is for issuers with durable free 

We expect 
both inflation 
and economic 
growth to 
moderate over 
the coming 
quarters.
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cash flow and solid balance sheets in high yield corporates, senior loans, 
emerging markets debt and preferred securities. Mid-quality segments 
(rated BBB and BB) look the most compelling. 

FIGURE 2: BONDS HAVE HISTORICALLY OUTPERFORMED CASH 
WHEN RATE HIKES STOP
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Data source: Bloomberg, L.P. Data reflects average performance during all Federal Reserve rate-hiking cycles since 1990 (1995, 2000, 2006 
and 2018). Performance data shown represents past performance and does not predict or guarantee future results. Representative 
indexes: Broad bond market: Bloomberg U.S. Aggregate Bond Index; Short-term Treasuries: Bloomberg U.S. Treasury 1-3 Year Index.

Although yields 
on cash may 
look tempting, 
we believe 
overallocating 
to cash or 
short-term  
debt could be  
a mistake.
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Endnotes

Sources
All market and economic data from Bloomberg, FactSet and Morningstar.
This material is not intended to be a recommendation or investment advice, does 
not constitute a solicitation to buy, sell or hold a security or an investment strategy, 
and is not provided in a fiduciary capacity. The information provided does not take 
into account the specific objectives or circumstances of any particular investor, or 
suggest any specific course of action. Investment decisions should be made based 
on an investor’s objectives and circumstances and in consultation with his or her 
financial professionals.
The views and opinions expressed are for informational and educational purposes 
only as of the date of production/writing and may change without notice at any 
time based on numerous factors, such as market or other conditions, legal and 
regulatory developments, additional risks and uncertainties and may not come to 
pass. This material may contain “forward-looking” information that is not purely 
historical in nature.
Such information may include, among other things, projections, forecasts, estimates 
of market returns, and proposed or expected portfolio composition. Any changes to 
assumptions that may have been made in preparing this material could have a material 

impact on the information presented herein by way of example. Past performance 
does not predict or guarantee future results. Investing involves risk; principal 
loss is possible.
All information has been obtained from sources believed to be reliable, but its accuracy 
is not guaranteed. There is no representation or warranty as to the current accuracy, 
reliability or completeness of, nor liability for, decisions based on such information 
and it should not be relied on as such. For term definitions and index descriptions, 
please access the glossary on nuveen.com. Please note, it is not possible to invest 
directly in an index.

Important information on risk
All investments carry a certain degree of risk and there is no assurance that an 
investment will provide positive performance over any period of time. Equity investing 
involves risk. Investments are also subject to political, currency and regulatory risks. 
These risks may be magnified in emerging markets. Diversification is a technique 
to help reduce risk. There is no guarantee that diversification will protect against a 
loss of income. Debt or fixed income securities are subject to market risk, credit risk, 
interest rate risk, call risk, derivatives risk, dollar roll transaction risk and income risk.
As interest rates rise, bond prices fall.
Nuveen, LLC provides investment services through its investment specialists.
This information does not constitute investment research as defined under MiFID.
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