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Cash Was King
A long-term investment strategy will outshine cash 
in 2026
Patryk Carwinski, CFA | Portfolio Manager & Principal

Following the Federal Reserve’s dramatic 2022 rate hiking cycle, short-term assets have enjoyed 
yields that have led to outperformance versus the remainder of the U.S. public investment-grade fixed 
income market. During that time, as rates rose, portfolios exposed to interest rate risk suffered negative 
total return. Cash sitting on the sidelines saw money market yields climb above 5%1 as the yield curve 
inverted. As if all of a sudden, a sleepy asset that was viewed as having a high opportunity cost, outshined 
the bond market.

Exhibit 1: Annualized Total Return 12/31/2021 - 10/31/2025

Source: Bloomberg

1 The Federated Hermes Treasury Obligations Fund, a widely utilized cash sweep money market fund, saw its dividend yield surpass 5.3% in 2023.
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With the Fed’s easing cycle restarted, further reductions in the Federal Funds Rate are on the horizon. 
A liquidity sleeve is an important component for many investors. However, those with an outsized cash 
position should re-evaluate their investment strategy and ask “what’s next?”

A mostly normalized yield curve has led investors to benefit from investing across maturities in 
2025. While lower yields and tighter credit spreads have been a contributor, yields are higher for 
investors taking on duration risk. Bloomberg U.S. Aggregate indices across various tenors have handily 
outperformed short-term U.S. Treasuries (our proxy for cash) year-to-date. With the Fed expected 
to continue cutting rates, the yield differential between cash and invested assets should continue to 
magnify.

Exhibit 2: Total Return 12/31/2024 - 10/31/2025

Source: Bloomberg

Taking this analysis one step further, we can estimate expected return over the next 12 months if 
the Fed continues to cut rates. Considering various estimates, we make the assumption that three 
additional 25 basis point cuts occur between now and year-end 2026. We can utilize this projection to 
construct a scenario of rates over the next 12 months and estimate total return over that time period2. 

2 The Three Rate Cuts scenario incorporates three 25 basis point reductions in the 10/31/2025 1-month US Treasury yield through 12/31/2026. 10-year 
U.S. Treasury and longer yields are unchanged, with the remainder of the curve normalizing towards an upward sloping curve between 1-month and 10-year 
tenors.
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Exhibit 3: Estimated 12-Month Total Return

Base yields as of 10/31/2025
Source: Federal Reserve, Bloomberg, ChatGPT

If the Fed continues to cut rates and the yield curve normalizes, cash is expected to underperform 
fixed income across tenors. In the unlikely scenario that we do not see any further rate cuts, cash may 
outperform short assets due to the existing curve inversion across intermediate tenors, but will lag 
longer investments.

In any event, for those investors holding onto excess cash, now is the time to determine a long-term 
investment strategy. Portfolios with an appropriate level of interest rate risk have been able to ride 
out this multi-year pendulum swing while maintaining a stable level of income. Cash flows invested 
prudently across the yield curve provide investors an opportunity to secure an income stream for 
longer than a few Fed meetings. It may have ruled for a while, but cash is no longer king.
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constraints, and risk preferences and for communicating market developments and portfolio 
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Disclaimer: Asset Allocation & Management Company, LLC (AAM) is an investment adviser registered with the Securities and Exchange Commission, specializing 
in fixed-income asset management services for insurance companies. Registration does not imply a certain level of skill or training. This information was 
developed using publicly available information, internally developed data and outside sources believed to be reliable. While all reasonable care has been 
taken to ensure that the facts stated and the opinions given are accurate, complete and reasonable, liability is expressly disclaimed by AAM and any affiliates 
(collectively known as “AAM”), and their representative officers and employees. Any views or opinions expressed are subject to change without notice, should 
not be construed as investment advice and should be considered only as part of a diversified portfolio. Any opinions and/or recommendations expressed are 
subject to change without notice and should be considered only as part of a diversified portfolio. Any opinions and statements contained herein of financial 
market trends based on market conditions constitute our judgment. This material may contain projections or other forward-looking statements regarding future 
events, targets or expectations, and is only current as of the date indicated. There is no assurance that such events or targets will be achieved, and may be 
significantly different than that discussed here. The information presented, including any statements concerning financial market trends, is based on current 
market conditions, which will fluctuate and may be superseded by subsequent market events or for other reasons. Although the assumptions underlying the 
forward-looking statements  that may be contained herein are believed to be reasonable they can be affected by inaccurate assumptions or by known or 
unknown risks and uncertainties. AAM assumes no duty to provide updates to any analysis contained herein.  A complete list of investment recommendations 
made during the past year is available upon request. Past performance is not an indication of future returns. This information is distributed to recipients including 
AAM, any of which may have acted on the basis of the information, or may have an ownership interest in securities to which the information relates. It may also 
be distributed to clients of AAM, as well as to other recipients with whom no such client relationship exists. Providing this information does not, in and of itself, 
constitute a recommendation by AAM, nor does it imply that the purchase or sale of any security is suitable for the recipient. Investing in the bond market is 
subject to certain risks including market, interest-rate, issuer, credit, inflation, liquidity, valuation, volatility, prepayment and extension. No part of this material 
may be reproduced in any form, or referred to in any other publication, without express written permission. Opinions and statements of financial market trends 
that are based on market conditions constitute our judgment and are subject to change without notice. Historic market trends are not reliable indicators of 
actual future market behavior. This  material may contain projections or other forward-looking statements regarding future events, targets or expectations, and is 
only current as of the date indicated. There is no assurance that such events or targets will be achieved, and may be significantly different than that shown here. 
Diversification does not assure a profit or protect against loss.


