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How floating rate notes offer 

benefits across market cycles

Floating rate notes can 

offer investors a way to stay 

ahead of interest rate swings 

– offering capital stability

and attractive income

opportunities when markets

shift. Paired with other fixed

income assets, they can help

build resilient portfolios that

balance yield, diversification 

and long-term performance.

Most bonds are sensitive to changes 

in interest rates. If an investor buys 

a conventional bond and interest 

rates go up, the price of the bond will 

decline. Floating rate notes, which 

automatically adjust their coupon 

when the prevailing rate changes, are 

an exception. They are frequently used 

by investors who want to protect the 

value of their fixed income investments 

in the face of uncertain interest rates.

Combined with other fixed income 

instruments, including fixed-rate 

bonds, corporate credit and others, 

we think floating rate notes offer a 

compelling mix of yield and capital 

protection, which can apply across 

a range of market environments.

Key takeaways

• Floating rate notes adjust

their coupon in response to

changes in a reference rate,

protecting the value of the

bond from price volatility.

• Floating rate corporate

bonds offer potential for

active investors to generate

additional return versus

cash alternatives.

• Combining floating rate

notes with other fixed

income assets including

fixed-rate bonds can

contribute to resilient

portfolio positioning.
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How floating rate notes 
work

To understand why floating rate notes 

were created, consider a common 

pitfall for bond investors – rising 

interest rates.

Imagine a company issues a five-year 

fixed-rate bond with a 4% coupon, 

matching prevailing interest rates 

at the time – a seemingly attractive 

investment. Now suppose the central 

bank raises rates to 5%. Suddenly, that 

fixed 4% coupon looks less appealing, 

as the bond pays below the new 

market rate.

The coupon can’t change. What can 

change is the bond’s price, which 

falls. Assuming an initial bond 

price of EUR 100, it will decline to 

approximately EUR 95 (assuming an 

interest rate duration of five years, 

all other things being equal). At that 

price, the bond’s fixed-rate coupon 

will generate a yield equivalent to an 

identically priced bond that pays 5%.

The fall in price – equivalent to 5% 

of the bond’s value – indicates the 

significant impact that rising interest 

rates can have on bond portfolios. 

Floating rate notes are different. 

Because the coupon of a floating 

rate note is linked to a reference rate, 

it automatically adjusts when that 

rate changes. In the example above, 

there would be no fall in price – the 

floating rate note would simply 

reset its coupon to 5%, matching the 

prevailing interest rate.   

What about when rates fall?

The ability to protect the value 

of capital in a rising interest rate 

environment makes floating rate 

notes popular with a variety of 

investors, either as a standalone 

investment or as part of a diversified 

fixed income portfolio. 

In fact, the ability to protect against 

rising rates is so well-established that 

investors sometimes assume that in 

the opposite environment, when rates 

are falling, floating rate notes are the 

wrong investments to hold. But this is 

not necessarily true. 

Returning to the example, let’s 

imagine that interest rates did not rise. 

Instead, they fell to 3%. This is good 

news for the holder of the fixed-rate 

bond, which will rise in price in 

proportion to the fall in rates.

For the floating rate note, the coupon 

will adjust to the new rate. As in the 

previous case, its price will stay the 

same. There is no loss of capital. The 

tendency of a floating rate to protect 

value holds true in a falling as well as 

rising interest rate environment.

Outperformance potential 
versus cash alternatives

In a rate-cutting environment, the 

income from floating rate notes will 

inevitably decline as coupons reset 

lower in line with the reference rate. 

However, deposit rates will also fall 

under these conditions, reducing 

yields on money market funds and 

short-term bonds as well.

Corporate floating rate notes 

generally trade at a yield spread 

above cash, offering investors an 

additional income cushion. Moreover, 

credit spread curves tend to be steep, 

meaning investors are typically 

rewarded for extending maturities 

by one, two, or even three years with 

higher compensation.

Active investors can aim to generate 

additional return versus cash 

alternatives in a number of ways: 

• They can buy longer-dated

corporate floating rate notes

– beyond the short maturities

common in money market funds –

to take advantage of steep credit

spread curves. This approach

allows them to earn additional

income and benefit from “rolling

down” the curve as the bonds

shorten in maturity.

• Actively selecting issuers that are

fundamentally attractively valued

and dynamically allocating across

global markets can further enhance

the risk-adjusted return potential.

• Finally, strategies with the flexibility

to adjust the mix between fixed

rate and floating rate instruments

can help preserve income when

entering a monetary easing

environment.

Floating rate notes tend to 

demonstrate a low correlation with 

other fixed income assets, which makes 

sense given their unusual lack of 

sensitivity to changes in interest rates.

This property of being relatively 

uncorrelated with other fixed income 

instruments can make them a useful 
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diversifier, providing price stability 

in the face of interest rate volatility. 

We therefore believe that combining 

floating rate notes with other 

fixed income instruments offers an 

attractive opportunity for consistently 

good risk-adjusted returns. 

Outlook for fixed income

What is the macroeconomic outlook 

for 2026 and how does this impact 

fixed income assets? We expect 

global growth to remain resilient, 

supported by the largely pro-growth 

policy agendas of the major 

economies. In developed markets, 

central banks are likely to normalise 

policy rates towards neutral levels 

following the aggressive tightening 

of recent years. Fiscal policy should 

remain supportive, with governments 

prioritising infrastructure and strategic 

investment to offset lingering trade 

and geopolitical uncertainties. 

Inflation expectations continue to 

diverge – prices are likely to rise in the 

US, remain moderate in the euro area, 

and stay subdued in Asia and major 

emerging markets.

In our opinion, this combination 

of steady growth and contained 

inflation creates a broadly supportive 

backdrop for fixed income. While 

accommodative monetary policy 

points to lower income from floating 

rate instruments, it also provides a 

strong stimulus for economies and 

corporates. This outlook supports 

our favourable view of high-quality 

corporate bonds, where demand 

remains robust. Although valuations 

in some areas appear quite rich, we 

hold high conviction in key sectors 

such as financial services and favour 

a diversified approach – combining 

floating rate notes with fixed-rate 

securities from high-quality issuers.

We believe the most effective way 

to execute this kind of strategy is by 

following three key principles:

1.	 Selecting from a very broad 

range of fixed income assets 

across different geographies.

2.	 Conducting our own in-house 

research rather than relying on 

third parties.

3.	 Employing a flexible approach 

that allows us to adjust the 

portfolio’s balance between 

fixed and floating rate bonds in 

response to market conditions.

Guided by these principles, investors 

can use floating rate notes to stay 

ahead of interest rate swings when 

markets shift.
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The statements contained herein may include statements of future expectations and other forward-looking statements that 
are based on management’s current views and assumptions and involve known and unknown risks and uncertainties that 
could cause actual results, performance or events to differ materially from those expressed or implied in such statements. We 
assume no obligation to update any forward-looking statement. 

Investing involves risk. The value of an investment and the income from it may fall as well as rise and investors might not get back 
the full amount invested. 

Past performance does not predict future returns. If the currency in which the past performance is displayed differs from the 
currency of the country in which the investor resides, then the investor should be aware that due to the exchange rate fluctuations 
the performance shown may be higher or lower if converted into the investor’s local currency. 

This is for information only and not to be construed as a solicitation or an invitation to make an offer to buy or sell any securities. The 
views and opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at 
the time of publication. The data used is derived from various sources and assumed to be accurate and reliable at the time of 
publication. but it has not been independently verified; its accuracy or completeness is not guaranteed and no liability is assumed for 
any direct or consequential losses arising from its use, unless caused by gross negligence or willful misconduct. The duplication, 
publication, extraction or transmission of the contents, irrespective of the form, is not permitted, except for the case of explicit 
permission by Allianz Global Investors. 

This material has not been reviewed by any regulatory authorities.  

This document is being distributed by the following Allianz Global Investors companies: In Australia, this material is presented by Allianz 
Global Investors Asia Pacific Limited (“AllianzGI AP”) and is intended for the use of investment consultants and other institutional/
professional investors only, and is not directed to the public or individual retail investors. AllianzGI AP is not licensed to provide financial 
services to retail clients in Australia. AllianzGI AP is exempt from the requirement to hold an Australian Foreign Financial Service License 
under the Corporations Act 2001 (Cth) pursuant to ASIC Class Order (CO 03/1103) with respect to the provision of financial services to 
wholesale clients only. AllianzGI AP is licensed and regulated by Hong Kong Securities and Futures Commission under Hong Kong laws, 
which differ from Australian laws; in the European Union, by Allianz Global Investors GmbH, an investment company in Germany, 
authorized by the German Bundesanstalt für Finanzdienstleistungs-aufsicht (BaFin) and is authorized and regulated in South Africa by 
the Financial Sector Conduct Authority; in the UK, by Allianz Global Investors (UK) Ltd. company number 11516839, authorised and 
regulated by the Financial Conduct Authority (FCA); in Switzerland, by Allianz Global Investors (Schweiz) AG, authorised by the Swiss 
financial markets regulator (FINMA); in HK, by Allianz Global Investors Asia Pacific Ltd., licensed by the Hong Kong Securities and Futures 
Commission; in Singapore, by Allianz Global Investors Singapore Ltd., regulated by the Monetary Authority of Singapore [Company 
Registration No. 199907169Z]; in Japan, by Allianz Global Investors Japan Co., Ltd., registered in Japan as a Financial Instruments 
Business Operator [Registered No. The Director of Kanto Local Finance Bureau (Financial Instruments Business Operator), No. 424], 
Member of Japan Investment Advisers Association, the Investment Trust Association, Japan and Type II Financial Instruments Firms 
Association; In mainland China, it is for Qualified Domestic Institutional Investors scheme pursuant to applicable rules and regulations 
and is for information purpose only. in Taiwan, by Allianz Global Investors Taiwan Ltd., licensed by Financial Supervisory Commission in 
Taiwan; and in Indonesia, by PT. Allianz Global Investors Asset Management Indonesia licensed by Indonesia Financial Services 
Authority (OJK). 
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