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Executive summary 

 Bonds are enduring their worst performance on record, facing generationally high 

inflation readings and synchronized global central bank tightening.  

 

 As core fixed income resets, bonds are now positioned to deliver portfolios better income 

and ballast during turbulent markets. 

 

 Passive investors can take advantage of the highest short-dated bond yields in 15 

years, with the 2-year Treasury yield above 4.2% for the first time since 2007. 

 

 For active investors, employing a barbelled duration strategy appears compelling, 

combining the highest yields in the front end of the curve with the ballast we expect from 

longer-dated bonds in the event of further economic concerns.  

 
Data source: Truist IAG, Bloomberg 
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The Agg is on pace to 
post its first back-to-
back negative annual 
returns since the 
index’s inception in 

1976. 



 

 

Putting fixed income in perspective 

In 2022, U.S. core fixed income has failed to deliver upon its valuable diversification benefits 
versus riskier asset classes. The synchronized decline in stocks and bonds continues to 
create acute investor pain. The traditional inverse relationship between stock and bond 
performance has broken down in the face of global central banks’ efforts to tame inflation at 
all costs. Rapid interest rate hikes and quantitative tightening are pushing bond yields higher 
(i.e., prices lower), while concerns over the economic impact are disrupting equity 
performance. In short, there have been very few safe harbors from the storm. 

Year-to-date, the Bloomberg US Aggregate Bond Index (Agg) and S&P 500 are down -14% 
and -21% respectively. Over the past 40 years, it has been very rare to see simultaneous 
drawdowns of this magnitude sustained for this long. The broad-based market repricing to 
account for generationally high inflation and a very hawkish Fed regime continues to be a 
volatile, uncomfortable process. However, there is now substantial relative value in high 
quality fixed income. While rising bond yields (i.e., falling prices) are painful, ironically, they 
create fertile ground for higher potential future returns. The sharp rise in U.S. yields have 
consequently put core fixed income in a far better position to deliver on two of its key 
properties: 1) a reliable income stream; 2) portfolio diversification.  

Our take 

Bringing the income back to fixed income 

Since the start of the year, U.S. Treasury yields have risen dramatically across the yield curve, 

particularly in the first five years where yields are hyper-sensitive to the Fed’s policy rate 

settings. In this segment of the curve, high quality yields are at their highest point in 15 years 

in response to the Fed’s rate hike plans. For example, 2-year U.S. Treasury yields have risen 

by 344 basis points (3.44%) to 4.17% from just 0.73% at the beginning of 2022. After a 

decade of historically low interest rates, portfolios can now access attractive income streams 

without taking on a great deal of interest rate or credit risk.   

For many years, the extreme low-rate environment fostered a mantra for equity investors, 

‘There is no alternative’ (TINA). In other words, paltry yields boosted demand for equities as 

investors sought more productive outlets. Now, many investors finally have a compelling 

alternative to riskier choices. Higher rates are creating a significant opportunity for passive 

fixed income investors, especially those with maturities coming due or those sitting on cash 

reserves. Historically, bonds’ total returns have been closely tied to their income streams. 

Therefore, the longer-term return outlook for U.S. fixed income has improved dramatically in 

the wake of this year’s move. 

One risk bonds face is the potential to underperform even the rate of inflation. With a starting 

yield now above 4% for the first time since 2009, fixed income investors now at least have a 

chance of gaining an edge over inflation. The Agg has a yield to worst of about 4.6% and is 

comprised mostly of U.S. Treasuries and high quality mortgage-backed securities. For 

investors who have the risk appetite to invest in sectors such as investment grade corporate 

or municipal bonds, even higher taxable and tax-adjusted yields are available.  

Over the past several years as issuers borrowed at historically low rates, average coupon 

rates declined. Therefore, the income component of bonds’ total return offered only a marginal 

offset to the rapidly rising rate environment. However, this tide has shifted. The magnitude of 

core fixed income’s recent drawdown combined with the significantly higher starting yield is 

creating a rosier performance outlook over the medium term. 



 

 

 
Data source: Truist IAG, Bloomberg 

Portfolio diversification 

Near the beginning of the pandemic, U.S. yields collapsed as the Fed aggressively bought 

U.S. Treasury and mortgage-backed securities in support of the U.S. economy. From mid-

March 2020 through year end, the Agg rallied more than 8%. Simultaneously, the S&P 500 

roared 70% higher over the same timeframe. Although investors rejoiced in the rapid recovery 

of their portfolio values thanks to the Fed, it kick-started a challenging long-term trend: when 

the Fed takes such sweeping action, traditional correlations breakdown. The power of 

diversification is diminished and financial market strength becomes overly reliant upon easy 

Fed policy. Today, we are facing the flip-side of the same coin. As the Fed aggressively 

reduces its support, asset prices are again moving together, only this time to the downside.  

Clearly, markets are still in a transition phase with respect to monetary policy. It will take more 

clarity around the Fed’s endgame and the path of inflation before these factors cede their 

control over equity and fixed income performance. Once this occurs, we expect for the more 

traditional stock-bond relationship to resurface and, thus, more predictable behavior across 

assets. Early signs of peaking inflation may encourage the Fed to ease its aggressive stance 

in the months ahead. Such a shift would help re-establish more normal correlations between 

stocks and bonds, which would help diversified portfolios. 

 

Data source: Truist IAG, Bloomberg, Morningstar Direct, Stocks = IA SBBI U.S. Large Cap Equity from 1926 

through January 1970; thereafter, S&P 500, Bonds = IA SBBI U.S. Intermediate-Term Government Bond Index 

from 1926 through December 1975; thereafter, Bloomberg U.S. Aggregate Bond Index 
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When interest rates tumble towards the zero-bound as we saw in 2020, that yield floor 

restricts core fixed income’s ability to provide portfolio ballast in periods of risk-off sentiment. 

However, with the sharp rise in yields over the past 18 months, core fixed income is now far 

better positioned to reinstate its diversifying benefits alongside equities. Also, their rising 

yields create a larger, reliable income stream that contributes to a lower correlation versus 

equities and a smoother potential ride for balanced portfolios.  

Bottom line 

For those already invested in fixed income mutual funds and ETF’s and are comfortable with 

their level of credit risk, we would not recommend selling into this year’s weakness. Not only 

would this realize some of the worst performance we have ever seen, but these funds are just 

beginning to benefit from the rising yield environment as managers add debt issued at more 

attractive yields. In short, drastically reducing core fixed income funds and ETF’s now means 

abandoning the asset class at a time when its longer-term outlook is turning significantly more 

favorable.  

For passive investors with cash reserves or constructing bond ladders where income is the 

primary goal, the 1- to 5-year maturity range in U.S. government and investment grade 

corporate or municipal debt is very compelling, with yields touching their highest yield levels 

since 2007. Therefore, for those seeking passive income, one does not need to reach far out 

the curve or to riskier issuers to attain attractive yields. In fact, given our expectations of 

slower economic growth, we would recommend a strong bias toward higher quality fixed 

income. 

For those using a more active, total return approach, the value of longer duration exposure 

has grown substantially over the past year. We still recommend a neutral duration posture in 

anticipation of somewhat higher yields, but we would expect longer duration bonds to 

outperform if the economy continues to slow. Long duration bonds have the highest sensitivity 

to yield moves. Typically, as the U.S. economy decelerates, yields decline as investors seek 

the safe haven properties of U.S. government debt. In this scenario, longer duration bonds 

tend to deliver outperformance and can protect portfolios in risk-off environments.  

However, the case for a barbelled portfolio has grown for those actively managing the yield 

environment. This structure captures the highest yields in the front end of the curve while 

providing some potential downside protection should economic data deteriorate. Lastly, if we 

are correct that longer yields continue to rise, then a barbelled structure offers the opportunity 

to add to the long end of the portfolio at more attractive yields in the months ahead.   



 

 

Disclosures 
Advisory managed account programs entail risks, including possible loss of principal and may not be suitable for all investors. Please speak 

to your advisor to request a firm brochure which includes program details, including risks, fees and expenses. 

Investing in the bond market is subject to certain risks, including market, interest rate, issuer and inflation risk; investments may be worth more or less 

than the original cost when redeemed.  The value of most bond strategies and fixed income securities are impacted by changes in interest rates. Bonds 

and bond strategies with longer durations tend to be more sensitive and more volatile than securities with shorter durations; bond prices generally fall as 

interest rates rise, and values rise when interest rates decline. 

Truist, Truist®, GFO Advisory Services®, and Sterling Capital® are service marks of Truist Financial Corporation. All rights reserved. All other 

trademarks are the property of their respective owners. 

Truist Wealth is a name used by Truist Financial Corporation.  Banking products and services, including loans, deposit accounts, trust and investment 

management services provided by Truist Bank, Member FDIC. Securities, brokerage accounts, insurance/annuities offered by Truist Investment 

Services, Inc. member FINRA, SIPC, and a licensed insurance agency where applicable.  Life insurance products offered by referral to Truist Insurance 

Holdings, Inc. and affiliates.  Investment advisory services offered by Truist Advisory Services, Inc., Sterling Capital Management, LLC, and affiliated 

SEC registered investment advisers.  Sterling Capital Funds advised by Sterling Capital Management, LLC.  

The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Truist Financial Corporation 

makes no representation or guarantee as to their timeliness, accuracy or completeness or for their fitness for any particular purpose. The information 

contained herein does not purport to be a complete analysis of any security, company, or industry involved. This material is not to be construed as an 

offer to sell or a solicitation of an offer to buy any security. 

Opinions and information expressed herein are subject to change without notice. TIS and/or its affiliates, including your Advisor, may have issued 

materials that are inconsistent with or may reach different conclusions than those represented in this commentary, and all opinions and information are 

believed to be reflective of judgments and opinions as of the date that material was originally published. TIS is under no obligation to ensure that other 

materials are brought to the attention of any recipient of this commentary. 

Comments regarding tax implications are informational only. Truist and its representatives do not provide tax or legal advice. You should consult your 

individual tax or legal professional before taking any action that may have tax or legal consequences. 

Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or guarantee of future 

performance. 

TIS/TAS shall accept no liability for any loss arising from the use of this material, nor shall TIS/TAS treat any recipient of this material as a customer or 

client simply by virtue of the receipt of this material. 

The information herein is for persons residing in the United States of America only and is not intended for any person in any other jurisdiction. Investors 

may be prohibited in certain states from purchasing some over-the-counter securities mentioned herein. 

The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, duplication, 

redistribution or disclosure is prohibited by law. 

TIS/TAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or discussed in this 

material. 

Asset classes are represented by the following indexes. An investment cannot be made directly into an index. 

©2022 Truist Financial Corporation. Truist, the Truist logo, and Truist purple are service marks of Truist Financial Corporation. All rights reserved. 

CN2022-4974184.1 EXP09-2023 

 


