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FIXED INCOME ANALYSIS

Rapid Reaction

P l a n W i s e r  F i n a n c i a l



To put it mildly, Fixed Income asset classes have had a tumultuous start to 2022. At the end of 

2021, the consensus was that inflation readings in the US were “transitory” and an effect of a 

global economy climbing out from the 2020 COVID pandemic and subsequent global recession. 

As inflation data continued to climb in 2022, the word “transitory” was struck from the rhetoric. 

The Federal Reserve is executing a plan to combat inflation through a combination of raising the 

federal funds rate and reducing the size of its balance sheet. These events resulted in most 

major bond indices experiencing their largest drawdown ever. As an example, the Bloomberg US 

Aggregate Bond Index was down 12.21% from its all-time high as of May 6, 2022.
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Overview

Rapid Reaction
FIXED INCOME ANALYSIS

Source: Helios Quantitative Research, Bloomberg



Helios Quantitative Research LLC (“Helios”) is associated with, and under the supervision of, Clear Creek Financial Management, LLC (“Clear Creek”), a 
Registered Investment Adviser. Advisory services are only offered to clients or prospective clients where Clear Creek, and its representatives are properly 
licensed or exempt from licensure. This document is solely for informational purposes. Past performance is no guarantee of future returns. Investing involves 
risk and possible loss of principal capital. No advice may be rendered by Clear Creek or its representatives unless a client service agreement is in place.

3

Why?
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At its core, a bond is a contract that is bounded by its yield, term, and creditworthiness. 

Therefore, the long-run performance of most bond asset classes is determined by a 

combination of sensitivity to interest rate moves (duration), riskiness relative to treasuries 

(spread), and qualitative features that modify bond terms (adjustable rates, geography, etc.). 

This is a much more mechanical process than equity investing. In 2022, we have seen a 

dramatic rise in interest rates across the entire yield curve and widening credit spreads. Any 

fixed income asset class that has a sensitivity to those moves has been impacted.
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But are the Federal Reserve’s Rate Increases Priced in?
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Source: Helios Quantitative Research, Bloomberg, CME FedWatch Tool as of 05/11/22

In the first chart below, we show the historical relationship between the 2-year treasury yield and 

the federal funds target rate. We see the liquid treasury yield market historically adjusts prior to 

announced rate increases. The more recent data shows that the path of rate increases IS largely 

priced in throughout short-term bond yields. It is important to understand that it is the liquid 

market that prices bonds and not the overnight borrowing rate represented by the federal funds 

target rate. The 2-year yield is currently hovering near 2.70% which is close to the 2.75% to 3.00% 

bracket that futures markets are indicating where the fed funds target rate will be at year-end 

(see bottom chart). 
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Why hold Fixed Income at all?
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Given the swift rate increases, the drawdown in bonds, and the projected end to the multiple-

decade long bond bull market, it is easy to dismiss the value of bonds in a portfolio. The most 

conservative investors did not anticipate a 10%+ drawdown in their portfolio. However, because 

bonds are mechanical, the sell-off in bonds has provided a silver lining. 

When holding a high-quality bond investment, the future returns are largely predicted at the time 

of ownership. For example, look at the yield of the Bloomberg US Aggregate Bond Index versus 

the forward five-year annualized total return. The results are very close. This is intuitive, as the 

approximate duration of the index is five years, and without any major default concerns, the 

index returns the expected yield over that forward time frame. 

Date Yield

Annualized Forward

5-Year Return Difference

12/31/2002 4.06% 4.42% 0.36%

12/31/2003 4.15% 4.65% 0.50%

12/31/2004 4.38% 4.97% 0.59%

12/31/2005 5.08% 5.80% 0.72%

12/31/2006 5.34% 6.50% 1.16%

12/31/2007 4.90% 5.95% 1.04%

12/31/2008 3.99% 4.44% 0.45%

12/31/2009 3.68% 4.45% 0.77%

12/31/2010 2.97% 3.25% 0.28%

12/31/2011 2.24% 2.23% 0.00%

12/31/2012 1.74% 2.10% 0.36%

12/31/2013 2.48% 2.52% 0.04%

12/31/2014 2.25% 3.05% 0.80%

12/31/2015 2.59% 4.44% 1.85%

12/31/2016 2.61% 3.57% 0.96%

12/31/2017 2.71% TBD TBD

12/31/2018 3.28% TBD TBD

12/31/2019 2.31% TBD TBD

12/31/2020 1.12% TBD TBD

12/31/2021 1.75% TBD TBD
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So, if the prior analysis holds true, do you want high yields or low yields on a bond portfolio? The 

answer is clearly a higher yield, but there is pain to get to that yield in the form of mark-to-market 

losses. 

We began 2022 with an expectation of earning close to 1.75% on the broad US bond index. This 

would have compounded to 9% over the next five years. Now, as of May 10, 2022, we have a 

bond index with an expectation of earning close to 3.51% annually over the next five years. That 

compounds to 19%, while the index has lost close to 10% of its value this year. The net result is 

very similar, but the sequence of those results is not a flat line. The value of the index has 

dropped but the slope of returns going forward has increased. 

While the fixed income ride has been rough so far in 2022, the mark-to-market pain may have 

actually made it a more attractive portion of a diversified portfolio in the longer term and still 

serves as a critical component to the risk-positioning of a model.
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