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The volatility of the last few months has been nearly 

unprecedented. Here, we aim to recap the action and 

provide some perspective to investors. 

                   May 2020 

DESPITE HYPER-LOW RATES, FIXED INCOME STILL HAS A PLACE 

As central banks slashed interest rates to combat the coronavirus pandemic, fixed income investors were presented with 

an increasingly common question: does it make sense to continue holding bonds that yield next-to-nothing? We say yes: 

despite record low rates, there are still several reasons to own high quality fixed income in a portfolio. 

One underdiscussed reason is deflation risk (i.e. falling prices), which has emerged as a potential side effect of the COVID-

19 crisis; core prices in the US, excluding the volatile food and energy sectors, fell 0.4% in April. Though inflation does tend 

to fall during recessions, this decline was notable as it marked the largest drop in the history of the measurement. In fact, a 

recent survey from our colleagues at Strategas showed 2/3 of investors were more concerned about deflation than inflation. 

 

In normal environments, small doses of deflation can be a positive as productivity gains and efficiency improvements drive 

prices lower and quality higher. Think of TVs over the last 20 years – not only has the quality improved drastically, but the 

inflation-adjusted cost has plunged. Still, there can be devastating downsides to deflation in recessionary environments. 

When prices fall (and incomes drop), borrowers have a harder time paying fixed debts. In recessions, this effect can lead 

to bankruptcies, or at least reduced spending, creating a damaging debt spiral. Further, investors worry about a “deflationary 

trap,” where just the expectation of more deflation causes consumers to put off spending, worsening the current recession. 

While we believe sustained deflation is unlikely, the historic COVID-19 demand shock has certainly increased the odds. 

That is why diversification is key. While rates may be lacking, high quality fixed income remains one of the best bets 

in a deflationary environment. And because most interest payments are fixed, bond owners actually see their purchasing 

power improve as prices fall. Work with your Baird Financial Advisor today to build a robust and diversified portfolio, and 

remember that fixed income is about more than just income. 
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Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here reflect our judgment at this date and are subject to change. The information has been obtained from sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

 

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.  

This report does not take into account the specific investment objectives, financial situation, or need of any particular client 

and may not be suitable for all types of investors.  Recipients should consider the contents of this report as a single factor 

in making an investment decision.  Additional fundamental and other analyses would be required to make an investment 

decision about any individual security identified in this report. 

 

For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 

investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  

 

Strategas Asset Management, LLC and Strategas Securities, LLC are affiliated with Robert W. Baird & Co. Incorporated, a 

broker-dealer and FINRA member firm, although the firms conduct separate and distinct businesses. 

 

Copyright 2020 Robert W. Baird & Co. Incorporated.  

 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which 

Robert W. Baird Limited holds an ISD passport. 

This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 

classified as objective.   

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   

 

 

 

 

 


