
 

 

What's Happening in the Bond Market? 
  
The bond market gets very little attention in the general media, especially compared to the stock market. 
However, it is important to understand as most investors with diversified portfolios have anywhere between 
20% and 80% of their portfolios allocated to the bond market (also referred to as the fixed income market). 
  
The bond market has struggled thus far this year, with year-to-date returns of approximately negative 2%, 
as of this writing. Here are a few things to know or consider: 
  
 Total return on bonds are based on two components: Income/yield plus or minus the change in value 

of the bonds themselves. Over the long term, the total return is determined primarily by the yield. 
 

 Higher interest rates and inflation fears have weighed on bond valuations so far this year. 
 

 Most bond market observers expect the Federal Reserve to raise interest rates three to four times this 
year. 

 
 Some observers believe that if higher rates begin to hurt the economy, the Fed might slow down the 

pace of its rate hikes. 
  
Given the points above, it may be more difficult than usual to generate total return in the bond market this 
year. However, it is critical for investors to consider the following points: 
  
 As interest rates go up, bond yields go up. While that may be negative for bond values in the short 

term, higher yields should eventually lead to higher bond returns over the long term. A case can be 
made that long-term bond investors would like to see rates go higher. 

 
 Traditionally, bonds have been an excellent diversifier vs. the stock market. They serve as an important 

ballast in a portfolio, serve to reduce overall volatility and historically have delivered positive returns 
over the long term. 

  
We strive to create fixed income portfolios which are diversified[1] and attempt to take advantage of sectors 
in the bond market that at least give us a chance to beat the overall bond market. If you have any questions 
on this topic or our investing strategy, please let us know. 
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[1] Diversification does not protect against loss of principal. 
  
Fixed income investments are subject to various risks, including changes in interest rates, credit quality, 
market valuations, liquidity, prepayments, corporate events, tax ramifications and other factors. 
  
The opinions expressed are subject to change with economic and market conditions.  They are not meant 
as investment advice.  Forward looking statements and market forecasts cannot be guaranteed and may 
not come to pass. 


