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The Bear Market in Bonds

All readers are well aware of turbulence in the 

stock market, which would normally mean 

stability and perhaps even rallying in the bond 

market. When stocks zig, bonds are supposed to 

zag.  

 

Not in 2022. 

 

Investors have been shedding government and 

corporate bonds at a rapid clip this year, with 

the Bloomberg Global Aggregate Total Return 

Index for bonds sinking into bear market 

territory last week. This drawdown marks the 

first bear market for this index since its 

inception over 30 years ago.1 

 

Corporate bonds have not fared much better. 

Spreads – which in this case is the difference in 

yield between corporate bonds and government 

bonds (Treasurys) – have risen alongside 

Treasury bond yields. Investors are demanding 

higher yields from corporations perhaps in 

response to more challenging economic 

conditions ahead, and those rising yields are 

denting returns on existing bonds. Spreads have 

risen in roughly half of all the weeks in 2022, 

which is already more than we’ve seen in any 

year this century. 

A key reason it is so rare for spreads and 

Treasury bond yields to rise at the same time is 

that normally the Federal Reserve would be 

cutting rates when the economy was showing 

signs of weakening. The opposite is happening 

today, of course, as the Federal Reserve has 

made clear that getting inflation under control is 

a higher priority than economic growth and full 

employment. When interest rates rise, Treasury 

bonds decline in price.  

 

Zacks Investment Management has maintained 

a relatively cautious stance on fixed income 

over the past couple of years, maintaining a 

short duration in the portfolio in order to reduce 

volatility and interest rate risk as much as 

possible. We also continue to diversify across 

different income-producing asset classes, 

pursuant to each client’s objectives.  

 

Preferred stocks, for instance, offer an income-

generating alternative to the traditional fixed-

income asset class. Preferred stocks are still 

stocks, so generally speaking, we would expect 

higher volatility and more frequent drawdowns 

than we would in bonds. But 2022 has been 

somewhat of an outlier year, with the Zacks 

Preferred Strategy down just -6.02% through the 
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first half of the year compared to its benchmark, 

the ICE E-L F&A Preferred, which is down  

-14.40%. Our strategy also yields about 3% 

more than the 10-year U.S. Treasury, which in 

short has meant higher income with less 

volatility.2 

 

One of the key reasons the Zacks Preferred 

Strategy has fared so well is the defensive 

posture in the portfolio, specifically with an 

overweight to well-capitalized banks. Banks’ 

strong financial position makes their ability to 

pay dividends more secure, providing support to 

their market values. In a rising interest rate 

environment – which we’re currently in – the 

potential for a fixed rate coupon to turn into a 

floating rate coupon on more than half of the 

positions in the Zacks Preferred Strategy is also 

providing support to the portfolio.  

 

Municipal bonds are another possible avenue for 

diversification, though they do not work for 

every type of investor (based on tax-equivalent 

yield). In cases where municipal bonds make 

sense, shorter duration municipal bonds have 

held up much better than similar duration U.S. 

Treasuries and corporate bonds throughout 

2022, and we have not seen a rise in municipal 

bond yields like we’ve seen in the taxable arena. 

The intermediate portion of the curve appears 

more attractive than the shorter end of the curve, 

which is where we’ve kept focus. Unlike the 

Treasury yield curve, the municipal bond yield 

curve remains positively sloped, and balance 

sheets for local and state municipalities continue 

to improve.   

 

The unpredictable nature of inflation, interest 

rates, Fed policy (to an extent), and reactions in 

the stock and bond markets has created an 

environment in 2022 where investors need to be 

flexible and active, in my view, which is what 

we’ve been doing this year in our fixed income 

management and also in alternatives to fixed 

income.  

 

Bottom Line for Investors  

 

The positive correlation we have seen between  

 

bonds and stocks in 2022 has created challenges 

for many investors, particularly since it is so 

rare for stocks and bonds to enter a bear market 

around the same time. I do not believe this is 

part of a longer-term trend, however, and/or that 

traditional methods of stock-bond 

diversification have broken down. Asset 

allocations are designed based on the risk-return 

profiles they generate over 5, 10, or 20+ years – 

not a single year. 

 

For 2022, however, I think investors should 

approach the fixed income markets with an 

active and flexible approach. Certain municipals 

look good on a relative basis, and at current 

levels, investment-grade corporate bonds are 

now paying meaningful yields. Preferreds offer 

a strong alternative to fixed income as well, in 

my view, and they also have the added benefit 

of having more than 90% of dividends treated as 

qualified for tax purposes. For investors willing 

to take on duration and credit risk, a preferred 

stock allocation is a viable option. 
 

 

1 Wall Street Journal. September 8, 2022. 

https://www.wsj.com/articles/broad-declines-

drag-bonds-into-rare-bare-market-

11662602793?mod=djemMoneyBeat_us 

 
2 Strategy Report 2022. 
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Higher-Than-Expected Inflation Reading 
Sends Markets Spiraling 
 
For the month of August, consumer prices (CPI) 

rose 8.3% year-over-year, which was a slight 

decline from July’s 8.5% pace. The problem 

was that month-over-month, prices rose 0.1% 

from July even as prices eased for gas, airfares, 

and items like rental cars – which had driven 

significant inflation earlier in the year. That 

meant that core prices – which exclude food and 

energy and give a broader picture of prices for 

consumer goods and services – rose far more 

than expected, signaling that inflationary 

pressures could be more broad-based than 

anticipated. Indeed, core prices rose 0.6% from 

August to July, which all but confirms that the 

Federal Reserve will continue pursuing its 

hawkish path with interest rates. According to 

Moody’s Analytics, the average household is 

now spending about $460 more each month to 

buy the same basket of goods and services as 

compared to 2021 prices, marking a significant 

uptick. Incomes have risen over the same 

period, helping to offset some of the higher 

costs, but wages have not gone up as quickly as 

inflation. The market responded with a sharp 

selloff, with every sector in the S&P 500 falling 

and the index plunging by -4.3% in a single day 

of trading – the biggest selloff since the depths  

of the Covid-19 bear market in early 2020. It 

appears the market had been hoping that the  

 

 

inflation print would confirm a downtrend, 

which would have taken the pressure off the Fed 

to raise rates so aggressively. The readout did 

the opposite, however, all but assured at least a 

75-basis point increase at the Fed’s September 

20-21 meeting.1 

 
Some Slightly Better Inflation News 
 

Consumer prices remained sticky in the month 

of August, but more hopeful news could be 

found in the producer-price index (PPI), which 

measures what suppliers charge businesses for 

the delivery of goods and services. Generally 

speaking, changes to the PPI will show up in the 

CPI numbers with a lag, as businesses can 

adjust pricing over time as input costs fall. PPI 

in August fell 0.1% from July, which followed a 

0.4% decline from June to July (see chart 

below). The year-over-year decline in August 

was also notably significant compared to July, 

with the PPI rising 8.7% in August compared to 

the 9.8% increase posted in July. Both the CPI 

and PPI data are fickle from month-to-month, so 

focusing on one or even a few months’ worth of 

data can be misleading. Even still, it wasn’t all 

bad news on inflation for the month of August.2 

 

U.S. Bureau of Labor Statistics3 

 

IN FOCUS THIS WEEK 

 
• Federal Reserve’s status of 

lifting interest rates 

• Acceleration of inflation  

• U.S. dollar’s ongoing 

strength 
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The U.S. Dollar’s Ongoing Strength
 

The greenback continues to have a historic run. 

In 2022 alone, the dollar has appreciated by 

13% against a basket of other developed 

currencies, and has risen by 17% against the 

pound. The dollar has also risen to parity against 

the euro, a first in over 20 years. The reasons for 

the dollar’s persistent strength are many, but the 

primary driver has been the U.S.’s economic 

strength relative to the world in the post-

pandemic period. Europe continues to struggle 

with growth and China has been hampered by 

its zero-Covid policy, with rolling shutdowns 

and restrictions still the norm. The United States 

has also been engaged in monetary policy 

tightening, and higher rates arguably stand to 

attract more foreign capital. But an unsung 

reason for the dollar’s resilience has been long 

periods of innovation, growth, and improved 

profitability of U.S. corporations. Innovation 

spurs investment, which means foreign capital 

flows into this country and pushes up the value 

of the dollar. For those who believe the U.S. 

economy will remain competitive and resilient 

relative to the rest of the world for a long time 

to come – which we believe here at Zacks 

Investment Management – a stable and high 

U.S. dollar is likely to follow.4 
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1 Wall Street Journal. September 13, 2022. https://www.wsj.com/articles/inflation-report-keeps-fed-on-

aggressive-rate-rise-path-11663090209?mod=djemRTE_h 

 
2 Wall Street Journal. September 14, 2022. https://www.wsj.com/articles/u-s-supplier-inflation-

remained-elevated-in-august-11663161329?mod=djemRTE_h 

 
3 U.S. Bureau of Labor Statistics. August 16, 2022. https://www.bls.gov/opub/ted/2022/producer-prices-

up-9-8-percent-from-july-2021-to-july-2022.htm 

 
4 Wall Street Journal. September 11, 2022. https://www.wsj.com/articles/for-wall-street-a-strong-dollar-

is-front-and-center-11662849218?mod=djemRTE_h 
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mainly blue-chip stocks, selected by Standard & Poor’s. The S&P 500 Index assumes reinvestment of dividends 
but does not reflect advisory fees. The volatility of the benchmark may be materially different from the individual 
performance obtained by a specific investor. An investor cannot invest directly in an index.  
 
The MSCI ACWI captures large and mid-cap representation across 23 Developed Markets (DM) and 27 Emerging 
Markets (EM) countries. With 2,986 constituents, the index covers approximately 85% of the global investable 
equity opportunity set. An investor cannot invest directly in an index. The volatility of the benchmark may be 
materially different from the individual performance obtained by a specific investor. 
 
The MSCI UK All Cap Index captures large, mid, small and micro-cap representation of the UK market. With 819 
constituents, the index is comprehensive, covering approximately 99% of the UK equity universe. An investor 
cannot invest directly in an index. The volatility of the benchmark may be materially different from the individual 
performance obtained by a specific investor. 
 
The Russell 1000 Value Index is a well-known, unmanaged index of the prices of 1000 large-company value 
common stocks selected by Russell.  The Russell 1000 Value Index assumes reinvestment of dividends but does 
not reflect advisory fees.  An investor cannot directly invest in an index.  The volatility of the benchmark may be 
materially different from the individual performance obtained by a specific investor. 
 
The Russell 1000 Growth Index is a well-known, unmanaged index of the prices of 1000 large-company growth 
common stocks selected by Russell. The Russell 1000 Growth Index assumes reinvestment of dividends but 
does not reflect advisory fees. An investor cannot invest directly in an index. The volatility of the benchmark may 
be materially different from the individual performance obtained by a specific investor. 
 
The Russell 2000 Index is a well-known, unmanaged index of the prices of 2000 small-cap company common 
stocks, selected by Russell. The Russell 2000 Index assumes reinvestment of dividends but does not reflect 
advisory fees. An investor cannot invest directly in an index. The volatility of the benchmark may be materially 
different from the individual performance obtained by a specific investor. 
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Investment Management is an independent Registered Investment Advisory firm and acts as an investment 
manager for individuals and institutions. Zacks Investment Research is a provider of earnings data and other 
financial data to institutions and to individuals. 
  
This material is being provided for informational purposes only and nothing herein constitutes investment, legal, 
accounting or tax advice, or a recommendation to buy, sell or hold a security. Do not act or rely upon the 
information and advice given in this publication without seeking the services of competent and professional legal, 
tax, or accounting counsel. Publication and distribution of this article is not intended to create, and the information 
contained herein does not constitute, an attorney-client relationship. No recommendation or advice is being given 
as to whether any investment or strategy is suitable for a particular investor. It should not be assumed that any 
investments in securities, companies, sectors or markets identified and described were or will be profitable. All 
information is current as of the date of herein and is subject to change without notice. Any views or opinions 
expressed may not reflect those of the firm as a whole. 
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decisions, supplemental information and other sources may be required to make informed investment decisions 
based on your individual investment objectives and suitability specifications. All expressions of opinions are 
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in any security or investment strategy discussed in this presentation. 
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by other parties.  Zacks Investment Management does not assume any responsibility for the accuracy or 
completeness of such information. Further, no third party has assumed responsibility for independently verifying 
the information contained herein and accordingly no such persons make any representations with respect to the 
accuracy, completeness or reasonableness of the information provided herein. Unless otherwise indicated, 
market analysis and conclusions are based upon opinions or assumptions that Zacks Investment Management  
considers to be reasonable. Any investment inherently involves a high degree of risk, beyond any specific risks 
discussed herein. 
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The S&P 500 Index is a well-known, unmanaged index of the prices of 500 large-company common stocks, 
mainly blue-chip stocks, selected by Standard & Poor’s. The S&P 500 Index assumes reinvestment of dividends  
but does not reflect advisory fees. The volatility of the benchmark may be materially different from the individual 
performance obtained by a specific investor. An investor cannot invest directly in an index. 


