
 

  

Oddity or Omen? 
 
Investors are told that while bond market returns have historically been roughly half the gains recorded in 
equity markets1, it is prudent to maintain exposure to these safe, income-generating assets because they 
serve as a ballast to portfolios in more turbulent times. 

Unsurprisingly, these same investors were thrown for a loop in 2022. Equity markets spasmed amidst 
geopolitical stress, which put upward pressure on commodity prices and inflation, leading global central 
banks to raise interest rates. As a result, the bonds they held for safety also plunged in value, compounding 
rather than mitigating the weakness in balanced portfolios. 

As we are again in an environment in which geopolitical stress has put upward pressure on commodity 
prices, resulting in inflationary pressures and leading global central banks to either raise interest rates 
(Europe and Japan) or increase expectations that hikes are imminent (Canada and the U.S.), it is 
reasonable for investors to wonder if they may be better (or not worse) off by avoiding bonds entirely and 
maintaining their exposures to equities with their potential for better performance. 

For starters, it is important to note how anomalous 2022 was for financial markets. Available data covering 
the last five decades shows that 2022’s 12.5% decline in the Bloomberg U.S. Treasury Index (a gauge of 
returns for U.S. government bonds which are traditionally viewed as “risk-free”) was almost four times 
larger than the next biggest decline for this benchmark on record (-3.6% in 2009).  

It was the first (and to date only) time in which both bonds and equities declined in the same year. In the 
other six instances in which U.S. government bonds were down (and that includes year-to-July this year), 
equity markets were up, returning an average of 19% (median +24%). Conversely, in the nine other years 
since 1973 in which stocks declined, bonds have increased, returning an average of 6% (median +8%), 
meaning that they played their expected role to mute overall portfolio declines. 

  

 
1 Bloomberg U.S. Treasury Bond Index annualized total return is 4.8% over the last 40 years, compared to +10.7% for the MSCI US Index   



 

  

A historical anomaly 
(calendar year total returns in percent; U.S. dollar basis) 

 
 

Source: Guardian Capital LP, based on data from Bloomberg from December 1973 to July 2026 

Now, while this emphasizes how rare the performance of 2022 has been in history, it also shows that it is 
possible. With that in mind, while several conditions are similar, it is important to note that — as painful as 
it is for students of economic history to say — this time is actually different. 

The main reason for the difference between now and four years ago is the level of yields. At the beginning 
of 2022, yields on U.S. government bonds were less than 2% across all maturities, with short-term rates 
effectively at zero, reflecting policy rates at that time.  
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Well off the bottom 
(U.S. Treasury security yield by maturity; U.S. dollar basis) 

 
Shaded regions represent periods of U.S. recession; source: Guardian Capital LP, based on data from Bloomberg from January 1981 to July 2026. 

Those negligible interest payments to bondholders were nowhere near sufficient to offset the impact of 
falling bond prices as yields. In the U.S., policy rates climbed from 0% to more than 4% as the central bank 
rushed to quash rapidly accelerating inflation. Because bond prices and yields move inversely, rising rates 
translated into significant capital losses, particularly for longer-dated bonds, which are more sensitive to 
changes in interest rates.  

While the pace of rate increases in some previous periods was less dramatic, the starting level of yields 
often played a crucial role in determining bond returns. Annual bond market declines in 2021, 2013, and 
2009 occurred despite relatively modest increases in rates because yields started from exceptionally low 
levels (0.92%, 1.76% and 2.21%, respectively). By contrast, the bond losses in 1999 and 1994 were largely 
driven by the magnitude of the rate increases themselves, with yields rising +179bps and +203bps, 
respectively. 

In general, higher starting yields provide a greater cushion against rising interest rates. When yields begin 
at near zero, even modest rate increases can generate negative total returns because there is little income 
to offset price declines.  
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Cushion for the pushin’ 
(change in yield required to offset 12-month interest payments on a 10-year bond*) 

 
 

*Illustrative example for an assumed 10-year duration and parallel shift in yield curve; source: Guardian Capital LP. 

Which brings us to today. As it stands, market rates are currently at levels not seen in more than a decade, 
providing a meaningful cushion against further rate increases. As a result, bonds appear better positioned 
to provide downside protection for balanced portfolios. 

And with respect to rate increases, while markets are currently pricing in the prospect of central bank hikes, 
the scope for hikes is substantially smaller now than back in 2022. Policy rates are no longer on the 
“accommodative” side of the dial. In Canada, rates are within the Bank of Canada’s estimated range for 
“neutral”, while in the U.S. they remain in restrictive territory. As a result, the potential for materially higher 
rates from current levels appears relatively constrained.  

Furthermore, should a shock arise that knocks economic momentum off course, and equity markets with 
it, the adjustment for market yields would likely be downward rather than upward. In such a scenario, 
expectations for rate hikes would diminish, while the likelihood of rate cuts would increase as policymakers 
respond to weakening conditions. Falling yields would support bond prices, allowing them to resume their 
traditional role as a source of diversification and portfolio insurance.  
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Guardian Partners Inc. (“GPI”) is providing, with permission, this market commentary, which was co-
authored by Guardian Capital LP (“GCLP”) and GPI. GCLP is an affiliate of GPI, and is both a sub-advisor to 
certain GPI accounts and the Advisor and Fund Manager to the GCLP investment funds offered to GPI 
clients.  

This commentary is for general informational purposes only and does not constitute investment, financial, 
legal, accounting, tax advice or a recommendation to buy, sell or hold a security. It shall under no 
circumstances be considered an offer or solicitation to deal in any product or security mentioned herein. It 
is only intended for the audience to whom it has been distributed and may not be reproduced or redistributed 
without the consent of GPI. This information is not intended for distribution into any jurisdiction where such 
distribution is restricted by law or regulation. 

The opinions expressed are as of the published date and are subject to change without notice. Assumptions, opinions 
and estimates are provided for illustrative purposes only and are subject to significant limitations. Reliance upon this 
information is at the sole discretion of the reader. This document includes information and commentary concerning 
financial markets that were developed at a particular point in time. This information and commentary are subject to 
change at any time, without notice, and without update. This commentary may also include forward-looking 
statements concerning anticipated results, circumstances, and expectations regarding future events. Forward-looking 
statements require assumptions to be made and are, therefore, subject to inherent risks and uncertainties. There is 
a significant risk that predictions and other forward-looking statements will not prove to be accurate. Investing involves 
risk. Equity markets are volatile and will increase and decrease in response to economic, political, regulatory and 
other developments. Investments in foreign securities involve certain risks that differ from the risks of investing in 
domestic securities. Adverse political, economic, social or other conditions in a foreign country may make the stocks 
of that country difficult or impossible to sell. It is more difficult to obtain reliable information about some foreign 
securities. The costs of investing in some foreign markets may be higher than investing in domestic markets. 
Investments in foreign securities are also subject to currency fluctuations. The risks and potential rewards are usually 
greater for small companies and companies located in emerging markets. Bond markets and fixed-income securities 
are sensitive to interest rate movements. Inflation, credit and default risks are also associated with fixed-income 
securities. Diversification may not protect against market risk, and loss of principal may result. This commentary is 
provided for educational purposes only. It is not offered as investment advice and does not account for individual 
investment objectives, risk tolerance, financial situation or the timing of any transaction in any specific security or 
asset class. Certain information contained in this document has been obtained from external parties, which we believe 
to be reliable; however, we cannot guarantee its accuracy. These sources include Bloomberg, Bank of Canada and 
National Bank Independent Network for the relevant periods cited in this commentary. 

Guardian Partners Inc. (GPI) is a wholly owned subsidiary of Guardian Capital Group Limited. GPI operates as two 
divisions, Guardian Capital Advisors (GCA) and Guardian Partners (GP). Guardian Capital Group Limited is a wholly 
owned subsidiary of Desjardins Global Asset Management Inc., which is part of the Desjardins Group. All trademarks, 
registered and unregistered, are owned by Guardian Capital Group Limited and are used under license. 
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