
 

 

Don’t Kiss Off Bonds Due to One Bad Year 

Understanding the Anomaly of Rising Inflation 

 

It is simple to fall into the trap of writing off an asset class based on a single year of underperformance in the 

fast-paced world of investing. Due to growing inflationary concerns, people have been skeptical of bonds in 

particular. However, it is crucial for investment advisors to step back and take the big picture into account. Be it 

bonds or any other asset class, we want to emphasize the importance of looking past short-term anomalies and 

offer concrete examples to highlight the importance of keeping a balanced perspective. 

 

The Allure of What's Working Now: 

In the investment industry, there is a tendency to chase what's currently performing well, often referred to as the 

"what’s working now" mentality. When a particular asset class experiences a downturn or underperforms, there 

is a strong temptation to abandon it entirely. Bonds, historically known for their stability and income generation, 

have faced scrutiny during recent periods of rising inflation. 

 

Understanding Anomalies: Rising Inflation and Bond Performance: 

It's crucial to recognize that rising inflation is not a frequent occurrence, and therefore, the impact on bond 

performance in a single year may be an anomaly. One notable example is the year 2022, where bonds faced 

challenges due to unexpected inflation pressures. However, this should not overshadow the historical 

performance and diversification benefits that bonds have provided over the long term. 

 

Importance of Balanced Allocation and Risk Management: 

iQUANT does not advocate for forcing allocations to any specific asset class, but neither does it endorse the 

complete disregard of an asset class based on a single year's performance. Investment advisors should 

encourage a balanced approach that considers the benefits of bonds as part of a well-diversified portfolio. Bonds 

have proven their resilience in various market environments, providing stability during periods of equity market 

volatility and serving as a source of reliable income for investors. 

 

Specific Examples: Long-Term Value of Bonds: 

1. The Global Financial Crisis of 2008: During this tumultuous period, bonds acted as a crucial diversifier, 

offsetting the sharp declines in equities, and preserving capital for investors. 



2. Interest Rate Cycles: Throughout different interest rate cycles, bonds have shown their ability to generate 

steady income and deliver positive total returns, even during periods of rising rates. 

 

Conclusion: 

Investment advisors must avoid making a snap judgment about an asset class, like bonds, based on just one 

year's performance. Investment advisors can help their clients create a well-diversified portfolio that considers 

stability, income generation, and risk management by maintaining a balanced perspective and taking the long-

term value of bonds into account. 


