
DATA UPDATE 3 FOR 2023: 
INTEREST RATES & BOND 
RETURNS

A rising tide lifts all boats!
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Interest Rates in Motion

¨ If 2022 was an unsettling year for equities, as I noted in my second 
data post, it was an even more tumultuous year for the bond 
market. 
¤ The US treasury market, considered by some still as safe haven, was 

anything but safe or a haven, especially at the long maturities, as long 
term rates soared, with inflation (not the Fed) being the key driver. As a 
result, treasury bond investors faced one of their worst years in history, 
losing close to a fifth of their principal, as bonds were repriced. 

¤ The rise in rates transmitted to corporate bond market rates, with a 
concurrent rise in default spreads exacerbating the damage to investors. 

¨ Just as rising equity risk premiums push up the cost of equity, rising 
default spreads push up the cost of debt of companies, with the 
added complication of higher default risk for those companies that 
had pushed to the limits of their borrowing capacity in a low 
interest-rate environment.
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US Treasuries: Safe no more…
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Returns on US Treasuries…
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In historical context…
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And in terms of co-movement…
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The Drivers of Interest Rates
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Inflation and Interest Rates
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The Fed: Follower or Leader?
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The Fed Fixation: Time to let go?

¨ I do think that the Fed and other Central Banks, in the 
aftermath of the 2008 crisis, overcorrected and misread their 
mission as keeping economies afloat and financial markets 
booming, and in the process, they gave risk capital a false 
sense that they could take huge risks, without demanding 
sufficient premiums, and come in for soft landing. 

¨ I think that the fixation with the Fed is both unhealthy and 
counter productive. It has not only made investors passive 
bystanders in the great interest resetting, but has also given 
poorly performing active investors, individual and institution, 
an easy excuse for their underperformance.

¨ Much as we bemoan our portfolio performance during the 
year, the market developments of 2022 are, on balance, 
healthy insofar as they bring risk capital back to earth.
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Default Risk and Spreads
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Corporate Bond Returns in 2022
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Consequences for Companies
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A Contrast with a year ago…
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Interest Rates in 2023: Playing 
Prognosticator?
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