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Aggressive interest rate hikes led to unprecedented losses in the bond market.

Amidst continued aggressive monetary tightening by the Federal Reserve, the U.S. bond
market notched its worst year on record in 2022. At the start of the year, the Federal Funds Target Rate
Range stood at just 0-0.25%; by year-end, the range was 4.25-4.50%. Two fourth quarter hikes, combin-
ing for an additional 125 basis points of tightening, solidified the fastest and most aggressive year of in-
terest rate policy moves since the early 1980s as the Fed remains laser-focused on taming inflation.
Overall, the average U.S. bond fell over 13% with damage across all types of bond issues. U.S. Corporate

bonds fared worst, losing nearly 16% for the year, while Municipal bonds fared best losing about 7.6%.

Announcing the most recent rate hike in mid-December, Fed Chair Powell noted a welcome re-
duction in the monthly pace of price increases in October and November but indicated the Fed will need
to see substantially more evidence showing inflation is on a sustained downward path before halting
rate hikes. The median expected “terminal rate” at which the Fed believes these hikes will end currently

stands at a 5.1% Federal Funds rate.

Historically, the yield on the 2-year U.S. Treasury has been a reasonable indicator of peaks and
troughs in the Federal Funds rate. The 2-year rate most recently hit a high of 4.81% in early
November and currently sits at 4.41% as of this writing. So, despite the fact policy members at the Fed
are projecting at least a couple more rate hikes from here, markets seem to be less sure they’ll ultimately
be that aggressive. Either way, 2022’s aggressive Fed policy has likely brought us close to the end of this

tightening cycle and should allow the Fed to pause hiking rates soon.

The opinions expressed herein are strictly those of Osborne Partners Capital Management, LLC (“OPCM”) as of the date of the material and is subject to change.
None of the data presented herein constitutes a recommendation or solicitation to invest in any particular investment strategy and should not be relied upon in
making an investment decision. There is no guarantee that the investment strategies presented herein will work under all market conditions and investors should
evaluate their ability to invest for the long-term. Each investor should select asset classes for investment based on his/her own goals, time horizon and risk
tolerance. The information contained in this report is for informational purposes only and should not be deemed investment advice. Although information has been
obtained from and is based upon sources OPCM believes to be reliable, we do not guarantee its accuracy and the information may be incomplete or condensed.
Past performance is not indicative of future results. Inherent in any investment is the possibility of loss.
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Bond Market Yields 12/31/2022
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Source: Wall Street Journal
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