
Fixed Income 
Allocation Strategy

Fixed Income Market Update
The Bloomberg Barclays U.S. Aggregate 
Bond Total Return Index was down -1.6% in 
December. With Trump’s policies potentially 
reigniting inflation, breadth deteriorated—
seven of the nine fixed income sectors we 
track had negative returns for the month. 
Besides cash, U.S. Floating Rate Notes was 
the only other sector to post a modest gain in 
December.

It wasn’t a December to remember unless 
you were bearish, with Treasury bond futures 

tumbling 4.7% last month. That was the worst 
performance since 2009 and the third worst 
since 1979. 

The 10-year Treasury yield closed the 
year at 4.58%. Our forward-looking equity 
risk premium is one basis point away from 
favoring 10-year Treasurys. But our preferred 
equity-risk premium measure using Baa 
corporate yields still has a 50 basis point 
cushion before credit is favored (chart 
below). Allocators should continue to favor 

equities over bonds.

The fixed income allocation strategy didn’t 
rebalance this past month. Entering January, 
Emerging Market bonds, U.S. Floating Rate 
Notes, U.S. High Yield, and International 
Investment Grade are above benchmark 
weight. U.S. Investment Grade Corporate, U.S. 
Long-Term Treasurys, U.S. Mortgage-Backed 
Securities, and U.S. Treasury Inflation-
Protected Securities are below benchmark 
weight.

Please see important disclosures at the end of this report.
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Gain/Annum: 0.63% (1/1985-2/2009), 10.85% (2/2009-Present)

A rising ratio indicates stocks outperforming bonds Source:Source:   Bloomberg Barclays Indices, S&P Dow Jones Indices

Estimated 5-Year Annualized Operating Earnings Growth** 2024-12-31 = 15.91%

Source:Source:   Blue Chip Economic Indicators by Wolters Kluwer, Refinitiv

Normal EraNormal Era

Pre-GFCPre-GFC

Easy Money EraEasy Money Era

Post-GFCPost-GFC

Bonds Cheap/Stocks Expensive

Stocks Cheap/Bonds Expensive

Source:Source:   Blue Chip Economic Indicators by Wolters Kluwer

Monthly Data 1985-01-31 to 2024-12-31

Equity Risk Premium Using Forward Earnings Yield and Forecasted Baa Corporate Bond Yield

* Estimated based on Aaa Forecast Yield Prior to 1999

** Based on operating earnings before depreciation and amortization.

Assumes earnings will grow over the next twelve months at the rate

implied by forward earnings vs. trailing earnings.

Stock/Bond Ratio Performance
Full History:Full History:   1985-01-31 to 2024-12-31

Equity Risk Premium
% Gain/
Annum

% of
Time

  Above 0.9 12.10 11.71

  -1.9 to 0.9 From Above 5.13 30.48

  -1.9 to 0.9 From Below 10.07 34.46

  Below -1.9 -7.04 23.36

Buy/Hold = 4.57% Gain/Annum

S&P 500 Total Return / Bloomberg Barclays U.S. IG Corporate Bond Total Return(2024-12-31 = 6,643.47)

S&P 500 One-Year Forward Earnings/Price Ratio (2024-12-31 = 4.47%)

Forecasted One-Year Moody's Baa Corporate Bond Yield*(2024-12-31 = 5.90%)

Equity Risk Premium (2024-12-31 = -1.43%)



U.S. Floating Rate Notes’ allocation is well 
above benchmark weight. Four of the five 
indicators are bullish for the sector. The 
sector tends to outperform with rising 
rates. Bullish option-adjusted spreads were 
confirmed by technical measures including 
relative strength, trend, and momentum 
(chart right).

International investment grade bonds’ 
allocation is above benchmark weight. 
Indicators are mixed. High yield vs. inflation 
extremes and U.S. swaps extremes are 
neutral for the sector. But during the month, 
equity market volatility (as measured by the 
VIX) moved bullish for the sector (chart left), 
joining bullish readings from trend measures.

Please see important disclosures at the end of this report.
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Source:Source: Bloomberg Barclays Indices, Ned Davis Research, Inc.Source:Source: Bloomberg Barclays Indices, Ned Davis Research, Inc.

Daily Data 2021-12-31 to 2024-12-31Improving Momentum is Bullish for U.S. Floating Rate Notes
10-Day ROC% of FRN Rel. Strength (2024-12-31 = 0.53)

Threshold (2024-12-31 = 0.00)
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Source:Source: Bloomberg Barclays Indices, Bloomberg Finance L.P., Ned Davis Research, Inc.Source:Source: Bloomberg Barclays Indices, Bloomberg Finance L.P., Ned Davis Research, Inc.

Daily Data 2021-12-31 to 2024-12-31Rising VIX is Bullish for International Investment Grade Bonds
21-Day VIX SMA (2024-12-31 = 15.87)



U.S. Long-Term Treasury bonds’ allocation 
is well below benchmark weight. Four of 
five indicators are bearish. While U.S. stock 
market performance improved to a bullish 
level for Treasuries during the month, it 
was offset by weakening Treasury bond 
momentum which weakened to a bearish 
level (chart right). Sector trend, inflation 
expectations, and U.S. swaps extremes are 
also bearish for Long-Term Treasury bonds.

U.S. Mortgage-Backed Securities (MBS) 
allocation is well below benchmark weight. 
Four of the six indicators remain bearish for 
the sector including trend, relative strength 
vs. inflation expectation extreme measures, 
and the relative strength index (chart left). 
The 10-year yield and high yield option-
adjusted spread remain bullish for the 
sector. 

Summary
The fixed income allocation strategy didn’t 
rebalance this past month. Entering January, 
Emerging Market bonds, U.S. Floating Rate 
Notes, U.S. High Yield, and International 
Investment Grade are above benchmark 
weight. U.S. Investment Grade Corporate, 
U.S. Long-Term Treasurys, U.S. Mortgage-
Backed Securities, and U.S. Treasury 
Inflation-Protected Securities are below 
benchmark weight.

Please see important disclosures at the end of this report.

© Copyright 2025 Ned Davis Research, Inc. Further distribution prohibited without prior

permission. All Rights Reserved. See NDR Disclaimer at www.ndr.com/copyright.html.

For data vendor disclaimers refer to www.ndr.com/vendorinfo/

Customized version of Technical MomentumCustomized version of Technical Momentum

Jan
2022

Apr Jul Oct Jan
2023

Apr Jul Oct Jan
2024

Apr Jul Oct Jan
2025

-32.0

-30.0

-28.0

-26.0

-24.0

-22.0

-20.0

-18.0

-16.0

-14.0

-12.0

-10.0

-8.0

-6.0

-4.0

-2.0

0.0

2.0

4.0

6.0

8.0

10.0

-32.0

-30.0

-28.0

-26.0

-24.0

-22.0

-20.0

-18.0

-16.0

-14.0

-12.0

-10.0

-8.0

-6.0

-4.0

-2.0

0.0

2.0

4.0

6.0

8.0

10.0

 

Source:Source: Bloomberg Barclays Indices, Ned Davis Research, Inc.

 

Source:Source: Bloomberg Barclays Indices, Ned Davis Research, Inc.

Daily Data 2021-12-31 to 2024-12-31Weakening Momentum is Bearish for U.S. Long Term Treasury Bonds
Lt Treas RS Y/Y % Change(2024-12-31 = -10.06)

Low Bracket (2024-12-31 = -6.80)

High Bracket (2024-12-31 = 1.57)
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Customized version of MBS RS RSICustomized version of MBS RS RSI
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Source:Source: Bloomberg Barclays Indices, Ned Davis Research, Inc.Source:Source: Bloomberg Barclays Indices, Ned Davis Research, Inc.

Daily Data 2021-12-31 to 2024-12-31

Weakening Relative Strength Index is Bearish for U.S. Mortgage-Backed Securities
21-Day RSI (2024-12-31 = 8.89)

Low Bracket (2024-12-31 = 45.00)

High Bracket (2024-12-31 = 55.00)



Ned Davis Research Disclaimer: 

The data and analysis contained within are provided "as is" and without warranty of any kind, either expressed or implied. 
The information is based on data believed to be reliable, but it is not guaranteed. NDR DISCLAIMS ANY AND ALL EXPRESS 
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY, SUITABILITY 
OR FITNESS FOR A PARTICULAR PURPOSE OR USE. All performance measures do not reflect tax consequences, execution, 
commissions, and other trading costs, and as such investors should consult their tax advisors before making investment 
decisions, as well as realize that the past performance and results of the model are not a guarantee of future results. The Fixed 
Income Allocation Strategy is not intended to be the primary basis for investment decisions and the usage of the model does 
not address the suitability of any particular investment for any particular investor. 

Using any graph, chart, formula, model, or other device to assist in deciding which securities to trade or when to trade them 
presents many difficulties and their effectiveness has significant limitations, including that prior patterns may not repeat 
themselves continuously or on any particular occasion. In addition, market participants using such devices can impact the 
market in a way that changes the effectiveness of such devices. NDR believes no individual graph, chart, formula, model, or 
other device should be used as the sole basis for any investment decision and suggests that all market participants consider 
differing viewpoints and use a weight of the evidence approach that fits their investment needs.
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