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PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. YOU CANNOT INVEST IN AN INDEX.

2022 has been a unique year for fixed income trend following strategies in that credit spreads and 
interest rates have increased at the same time. During the first half of the year, it seemed like the 
Federal Reserve would focus on inflation. And subsequently, high yield outperformed. 

Then Russia invaded Ukraine, and investors sought safety through U.S. Treasuries. However, markets eventually realized 
Russian sanctions would not cause many corporate defaults in the U.S. As a result, the focus switched back to inflation, 
rates increased, and high yield once again outperformed. Throughout June, the focus shifted back to poor economic 
data and the chance of a recession. This means Treasuries rallied, and high yield underperformed. 

Ultimately the market has struggled to determine if the Federal Reserve will focus on inflation or fighting a recession. So, 
it's been hard to follow a trend if a trend has yet to be established. 

Relationship Between Returns of S&P U.S. High Yield Corporate Bond Index, Treasuries & S&P U.S. 
Treasury Bond 7-10 Year Index 
12/31/2021 – 6/30/2022

Source: Bloomberg

Trend following in Fixed 
Income Markets in 2022 
– Dylan Snyder, Portfolio Manager

Thanks to rising interest rates, fixed income markets have been a sore spot for investors in 2022. When rates go higher, 
prices go lower. This is a relatively new phenomenon for most investors since the last time we had a sustained period of 
rising interest rates was during the stagflation period of the 1970s and 1980s. 
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Rates and Spreads Have Both Increased YTD 
12/31/2021 – 6/30/2022

In such a scenario, we would expect high yield corporate bonds to outperform U.S. 7-10 Year Treasuries. This is for two 
primary reasons, first is the lower duration of high yield corporate bonds compared to 7-10 years.* The lower duration is 
attributable to the higher coupons that corporate bonds offer, as coupons cushion the blow to principal values. Second, 
when the Fed has to raise rates, it is a sign that the economy is strong. As a result, default rates should decline, and the 
spread between corporate bonds and Treasuries should tighten.  
 
*Duration - the measure of how long it takes, in years, for an investor to be repaid the bond’s price by the bond’s total cash flows. It is most 
often used as a measure of the sensitivity of the price of a bond to a change in interest rates.

Source: Bloomberg & Federal Reserve Bank of St. Louis

Unfortunately, we find ourselves in an environment where both rates and spreads are increasing at the same time. This 
has occurred in less than 15% of months since 1996. This begs the question, what is the catalyst to have caused such a 
unique circumstance? 

Spreads increase when credit markets begin to price in a greater chance of a recession. This would typically cause a 
flight to safety in longer-dated Treasuries like 7 – 10 years, subsequently pushing yields lower and prices higher. This 
year, major banks have steadily increased their probability of a recession occurring over the next 12-18 months. How-
ever, credit markets know the Fed must push interest rates higher to fight inflation. This has caused many to ask, will the 
Fed prioritize inflation over fighting a recession? 

Source: Bloomberg Source: Bloomberg

Average Probability of a Recession From Major Banks 
12/31/2021 – 6/30/2022

Annualized Monthly Return When 10 Year Yield Increases  
(12/31/1996 – 6/30/2022)

S&P U.S. High Yield Corporate Bond Index S&P U.S. 7-10 Year Treasury Bond Index

7.10% -10.04%

Annualized Monthly Return When High Yield Corporate Bond Spread Decreases  
(12/31/1996 – 6/30/2022)

S&P U.S High Yield Corporate Bond Index S&P U.S 7-10 Year Treasury Bond Index

21.53% -2.98%

10 Year Yield
US High Yield Credit Spread
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Fed Funds Future Market 
as of 6/24/2022

At this time, it seems like there is a fair chance the Fed will reverse course by lowering rates if a recession occurs, despite 
high inflation. The evidence can be found in the futures market for the Fed Funds rate. As of June 28th, the market is 
pricing in the Fed Funds rate beginning to drop starting in March of 2023. Additional evidence can be found in our most 
recent move into Treasuries. Since the Fed meeting on June 15th, a rally in Treasuries has occurred, and the 10-year 
yield is down approximately 15%. The meeting must have signaled to markets that the Fed would prioritize a recession 
over inflation. 

Source: Bloomberg. Forecasted figures are not definite and may not occur.

Unfortunately, even the most sophisticated investors on Wall Street don’t have a crystal ball. They cannot perfectly 
forecast how the Fed will react in the event of negative economic growth and high inflation. 

Consequently, trend following will likely prove to be an advantageous strategy. If a recession occurs, a flight to safety may 
likely happen in Treasuries. The Fed may artificially lower rates, and bonds with duration risk may experience a windfall. 
However, if we avoid a recession and the Fed stays focused on fighting inflation, credit risk compensated through higher 
coupons may do a better job at insulating investors from principal losses than Treasuries will. 
 
PTBD has struggled this year because a clear trend has not yet been established. Hence, why we’ve rotated so much 
recently. Over time, a clear trend will likely emerge, and investors may be compensated for the risk they bear, whether it’s 
credit risk or duration risk.

Source: Bloomberg

Relationship Between Returns and Drawdowns by Bond Asset Classes 
12/31/1995 - 6/30/2022
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Visit www.paceretfs.com or call 1-877-337-0500 to learn more. 

Before investing you should carefully consider the Fund’s investment objectives, risks, charges,  
and expenses. This and other information is in the prospectus. A copy may be obtained by visiting  
www.paceretfs.com or calling 1-877-337-0500. Please read the prospectus carefully before investing.
An investment in the Funds is subject to investment risk, including the possible loss of principal. Pacer ETF shares may be bought and sold on an 
exchange through a brokerage account. Brokerage commissions and ETF expenses will reduce investment returns. There can be no assurance that 
an active trading market for ETF shares will be developed or maintained. The risks associated with these funds are detailed in the prospectus and 
could include factors such as calculation methodology risk, ETF risks, limited operating history risk, fixed income risk, government obligations risk, 
high yield risk, management risk, passive investment risk, tracking risk, trend lag risk and other special risks of exchange traded funds. 
 
This document does not take into account any investor’s particular investment objectives, strategies, tax status, or investment horizon. Please 
consult with your financial advisor and tax advisor before investing.
This document is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to 
buy or sell any securities or to adopt any investment strategy. This document represents an assessment of the market environment at a specific 
time and is not intended to be a forecast of future events or a guarantee of future results. The user of this information assumes the entire risk of 
any use made of the information provided herein. There is no guarantee this strategy will be successful. 
The Pacer Trendpilot® US Bond Index (the “Index”) is the property of Index Design Group, LLC which has contracted with S&P Opco, LLC (a 
subsidiary of S&P Dow Jones Indices LLC) to calculate and maintain the Index. The Index is not sponsored by S&P Dow Jones Indices or its 
affiliates or its third party licensors (collectively, “S&P Dow Jones Indices”). S&P Dow Jones Indices will not be liable for any errors or omissions in 
calculating the Index. “Calculated by S&P Dow Jones Indices” and the related stylized mark(s) are service marks of S&P Dow Jones Indices and 
have been licensed for use by Index Design Group, LLC. S&P® is a registered trademark of Standard & Poor’s Financial Services LLC (“SPFS”), and 
Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”). 
 
Bloomberg Barclays US Agg Index: Broad based, market capitalization-weighted bond market index representing intermediate term 
investment grade bonds traded in the United States. 
S&P U.S. High Yield Corporate Bond Index is designed to track the performance of U.S. dollar-denominated, high-yield corporate bonds 
issued by companies whose country of risk use official G-10 currencies, excluding those countries that are members of the United Nations 
Eastern European Group (EEG). Qualifying securities must have a below-investment-grade rating (based on the lowest of S&P Global Ratings, 
Moody’s, and Fitch) and maturities of one or more months. 
S&P U.S. Treasury Bond 7-10 Year Index is designed to measure the performance of U.S. Treasury bonds maturing in 7 to 10 years. 
 
 
Pacer Advisors, Inc. is the fund advisor. Vident Investment Advisory is the fund sub-adviser. Vident Investment Advisory, LLC is registered as an 
investment advisor with the SEC and only conducts business in states where it is properly notice filed or is excluded from registration requirements.

877-337-0500 § www.paceretfs.com

Distributor: Pacer Financial, Inc., member FINRA, SIPC, an 
affiliate of Pacer Advisors, Inc. 

NOT FDIC INSURED | MAY LOSE VALUE | NOT BANK 
GUARANTEED 
© 2022 Pacer Financial, Inc. All rights reserved.   
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Given its ability to rotate between credit risk and duration risk, the Pacer Trendpilot US Bond ETF may provide an 
opportunity for investors to limit the downside risk often associated with non-investment grade bonds.

PTBD
Pacer Trendpilot  
US Bond  
ETF

Pacer Trendpilot® US Bond ETF 
seeks to navigate turbulent markets through a combination of the Pacer Trendpilot trend following 
strategy and the risk ratio. 


