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Bond yields: lower forever? 
 

The signs are that bond yields could stay low for a long time. This has important 

implications for future returns and how investors should position themselves. 

 

 

Look up into the night sky and the space between the stars and planets appears 

completely dark. But view that same sky through a radio telescope and instead see a 

pale background glow that fills your view. What you are seeing is in fact faint 

background radiation or the so-called Cosmic Microwave Background (CMB), filling all 

space. The discovery of this leftover, or remnant, radiation in 1964 was crucial evidence 

for the 'Big Bang' creation of the universe. The Big Bang theory itself was partially 

derived from the discovery that the farther away galaxies are, the faster they are moving 

away from the earth. Imagining this cosmic expansion running backwards in time leads 

to the dense and hot very early universe that is the plausible source of the CMB.  

 

Just as the Big Bang theory is a credible hypothesis for the start of the universe – the 'Big 

Crunch' is the symmetric view of its ultimate fate; the density of the universe is enough 

to ultimately stop its expansion, triggering a collapse right back to a dimensionless 

'singularity' where space and time have no meaning1. 

 

For better or for worse, markets too go through their own versions of the 'Big Bang' and 

'Big Crunch' with a profound impact on asset returns. Successful investing is, in part, 

about forming views around plausible versions of the future, based on observable data 

today. 

 

We certainly have our own expanding galaxy of debt on which to hypothesize. Chart 1 

shows that debt levels globally hit a record high of USD 258 trillion (or 331% of global 

GDP) in Q1 2020.  

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

Chart 1 – Global debt  from 2011 to 2020

 

 
 

 

 

Clearly, the impact of COVID-19 and the early fiscal response have had a big effect, and all the subsequent data shows this pace has 

accelerated since then. But the chart reveals that the trend was already well established. Debt levels have been going up and up over 

time. What is also apparent is that total debt is increasing at a faster rate than growth in the global economy, so overall leverage (in 

this case debt relative to global output) is increasing.  For a long time now, adding debt to the global economy has not been of 

obvious benefit to the overall growth rate. 

 

Part of the reason is simply that, all else being equal, more debt means more spent on debt service, which itself can be a drag on 

growth. Certainly higher overall systemic leverage has been a factor in central banks' need to keep policy rates low. Chart 2 shows the 

path of the US Federal Reserve's target rate over time. It is noticeable that, as global debt levels have risen, not only is the overall trend 

sharply lower, but each peak in rates is lower than the last.  

 

Chart 2 – Federal Funds Target Rate 1984 to 2020 

 

 
Source: Bloomberg, as at 13 August 2020. 

 

Policy rates are the 'background radiation' that permeate the pricing of every asset class. As a consequence, exactly the same effects 

are observable in broader bond market yields. Chart 3 shows the yield on the Global Aggregate Bond Index (a very broad global bond 

universe tracked by many investors) which twenty years ago yielded nearly 5.6% but at the beginning of August this year reached a 

record low of just 0.8%.  

 

This falling yield has very important implications for future returns. Between 2000 and the end of July 2020 the Global Aggregate Bond 

Index produced an annual average total return of 4.6%2. Almost 85% of this return came from income (remember, the starting yield 
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was about 5.6%). Now think again about that 0.8% yield on the bond universe today. We can see that the prospect for future broad-

market bond returns over the next twenty years seems rather lower than the past twenty.  

 

Chart 3 – Global aggregate bond yield 2000 to 2020 

 

 
 

Source: Bloomberg Barclays, Bloomberg Barclays Global Aggregate Index as at 13 August 2020.  

 

That said, it seems extremely unlikely that the trend in yields will reverse anytime soon. As I have written recently here, many 

governments need rates to stay low if the positive impact of the massive fiscal expansion is not to be eroded; and central banks are 

more than willing to assist via asset purchases and policy rates nailed to the floor. The key point for bond investors today is that, while 

overall broad market returns are likely to be lower than in the past, different sectors of the market will offer quite different risk-reward 

characteristics over time. So the diminishing prospective return of a passive allocation to the broad-market should alert investors to the 

need for active styles that embrace the widest possible opportunity set.  

 

What outcomes might today's world of low growth, high debt and low yields foreshadow? Very broadly at least three paths seem 

conceivable; 

 

It could end in the 'Big Crunch'; today's very low levels of growth, but coupled with ever more borrowing, eventually ends in a debt 

deflation spiral. Low inflation or even deflation leads to high real costs of debt servicing causing companies and consumers to default 

on loans and mortgages which have become too large to manage. This in turn leads to pressure on the banking sector, leading to less 

lending and more insolvency in a downward spiral. In this environment cash and high quality government bonds probably outperform 

credit.  

 

On the other hand, a continued expansion of government spending might lead to a 'Big Bang' in inflation which destroys the value of 

debt in real terms but crushes the value of savings with it. This scenario isn't likely over at least the next year or so as the deflationary 

effects of COVID-19 predominate. It will become a much bigger risk if capacity constraints arise in economies where massive fiscal 

spending creates excess demand that ultimately forces up prices. Inflation protected securities could do relatively well here. 

 

Alternatively, we could see the policy-makers preferred 'steady state' outcome. Here the trends of the past 30 years go into reverse; 

global growth rates exceed the rate of expansion of global debt, real growth rates accelerate and inflation goes up – but not too much. 

It's perfectly possible, but it would mark a break in some very well established trends. That said, credit and emerging market bonds 

would be likely winners. 

 

As momentous as it will be, our best estimates for the end of the universe still place it billions of years away. The end of the bond bull 

market is probably rather nearer, even though today it might seem as enduring as time itself. Exactly how and when it will unfold is 

still extremely uncertain. So investors should critically appraise their bond holdings now to ensure they have the 

diversification and flexibility to thrive in what will be a very challenging world! 
 
1 To be fair, theoretical physicists have as many rival theories about the ultimate fate of the universe as  economists have theories about why inflation is  so low; the Big Crunch, the Big Chill, the Big Bounce, the Big  

Rip and the Big Slurp to name but a few. 

2 Source: UBS AM as at 31 July 2020 

 

For further information please contact your client advisor. Investors should not base their investment decisions on this 
marketing material alone.

0

1

2

3

4

5

6

7

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020

Y
ie

ld
 (
%

)

https://www.ubs.com/global/en/asset-management/insights/asset-class-research/fixed-income-research/bondbites.html


4 

 

 

For marketing and information purposes by UBS. For professional clients / qualified / institutional investors only. 

 
This document does not replace portfolio and fund-specific materials. Commentary is at a macro or strategy level and is not with reference to any 
registered or other mutual fund. 

 

Americas 
The views expressed are a general guide to the views of UBS Asset 
Management as of August 2020. The information contained herein should 
not be considered a recommendation to purchase or sell securities or any 
particular strategy or fund. Commentary is at a macro level and is not with 
reference to any investment strategy, product or fund offered by UBS Asset 
Management. The information contained herein does not constitute 
investment research, has not been prepared in line with the requirements 
of any jurisdiction designed to promote the independence of investment 
research and is not subject to any prohibition on dealing ahead of the 
dissemination of investment research. The information and opinions 
contained in this document have been compiled or arrived at based upon 
information obtained from sources believed to be reliable and in good 
faith. All such information and opinions are subject to change without 
notice. Care has been taken to ensure its accuracy but no responsibility is 
accepted for any errors or omissions herein. A number of the comments in 
this document are based on current expectations and are considered 
“forward-looking statements.” Actual future results, however, may prove 
to be different from expectations. The opinions expressed are a reflection 
of UBS Asset Management’s best judgment at the time this document was 
compiled, and any obligation to update or alter forward-looking state- 
ments as a result of new information, future events or otherwise is 
disclaimed. Furthermore, these views are not intended to predict or 
guarantee the future performance of any individual security, asset class or 
market generally, nor are they intended to predict the future performance 
of any UBS Asset Management account, portfolio or fund. 

 
EMEA 
The information and opinions contained in this document have been 
compiled or arrived at based upon information obtained from sources 
believed to be reliable and in good faith, but is not guaranteed as being 
accurate, nor is it a complete statement or summary of the securities, 
markets or developments referred to in the document. UBS AG and / or 
other members of the UBS Group may have a position in and may make a 
purchase and / or sale of any of the securities or other financial instruments 
mentioned in this document. Before investing in a product please read the 
latest prospectus carefully and thoroughly. Units of UBS funds mentioned 
herein may not be eligible for sale in all jurisdictions or to certain categories 
of investors and may not be offered, sold or delivered in the United States. 
The information mentioned herein is not intended to be construed as a 
solicitation or an offer to buy or sell any securities or related financial 
instruments. Past performance is not a reliable indicator of future results. 
The performance shown does not take account of any commissions and 
costs charged when subscribing to and redeeming units. Commissions and 
costs have a negative impact on performance. If the currency of a financial 
product or financial service is different from your reference currency, the 
return can increase or decrease as a result of currency fluctuations. This 
information pays no regard to the specific or future investment objectives, 
financial or tax situation or particular needs of any specific recipient. The 
details and opinions contained in this document are provided by UBS 
without any guarantee or warranty and are for the recipient’s personal use 
and information purposes only. This document may not be reproduced, 
redistributed or republished for any purpose without the written permission 
of UBS AG. This document contains statements that constitute “for- 
ward-looking statements”, including, but not limited to, statements 
relating to our future business development. While these forward-looking 
statements represent our judgments and future expectations concerning 
the development of our business, a number of risks, uncertainties and 
other important factors could cause actual developments and results to 
differ materially from our expectations. 

UK 
Issued in the UK by UBS Asset Management (UK) Ltd. Authorised and 
regulated by the Financial Conduct Authority. 

 
APAC 
This document and its contents have not been reviewed by, delivered to or 
registered with any regulatory or other relevant authority in APAC. This 
document is for informational purposes and should not be construed as an 
offer or invitation to the public, direct or indirect, to buy or sell securities. 
This document is intended for limited distribution and only to the extent 
permitted under applicable laws in your jurisdiction. No representations are 
made with respect to the eligibility of any recipients of this document to 
acquire interests in securities under the laws of your jurisdiction. Using, 
copying, redistributing or republishing any part of this document without 
prior written permission from UBS Asset Management is prohibited. Any 
statements made regarding investment performance objectives, risk and/or 
return targets shall not constitute a representation or warranty that such 
objectives or expectations will be achieved or risks are fully disclosed. The 
information and opinions contained in this document is based upon 
information obtained from sources believed to be reliable and in good faith 
but no responsibility is accepted for any misrepresentation, errors or 
omissions. All such information and opinions are subject to change without 
notice. A number of comments in this document are based on current 
expectations and are considered “forward-looking statements”. Actual 
future results may prove to be different from expectations and any 
unforeseen risk or event may arise in the future. The opinions expressed are 
a reflection of UBS Asset Management’s judgment at the time this 
document is compiled and any obligation to update or alter forward-look- 
ing statements as a result of new information, future events, or otherwise 
is disclaimed. You are advised to exercise caution in relation to this 
document. The information in this document does not constitute advice 
and does not take into consideration your investment objectives, legal, 
financial or tax situation or particular needs in any other respect. Investors 
should be aware that past performance of investment is not necessarily 
indicative of future performance. Potential for profit is accompanied by 
possibility of loss. If you are in any doubt about any of the contents of this 
document, you should obtain independent professional advice. 

 
Australia 

This document is provided by UBS Asset Management (Australia) Ltd, ABN 
31 003 146 290 and AFS License No. 222605. 

 
China 
The securities may not be offered or sold directly or indirectly in the 
People’s Republic of China (the “PRC”). Neither this document or 
information contained or incorporated by reference herein relating to the 
securities, which have not been and will not be submitted to or approved/ 
verified by or registered with the China Securities Regulatory Commission 
(“CSRC”) or other relevant governmental authorities in the PRC pursuant 
to relevant laws and regulations, may be supplied to the public in the PRC 
or used in connection with any offer for the subscription or sale of the 
Securities in the PRC. The securities may only be offered or sold to the PRC 
investors that are authorized to engage in the purchase of Securities of the 
type being offered or sold. PRC investors are responsible for obtaining all 
relevant government regulatory approvals/licenses, verification and/or 
registrations themselves, including, but not limited to, any which may be 
required from the CSRC, the State Administration of Foreign Exchange 
and/or the China Banking Regulatory Commission, and complying with all 
relevant PRC regulations, including, but not limited to, all relevant foreign 
exchange regulations and/or foreign investment regulations. 



 

 

 

 

 

Hong Kong 
This document and its contents have not been reviewed by any regulatory 
authority in Hong Kong. No person may issue any invitation, advertise¬- 
ment or other document relating to the Interests whether in Hong Kong or 
elsewhere, which is directed at, or the contents of which are likely to be 
accessed or read by, the public in Hong Kong (except if permitted to do so 
under the securities laws of Hong Kong) other than with respect to the 
Interests which are or are intended to be disposed of only to persons 
outside Hong Kong or only to “professional investors” within the meaning 
of the Securities and Futures Ordinance (Cap. 571) and the Securities and 
Futures (Professional Investor) Rules made thereunder. 

 
Japan 
This document is for informational purposes only and is not intended as an 
offer or a solicitation to buy or sell any specific financial products, or to 
provide any investment advisory/management services. 

 
Korea 

The securities may not be offered, sold and delivered directly or indirectly, 
or offered or sold to any person for re-offering or resale, directly or indirect- 
ly, in Korea or to any resident of Korea except pursuant to the applicable 
laws and regulations of Korea, including the Capital Market and Financial 
Investment Business Act and the Foreign Exchange Transaction Law of 
Korea, the presidential decrees and regulations thereunder and any other 
applicable laws, regulations or rules of Korea. UBS Asset Management has 
not been registered with the Financial Services Commission of Korea for a 
public offering in Korea nor has it been registered with the Financial 
Services Commission for distribution to non-qualified investors in Korea. 

Taiwan 
This document and its contents have not been reviewed by, delivered 
to or registered with any regulatory or other relevant authority in the 
Republic of China (R.O.C.). This document is for informational 
purposes and should not be construed as an offer or invitation to the 
public, direct or indirect, to buy or sell securities. This document is 
intended for limited distribution and only to the extent permitted 
under applicable laws in the Republic of China (R.O.C.). No 
representations are made with respect to the eligibility of any 
r ecipients of this document to acquire interests in securities under the 
laws of the Republic of China (R.O.C.). 

 
Source for all data and charts (if not indicated otherwise): UBS Asset 
Management. The key symbol and UBS are among the registered and  

 
 
 
 
 
 
 
 
 
 
 
 

  and unregistered trademarks of UBS. 

 
 
 
 
 
 
 
 
 
 
 
 

© UBS 2020. All rights reserved. 
AMMA-3633  02/20 

www.ubs.com/am 

 
For professional / qualified / institutional clients and investors only. 

 
 

 

  

http://www.ubs.com/am

