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SUMMARY

• Surging inflation brought an end to the decade-long era of low bond yields. 

• In the decade ahead, we believe bond yields will not return to the near-zero levels of 
the recent past or see the steady capital appreciation which marked the prior 30 years. 

• Instead, inflation and real yields are more likely to remain closer to their long-term 
averages, supported by central bank policy, changing supply/demand dynamics, and 
the risk that inflation could spike again. 

• Higher nominal and real yields should provide simpler and more secure solutions to 
investor’s fixed income needs, ushering in a new era of opportunities in the asset class. 

In the summer of 2020, 10-year US government bonds offered yields of around 0.5%. By the 
autumn of 2023, they had surged to just under 5.0%.1 In just three years, a decade’s worth of 
investor concern over cheap money, paltry yields, negative interest rates, and the inability 
of central banks to generate inflation had evaporated. Investor appetite for additional yield 
and thus the push to add increasing levels of credit or illiquidity risk to their portfolios also 
evaporated. The decade-long era of low bond yields was suddenly over. 

Much has been written about the attractiveness of current bond yields and the potential for 
strong absolute returns as monetary policy becomes more accommodative. But relatively 
little has been written about the longer-term implications of the sudden lurch out of the 
low yield era. 

Today’s US government bonds pay a positive real (inflation-adjusted) interest rate, have a 
more symmetric risk profile, and can play a wider range of roles and offer more opportunities 
in a diversified portfolio. Bonds are back, not just as a tactical investment in the coming 
quarters, but as a strategic opportunity for investors generally and – for the first time in a 
decade – with renewed purpose for a wide range of institutional investors needing income, 
duration, and diversity. 
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1. St. Louis Fed. The 10-year US Treasury yield on 4 August 2011 was 0.52% and 4.98% on 8 October 
2023. https://fred.stlouisfed.org/series/DGS10/ 
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In the coming months, we will be taking a closer look at the implications of a new era for 
bonds through a series of in-depth articles. Here, we start by placing the end of the age of 
low yields in an historical context and providing broad guidance for managing bond exposure 
in the years ahead. 

BONDS FROM 1981 TO 2021: A TALE OF TWO ERAS 
From 1981 to 2011, a period when actively managed bond investment began and the modern 
idea of holding a diversified portfolio of stocks & bonds became consensus, bond yields rose 
and fell with each economic cycle, but steadily trended lower. 

It was effectively a thirty-year bull market, driven by the elimination of the ‘great inflation’ 
of the 1970s, and encouraged by a range of deflationary trends. The creation of the European 
Union, for example, or the emergence of China as an economic powerhouse and the economic 
integration of emerging market countries more broadly, were all symptoms of globalisation. 
This phenomenon was seen to increase efficiency and productivity. In such an environment, 
steadily declining inflation was a natural consequence. Meanwhile, increasingly more efficient 
financial markets (including the advent of bond trading) and rapid technology gains helped 
push inflation lower around the world. Bond yields, rationally, followed with 10-year Treasury 
yields slowly falling from around 16% in 1981 to just under 2% in 20111, as can be seen in 
Exhibit 1. 

These three decades were, despite short-term rallies and collapses, the golden era for bonds. 
Yields remained relatively high, so income was high, and the march to ever lower yields 
added a compelling dose of capital appreciation throughout each economic cycle. Holding 
lots of bonds in a diversified portfolio became common sense.

Exhibit 1: US Treasury yields are in a new era
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Data as at 15 April 2024. Sources: FactSet, BNP Paribas Asset Management.
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But between 2011 and 2021, both inflation and bond yields began to run out of room to fall. 
Japan was the first economy to reach zero yields, and most economists and market strategists 
(rightly) blamed local factors, especially the country’s deteriorating demographics. Then low 
inflation and lower yields spread across the globe. Numerous theories emerged to explain 
why, with most settling on the idea that we were in a ‘new normal’ and bond yields would 
stay low for the foreseeable future because global deflationary trends were too vast and 
too powerful. A consensus began to emerge that central banks lacked the power to create 
inflation despite them pivoting from lowering interest rates (to below zero i f needed) to 
directly injecting more cash into the financial system through ‘quantitative easing’. 

The challenge for central banks was amplified by the fallout from the 2007-2008 Global 
Financial Crisis. Consumer and corporate sectors were reeling, with both needing to focus 
more on improving their balance sheets than spending or investing. Governments on their 
own balance sheets, were looking to reduce deficits and debt levels at the expense of stimulus 
spending. As such, central banks had to carry the burden of maintaining growth and inflation. 
Perhaps, in hindsight, investors did not give central banks enough credit while giving the 
global deflationary trends too much. 

Throughout this era, investors’ need for income from investments remained unchanged. While 
few contested the idea that bonds still offered diversification benefits – that duration could 
be (and often was) an effective hedge against weak equity markets – the dearth of income 
resulting from low government bond yields became a problem. A furious search for more 
yield drove investors and companies into increasingly riskier fixed income assets, complex 
structured products, or some combination of the two. 

While our description of the last 40 years is a simplification, we believe it is helpful to see 
the current environment in the context of two distinct eras in the modern history of bonds: 
The 1981-2011 bull market, which we call the golden era, and the low yielding ‘lost decade’ 
from 2011 to 2021. As investors consider where bonds go from here, we caution against 
regarding either of these periods as ‘normal’, with bonds necessarily fated to return to one 
or the other in the decade ahead. 

THE PANDEMIC PROVED THAT INFLATION IS STILL POSSIBLE
Today’s higher bond yields are the direct result of inflation rapidly reaching levels unthinkable 
just five years ago and central banks responding with the fastest and most aggressive rate 
hikes in decades. But at the risk of stating the obvious, nothing else has changed. 

Globalisation did not suddenly revert in 2021, the EU didn’t dissolve, technology did not 
abruptly become inefficient or start hindering productivity, none of the oft-cited structural 
factors maintained to be the root causes of structurally low inflation have changed. 

Arguably higher inflation was an inevitable consequence of a decade of extremely 
accommodative monetary policy. The simpler explanation is that inflation surged across 
the globe because of a huge external shock, a shock amplified by a highly intertwined global 
supply chain and a sharp rise in government spending. While supply bottlenecks fuelled cost-
push inflation, unprecedented fiscal stimulus fuelled demand-pull inflation. Under pressure 
to avoid austerity and aid the nation’s recovery, US government spending rose by over 45% 
between 2019 and 2020 alone2, with the bulk going to support consumers and businesses 
through direct cash injections and subsidies, respectively. 

In summary, the emergence of Covid-19 proved that inflation didn’t disappear and can still be 
a significant risk in the developed world. External shocks are unpredictable, and if inflation 
can surge to double digits in an otherwise sanguine 2022, it could do it again. 

2. Fiscaldata.treasury.gov: Total spending rose from USD 5.31 trillion in 2019 to USD 7.72 trillion in 2020 https://
fiscaldata.treasury.gov/americas-finance-guide/federal-spending/#spending-trends-over-time-and-the-us-economy
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THE STRUCTURAL ARGUMENTS FOR HIGH BOND YIELDS
Central banks prefer their economies to have some inflation. It increases consumption, 
helps keeps businesses profitable, allows a ‘normal’ positively sloped yield curve, and 
gives them greater flexibility in managing the economy. The last decade was difficult for 
monetary policymakers, and we believe few want to return to a time of negative home 
mortgage rates, to cite just one example of the extreme measures that were required. As 
such, we believe central banks will be motivated to keep inflation higher than it was in the 
last decade and, thanks to the last decade, they have developed and tested the tools and 
techniques to ensure it does. 

While not a structural factor as much as one that is likely to transcend a few business 
cycles, the era of low interest rates caused fiscal deficits and central bank balance sheets to 
balloon. Both should keep some upward pressure on bond yields until they have improved. 
But that is unlikely to happen quickly. Governments need to rethink their funding strategies 
and implement them in an era of rising populism, not a quick or easy task. 

While the Fed has already begun ‘quantitative tightening’, it still holds assets worth around 
25-30% of US GDP3. According to a study by the central bank’s own economists4, each 1% 
reduction in its balance sheet will add around 10bp of term premium to the 10-year Treasury 
bond. While the study was quick to clarify that there is ‘considerable uncertainty’ in the 
model, the common-sense point remains that increasing the supply of Treasuries will put 
upward pressure on Treasury yields until supply normalises. 

Meanwhile, the long-stable demand dynamic may be shifting. Two of the largest buyers 
of Treasuries over the last decade were China and Japan but they are likely to be less 
enthusiastic to buy Treasuries than they were in the last decade. Japan, the first developed 
economy to try zero percent rates, recently raised rates for the first time in 17 years, while 
China’s days of generating significant excess reserves may be over. China’s economy could 
well resurge over the next business cycle, but it doesn’t seem likely that it will return to 
the demand it sustained during the multi-decade heyday of growth. 

Finally, we now know that a highly synchronised global supply chain makes supply shocks, 
and any consequent inflation, a global problem. For the better part of the last decade, 
markets enjoyed an increasingly efficient supply chain, largely free from external shocks 
or contentious trade policies. However, the pandemic didn’t just rupture that, but has also 
encouraged many companies to build more resilience into their business models. This 
means more duplication in processes, which translates into higher costs. Meanwhile, rising 
populism in many developed countries could portend greater trade disputes, or at least 
greater uncertainty. The world, in short, is vulnerable to inflation shocks and, in our view, 
the risk of another shock is more likely to be increasing than decreasing. 

Geopolitical risk, for example, has been on the rise since Russia invaded Ukraine in 2022 and 
long-smouldering tensions are increasing in Asia (Taiwan) and the Middle East (Israel, the 
Red Sea). Add decarbonisation, climate change, the dominance of giant technology companies, 
artificial intelligence, aging demographics, there is a lot that can go awry. While this may 
not be new, what is new is that the effect can be both more global and more sudden. 

3. As of September 2023. U.S. Federal Reserve, https://www.federalreserve.gov/monetarypolicy/November-2023-
Federal-Reserve-Balance-Sheet-Developments.htm

4. https://www.federalreserve.gov/econres/notes/feds-notes/substitutability-between-balance-sheet-reductions-and-
policy-rate-hikes-some-illustrations-20220603.html
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BUILDING BOND PORTFOLIOS FOR A NEW ERA
In our view, the guiding assumptions about the role of bonds in a diversified portfolio of the 
last 10 years, and the 30 years before that, need to be re-evaluated. Put simply, what is an 
optimal exposure to bonds when yields are not in either a multi-decade downtrend or low 
and going nowhere? 

The answer, in our view, is surprisingly simple once one accepts that bonds will not deliver 
steady capital appreciation nor that yields are fated to trade near or through zero. Instead, 
bonds in the coming decade may finally be more akin to the textbook ‘normal’: they will 
be securities that offer a positive real yield that will rise and fall with the economic cycle, 
while providing diversification from equities. 

Moreover, if we are roughly right that central banks have an interest in, and the means to, 
keep inflation positive, and markets will see the risk of inflation spikes from external shocks 
as a viable threat, real rates could remain positive for the foreseeable future. As such, the 
broad universe of bonds can again provide real income: To investors, but also to savers and 
asset-liability managers such as pension funds and insurance companies. It may no longer 
be necessary for all of these groups to aggressively take on additional credit or illiquidity 
risk to earn reasonable real income. 

While the yield curves of major developed countries are not yet upwardly sloped, we expect 
them to eventually steepen as the need for restrictive monetary policy fades. As such, 
investors could again gain the benefit of ‘roll down’ – the capital appreciation earned as the 
maturity of bonds shortens over time and thus their yields must rally to match the lower 
yields of shorter-dated notes. While the economic cycle will cause the benefits of roll down 
to ebb and flow, the opportunity should give investors and active managers another tool for 
improving bond returns in the years ahead. 

But in the end, the outlook for bonds in the new era may be simpler than all the above. 
One constant through both the golden era and the lost decade – that we do not expect to 
change in the decade ahead – has been that the current yield on a bond is generally the 
best determinant of its future returns for the length of the bond. With 10-year Treasury 
bonds currently yielding around 4.60%, they may be as compelling for long-term (10-year) 
investment as they are for short-term investment. Even when accounting for volatility around 
the long-term mean expected return, we believe long-term annual returns of over 4% are 
compelling for a ‘risk-free’ government bond exposure. 
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Exhibit 2: Treasury yields are attractive again
Asset class yield (dividend yield for equities)
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Data as at 15 April 2024. Sources: FactSet, BNP Paribas Asset Management.

THRIVING IN THE NEW ERA
The ‘new normal’ for bonds is yet to be determined, but we believe it will feature higher 
average yields than the last decade and lack the steady capital appreciation of the prior 
30 years. While markets and strategists have recently been focused on the short-term 
opportunities in bonds, we believe a more significant point is at risk of being lost: Many 
of us have spent the last decade thinking that central banks are entities which struggle 
to create inflation. Today, we think investors should start thinking about central banks as 
entities which could, once again, manage the level of inflation. 

To the extent that we are right, a surprisingly wide range of investor types may be able to 
find far more conventional means to address the needs that the low-yield era forced them 
to tackle by taking greater risk. 

In the coming months, we will communicate on some of the key investment challenges, 
concerns, and questions and tackle how to best position an allocation to Fixed Income in this 
new environment. Some of the topics we are working on include: How have optimal stock/
bond allocations changed? How has the case for active management of bonds evolved? How 
should duration and asset-liability management change in a higher-yield world? 

With bond experts spanning countries, asset classes and sectors across the entire capital 
structure, as well as our expertise in direct bond investments, derivatives, and structured 
products, at BNP Paribas Asset Management, we believe we are well positioned to guide 
investors through this new era.

https://www.bnpparibas-am.com/en-gb/professional-investor/capabilities/fixed-income-6/
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BNP PARIBAS ASSET MANAGEMENT Europe, “the investment management company”, is a simplified 
joint stock company with its registered office at 1 boulevard Haussmann 75009 Paris, France, RCS Paris 
319 378 832, registered with the “Autorité des marchés financiers” under number GP 96002. 
This material is issued and has been prepared by the investment management company.
This material is produced for information purposes only and does not constitute:
1. an offer to buy nor a solicitation to sell, nor shall it form the basis of or be relied upon in connection 
with any contract or commitment whatsoever or
2. investment advice.
Opinions included in this material constitute the judgement of the investment management company at 
the time specified and may be subject to change without notice. The investment management company 
is not obliged to update or alter the information or opinions contained within this material. Investors 
should consult their own legal and tax advisors in respect of legal, accounting, domicile and tax advice 
prior to investing in the financial instrument(s) in order to make an independent determination of 
the suitability and consequences of an investment therein, if permitted. Please note that different 
types of investments, if contained within this material, involve varying degrees of risk and there can 
be no assurance that any specific investment may either be suitable, appropriate or profitable for an 
investor’s investment portfolio.
Given the economic and market risks, there can be no assurance that the financial instrument(s) will 
achieve its/their investment objectives. Returns may be affected by, amongst other things, investment 
strategies or objectives of the financial instrument(s) and material market and economic conditions, 
including interest rates, market terms and general market conditions. The different strategies applied 
to the financial instruments may have a significant effect on the results portrayed in this material.
All information referred to in the present document is available on www.bnpparibas-am.com 

https://www.linkedin.com/company/bnp-paribas-asset-management
https://www.bnpparibas-am.com
https://viewpoint.bnpparibas-am.com/  
http://youtube.com/c/BNPPAM

https://www.twitter.com/BNPPAM_Com
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