
 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

2018 For Investment Professionals 

Ye-olde challenges: 
should investors worry 
about rising yields? 
The rise in yields has accelerated, equity market 
volatility has spiked, and the bond vigilantes are 
stirring. Should we be worried? 

What a difference a new year makes. 

Those hoping for an exciting start to 

2018 have not been disappointed – 

bond yields, particularly in the US, 

have risen sharply in response to the 

greater US fscal stimulus coinciding 

with strong US economic data and 

As discussed in UK yields to stay low?, 

our long-term view is very much that 

the combination of structural forces 

including weak demographics and 

the high debt burden will cap the 

extent to which yields can rise across 

Ben Bennett is the Head of Credit 
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macro strategies 

developed markets, particularly in real 

terms. We also believe that there is 

a signifcant amount of capital, both 

domestic and international, that is 

likely to seek a home in bonds should 

yields remain high. 

Figure 1: Bond buyers beware? The spike in 10-year treasury yield 
sharply rising equity market volatility. 

The rise in yields caught investors’ 
3.0 

attention as it was accompanied by a 

huge spike in equity market volatility 

The market mood darkened in early 

February, with equity markets doing 

an about-turn. Indeed, the rise in 

yields caught investors’ attention not 

just because of the corresponding 

decline in government bond prices, 

but also because it was accompanied 

by a huge spike in equity market 10
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market’s required compensation for 

default and liquidity risk (i.e. corporate 

bond spread) is only modestly higher. Source: LGIM, Bloomberg 
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2018 

HIGHER RATES HAVE ALSO LED 

TO CREDIT MARKET LOSSES 

However, this does not exclude the 

current dynamic of a cyclical rise 

in yields, as tight labour market 

conditions fnally feed through 

into higher wages. Fears of rising 

infation could spread across a 

number of developed markets in the 

coming months, buoyed by robust 

commodity markets. Importantly, 

given the amount of debt in the 

system, any short-term rise in yields 

has the potential to cause signifcant 

volatility in risk assets – as has been 

seen over the past few weeks – and 

we therefore remain cautious on 

global credit markets. 

While they haven’t blinked yet, a 

material and lasting decline in risk 

assets should eventually prompt a 

reversal of recent monetary tightening 

by the major global central banks. 

ANY LONG-TERM DECLINE IN RISK 
ASSETS WOULD LIKELY PROMPT A 

CENTRAL BANK REVERSAL 

With so much debt in the world and 

yields still very low in a historical 

context, there’s a good argument 

that government bonds are the 

world’s biggest bubble. But given the 

serious economic ramifcations of a 

structural rise in yields, we believe 

that policymakers will try everything 

to stop the bubble bursting, and their 

supportive actions usually end up 

infating it even more. 

So while government bond yields 

could continue upwards for now, we 

don’t believe this is the start of a trend 

where they move signifcantly higher. 

Those bond vigilantes may have to 

wait a while yet. 

Important Notice 

Legal & General Investment Management Limited (Company Number: 02091894) is registered in England and Wales and has its registered 
offce at One Coleman Street, London, EC2R 5AA (“LGIM”). 

This publication is designed for our corporate clients and for the use of professional advisers and agents of Legal & General. No responsibility 
can be accepted by Legal & General Investment Management or contributors as a result of content contained in this publication. Specifc 
advice should be taken when dealing with specifc situations. The views expressed in here are not necessarily those of Legal & General 
Investment Management and Legal & General Investment Management may or may not have acted upon them and past performance is not a 
guide to future performance. This document may not be used for the purposes of an offer or solicitation to 

anyone in any jurisdiction in which such offer or solicitation is not authorised or to any person to whom it is unlawful to make such offer or 
solicitation. 

As required under applicable laws Legal & General will record all telephone and electronic communications and conversations with you that 
result or may result in the undertaking of transactions in fnancial instruments on your behalf. Such records will be kept for a period of fve 
years (or up to seven years upon request from the Financial Conduct Authority (or such successor from time to time)) and will be provided to 
you upon request. 

LGIM is authorised and regulated by the Financial Conduct Authority. 


