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Market Ethos 
Bond buyers can be so sensitive 
Summary: There are many buyers of government bonds ranging from 
those big central banks, pensions, insurance companies, regular banks 
and investors (like you and me). The proportions of these cohorts 
change over time for many reasons. Today, we believe the groups 
whose demand is more sensitive to different yields have a larger 
representation. This could limit how far yields may come down, even in a 
recession, as lower yields may see many buyers stop or slow buying. 
We believe the overall elasticity of yield demand has risen.  

Bond yields have certainly moved lower during the past month or two. 
Early May had the 10-year U.S. Treasury yield around 4.75%, down to 
3.9% as of mid-August. The drop in yields can be attributed to a couple 
key factors, softening of economic growth and calming of inflation. The 
same trajectory has been evident with Canadian bond yields. Nothing 
like a little more recession talk to get yields to fall.  
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Soft economic data has been bringing 
yields lower of late

US Yields

Source: Bloomberg, Purpose Investments

The big question is how low will yields go? Naturally a lot depends on 
the data: from no landing, soft landing or hard landing. While we all have 
our views, the economy’s path is uncertain. But there is something we 
do know that may limit how far yields fall, even if the data gets a lot 
worse: who the buyers of bonds are today and their motivation. 

First, let’s talk supply. There is LOTS!!! U.S. Treasury bonds issuance 
runs about $300 billion per month and T-bills at about $1.5 trillion. Of 
course a lot of this issuance is simply previous notes maturing, and in 
most cases investors rolling the proceeds into the next issue. But you 
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have to acknowledge the issuance of Treasuries spiked higher during pandemic, and more recently T-bills have moved 
materially higher. It is the size of the deficit that drives bond issuance above simply rolling maturities. The U.S. deficit is 
forecast to rise from $1.9T in 2024 to $1.94T in 2025, before dropping a bit then moving a lot higher past 2028. I’m sure 
we can all agree, there is no shortage of bonds/bills in the foreseeable future. 

Now to the demand side and this is where things get interesting. There are many holders or buyers of Treasuries 
including households, hedge funds, pensions, insurance companies, the Fed, banks, foreigners, money market funds 
and mutual funds. Some of these buyers are sensitive (elastic) to different bond yields and some are not (inelastic). 
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Lots of bonds/bills to be bought
Monthly Treasury Isssuance T-Bill Auctions

Source: Bloomberg, US Treasury, Purpose Investments

Inelastic demand for yield: For pension and insurance companies it is more about asset/liability matching than the 
specific yield available in the market.  They have a relatively inelastic demand for yield. Or the Fed, QE or QT has never 
been about buying or selling bonds because of the current yield available – completely inelastic. Banks buy treasuries 
often when they have excess capital and not enough demand for lending, not really caring about the level of yield.  

Foreign central banks are an interesting one. The conspiracy folks say other global central banks are trying to diversify 
away from holding U.S. treasuries for political reasons. But most of these holdings are the result of global trade. 
Exporter sends stuff to that hungry U.S. consumer and receives USD back. So they exchange for their local currency at 
their private bank, and now that private banks has USD. They end up exchanging up the line to the central bank of the 
country, which then could sell or simply hold the USD. And holding the USD means buying and holding Treasuries.  

Maybe they want to diversify reserves for political reasons. Or trade flows have gradually adjusted to tariffs and other 
factors, causing less direct export to the U.S. In May 2018, China exported $52 billion of goods to the U.S., in 2024 the 
average has been around $30 billion. When they buy Treasuries they do not care about the level of yield. Their demand 
too is inelastic to yields, now clearly a smaller buyer. 

Elastic demand for yield: Households, money market funds, mutual funds, hedge funds, these are the groups that are 
very interested in what the current yield is. Me, you, clients, investors of all sorts have been attracted of late to investing 
in bonds, HISAs, money market, etc. because the yield available today is higher than it has been in many years. And 
why not. If your bonds can provide a 5-6% return for your portfolio, then you only need a bit more from equities to reach 
that 6-8% return baked into many financial plans. Or if cash can provide 4-5%, that is much more than near zero. Hence 
why the small trickle into cash products has ballooned to a raging river.  
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Inelastic demand for yield: Pensions, insurance companies, the Fed, banks, foreign central banks 

Elastic demand for yield: Households/hedge funds, foreigners, money market funds, mutual funds 

Why should we care as long as someone keeps buying the bonds to keep the government doing what it does? If yields 
fall, say from 4% to 3.5%, some of those elastic buyers may decide that just isn’t attractive enough. Or what happens if 
we reach 3%, or 2.5%? Because more of the current bond buyers are more sensitive to yields, even slowing economic 
growth may not push yields as far down as in the past. The lower yields go, the more buyers start to balk.  
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Since 2009 those inelastic to yields have been the bigger bond 
buyers. This has changed over the past couple years

Inelastic - Elastic Elastic Inelastic

Source: Bloomberg, US Treasury, Purpose Investments

Yields on cash have not come down yet in the U.S., as the Fed has not started to cut. But it is likely coming soon. And 
perhaps that has even been enough as flows into money market funds have slowed; still positive but the raging river 
inflows have slowed to more of gentle river. And with that drop in bond yields over the past few months, the inflows to 
bond funds & ETFs has slowed quickly.     
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After decent inflows during Q1 of 
2024, bond flows have slowed

Bond flows

Source: Bloomberg, ICI, Purpose Investments

Flows have slowed 
after strong Q1
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Final thoughts 

With a higher proportion of bond/bill buyers having a higher elasticity of yield demand, this may result in a shortage of 
buyers should bond/bill yields fall too far. This may dampen how low yields go and also limit how high they could go, as 
higher yields would attract more buyers. Overall, greater elasticity of demand for yield may very well dampen the 
volatility of yield (and the price of course), keeping yields more rangebound than before.   

  



 

 
 

Market Ethos  5 

Source: Charts are sourced to Bloomberg L.P., Purpose Investments Inc., and Richardson Wealth unless otherwise noted. 
 
The contents of this publication were researched, written and produced by Purpose Investments Inc. and are used by Richardson Wealth Limited for information purposes only.  
 
*This report is authored by Craig Basinger, Chief Market Strategist at Purpose Investments Inc. Effective September 1, 2021, Craig Basinger has transitioned to Purpose Investments 
Inc. 
 
Disclaimers 
 
Richardson Wealth Limited  

The opinions expressed in this report are the opinions of the author and readers should not assume they reflect the opinions or recommendations of Richardson Wealth Limited or its 
affiliates. Assumptions, opinions and estimates constitute the author's judgment as of the date of this material and are subject to change without notice. We do not warrant the 
completeness or accuracy of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular 
circumstances and, if necessary, seek professional advice. Past performance is not indicative of future results. The comments contained herein are general in nature and are not intended 
to be, nor should be construed to be, legal or tax advice to any particular individual. Accordingly, individuals should consult their own legal or tax advisors for advice with respect to the 
tax consequences to them. 

Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license. 

Purpose Investments Inc.  

Purpose Investments Inc. is a registered securities entity. Commissions, trailing commissions, management fees and expenses all may be associated with investment funds. Please 
read the prospectus before investing. If the securities are purchased or sold on a stock exchange, you may pay more or receive less than the current net asset value. Investment funds 
are not guaranteed, their values change frequently and past performance may not be repeated.  

Forward Looking Statements 

Forward-looking statements are based on current expectations, estimates, forecasts and projections based on beliefs and assumptions made by author. These statements involve risks 
and uncertainties and are not guarantees of future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and 
actual outcomes and results may differ materially from what is expressed, implied or projected in such forward-looking statements. Assumptions, opinions and estimates constitute the 
author’s judgment as of the date of this material and are subject to change without notice. Neither Purpose Investments nor Richardson Wealth warrant the completeness or accuracy 
of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if 
necessary, seek professional advice. Past performance is not indicative of future results. These estimates and expectations involve risks and uncertainties and are not guarantees of 
future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and actual outcomes and results may differ materially 
from what is expressed, implied or projected in such forward-looking statements.  Unless required by applicable law, it is not undertaken, and specifically disclaimed, that there is any 
intention or obligation to update or revise the forward-looking statements, whether as a result of new information, future events or otherwise.  

Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if necessary, seek professional advice.  

The particulars contained herein were obtained from sources which we believe are reliable but are not guaranteed by us and may be incomplete. This is not an official publication or 
research report of either Richardson Wealth or Purpose Investments, and this is not to be used as a solicitation in any jurisdiction.  

This document is not for public distribution, is for informational purposes only, and is not being delivered to you in the context of an offering of any securities, nor is it a recommendation 
or solicitation to buy, hold or sell any security. 

Richardson Wealth Limited, Member Canadian Investor Protection Fund.  
Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license.  
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