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Market Ethos 
Let’s talk about yield 

 
In late 2009, Greece came to the market to sell some government 
bonds, and nobody showed up to buy them. Structural issues of the 
eurozone (namely a common currency, common central bank rates and 
divergent fiscal regimes), which had been exacerbated by the global 
financial crisis and falling economic growth, all culminated in the 
European debt crisis that lasted for years. For a while, investors did not 
have confidence they would get their money back from European 
government bonds.  

More recently in October of 2022, the UK passed a budget that included 
too much spending and too many tax cuts, with the obvious implication 
of too much government borrowing ahead. Faith in the pound and gilts 
fell dramatically. 10-year Gilts, which had already experienced rising 
yields from 2% to 3.25% over the previous month, jumped to over 4.5% 
in a matter of a few days. Global inflation was running hot, which didn’t 
help. But the UK is not Greece — it enjoys its own currency, its own 
central bank and is financially much larger and developed. A number of 
levers were pulled and things calmed down. But it did indicate that faith 
in government bonds is not 100%, even for large, developed nations. 
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30-year breached 5%, with cooling GDP 
& inflation? 

Yields (30yr) Inflation (CPI YoY) Nominal GDP (right)

Source: Bloomberg, Purpose Investments

???

Last week, the U.S. 30-year Treasury yield broke through 5%. This level 
had been breached in 2023 (second grey box), but that was when 
nominal GDP was expanding at a robust 6%+ pace. Or the previous 
move up in 30-year yields occurred in 2022 (first grey box) when inflation 
was around 8% and economy growing over 10%. This recent increase in 
long yields is not driven by spiking inflation or an economy heating up, 

https://surveys.campaignbreeze.com/s/9772617f4a874bcad89db07d66bb905669984b44
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it appears to be driven by risk. Risk that the U.S. government may run into financial trouble, making a 30-year hold 
seem a bit too long, or require a bit extra yield to take the risk.  

Concern over the budget making its way through the houses, combined with less enthusiastic international buyers 
following the tariff policy flip- floppery, are adding to the ‘narrative’. Some articles pointed to a drop in the bid-to-cover 
ratio for an auction of 20-year Treasuries. Really? The 20-year is an odd bond, and it dropped from 2.63x subscribed 
to 2.46x.  
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Long Bond yields climbing everywhere
Germany UK Canada US Japan

Source: Bloomberg, Purpose Investments

But these rising long yields are not just an American story. The long-dated bonds for many nations have been rising of 
late, including Canada, UK and Japan. Japan, once the land of no yield, is now getting some yield. Is this evidence that 
debt sustainability has become an issue around the world due to high deficits and high debt levels? Not so fast.  

As we discussed last summer in our Ethos titled ‘Bond buyers can be so sensitive’, the composition of bond buyers has 
changed over the past decade or so. In the 2010s, most bond buyers were what we would call ‘yield insensitive’ or 
inelastic. In the U.S. the Fed was implementing quantitative easing, buying bonds and never caring what the yield was. 
Foreign banks saddled with U.S. dollars from net exports to the U.S. had to convert or park it in Treasuries. Domestic 
banks with too much capital given so much money in the system and not enough loan demand, would park money in 
Treasuries to improve capital ratios. These are inelastic bond buyers, they just don’t care if it yields 1% or 5%.  

However, over the past few years, the above cohort has shrunk in size. Limited growth in global trade has led to less 
buying by foreign banks plus a bit of reluctance to hold as much bank reserves in Treasuries. The Fed is no longer a big 
bond buyer. Domestic banks are not as active as net buyers either. Filling the void has been accomplished by 
households and money market funds, both driven by a typical investor. Investors, like you and me, are yield elastic.  

https://richardsonwealth.com/insights/marketethos/bond-buyers-can-be-so-sensitive/
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Inelastic includes Fed, Banks,
Foreign banks

Elastic includes Households, 
Money Market & Funds

With yield elastic buyers in the driver’s seat, this should help keep yields more rangebound and higher than the 2010s, 
which were dominated by inelastic yield buyers. If yields fall, fewer buyers should limit how low yields move. And if 
yields rise, more buyers may be enticed to do some buying. Overall, this should keep yields more rangebound. And this 
recent increase in yields has enticed more buying. For a more timely reading, the chart below shows the net assets in 
the five biggest U.S. bond ETFs. You may notice the increase over the past few weeks (slope of purple line) as yields 
moved higher — yields are starting to cool a bit.  
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High yields result in more buying
Top 5 Bond ETFs Assets (LS) 10-yr Yield (RS)

Source: Bloomberg, Purpose Investments, ETFs include BND, AGG, VCIT, TLT, SGOV, constant price

In the short term, we are not discounting the impact on bond yields. But should inflation or economic growth change 
direction, that would certainly impact yields. We are also aware the U.S. has enjoyed lower issuance levels over the 
past few months thanks to tax receipts, with issuance (aka supply) increasing in coming months. Or if the market goes 
risk-off for any other reason. However, the impact on yields of any changes in these dynamics will be somewhat muted 
given the elasticity of yield demand by investors.  
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Longer term there is a debt sustainability risk, but this is likely a muted risk today. A high debt to GDP does not beget a 
crisis. More important is the yield environment relative to economic growth. If yields remain higher than growth for an 
extended period, there is greater risk of a crisis. Today, U.S. nominal GDP is growing at 5-6%, still decently higher than 
overall yields.   

 

Final thoughts 

We are not saying bond yields can’t move up from here but if they do, more buyers will likely show up including 
ourselves. This should limit how high yields can climb in the near term and keep them somewhat rangebound. We do 
believe the pace of U.S. deficits is high given the low unemployment and economic growth. But we’re not convinced this 
will lead to runaway yields anytime soon. And should the economy start to cool, yields will likely come down.  

  



 

 
 

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. 
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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. 
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