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Over the past two years, rapidly rising interest rates have led to disappointing returns for bonds. We 
believe that the pain of this repricing is now mostly behind us. The backdrop for bonds is now the most 
attractive it has been in decades. The reasons for our positive outlook?

1. An intense tightening of monetary 
policy, including sharply rising 
short-term interest rates, is now 
behind us.

2. Bond yields and 
valuations are attractive.

3. The risk/reward for  
bonds is compelling.

We’ve already started to see a shift in the bond market in the last two months of 2023. U.S.  
10-year bond yields have fallen over 1% since their October highs. Despite this rally, we still believe  
the case for bonds remains favourable in the quarters ahead. Overall, for investors who left risk assets 
or those carrying large cash balances, the current environment provides an attractive opportunity to 
invest some of that money in bonds. 

We examined prior times the Bank of Canada reached peak 
overnight rates to see what this could mean for fixed income 
investors. We looked at two elements:

1. What happened to fixed income returns in the 12-month 
period following the last rate hike? 

2. How did bond returns compare to short-term investments 
like GICs (Guaranteed Investment Certificates), which have 
become increasingly popular over the last two years? 

Peak rates present an opportunity for fixed income 
investors
Since March 2022, developed market (DM) central banks 
have been raising short-term rates. However, this trend has 
shifted over the last few months. Many DM central banks 
have paused their rate hiking, while leaving the door open for 
future increases, if required. Others have suggested their next 
move may be to cut rates rather than hike. It is reasonable to 
assume that short-term interest rates are at or close to their 
peak for the current cycle. 



As Exhibit 1 shows, returns, both relative and absolute, have 
historically been very attractive for fixed income investors 
during the first year following the final hike in short-term 
interest rates. 

1. On average, bonds have returned 8.4% in the year 
following the last rate hike, while GICs have returned 3.3%. 

2. Bonds outperformed in all instances, by an average of 5%. 

3. When short-term cash savings rates were as high as they 
are today, bonds outperformed, though occasionally by a 
smaller margin. 

4. Interestingly, these fixed income returns are not front-
loaded. They are spread rather evenly over the next  
12 months.

Looking back through history, the period following the last 
rate hike has been a favourable environment for bonds.

Valuations look attractive
RBC GAM developed a valuation framework to analyze where 
bonds yields are trading relative to where they should be 
based on inflation and real rates. Exhibit 2 looks at this for 
the Canadian bond market. By this measure, bond yields 
have been overvalued for much of the last two decades. 
However, this shifted as rates have risen recently. The model 
now shows that Canadian bond yields are the most attractive 
they’ve been from a valuation perspective in many years. This 
valuation story is also true for most global bond markets, 
including the U.S. and Europe.

The risk/reward story looks compelling
Over the coming year, our base case expectation is for 
interest rates to fall as inflation continues to cool and 
economic growth slows. However, there is still a risk that 
inflation doesn’t return to central bank targets, which could 
push bond yields higher. Yet even if yields were to continue 
to rise from here, the downside risk looks lower than in the 
recent past. 

An example of this is shown in Exhibit 3. This chart illustrates 
the one-year return that a 10-year U.S. Treasury bond would 
provide if yields fall (yellow line) or rise (blue line) by 1% going 
back to 1960. Two time periods stand out:

	§ 2020: bond yields reached their all-time lows in the 
summer. At that time a drop in yields of 1% would lead to a 
potential return of 9.3%. If they rose by the same amount, 
the expected loss was 8.7%. In other words, the upside or 
downside from bonds was about the same. 

Exhibit 1: One-year returns show bonds outperform 
following the last hike by Bank of Canada
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Exhibit 2: Canada bond market valuation 
10-year government bond yield relative to equilibrium
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Exhibit 3: U.S. 10-year Treasury Bond  
Total returns given +/- 1% shift in yields over 1-year
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	§ Today: fast forward to today, this story looks a lot different. 
Based on current levels, if bond yields were to fall by 1% 
over the next year, the expected total return would be 12.5%. 
If bond yields rose by the same amount, the expected loss 
would be 4.0%, a much milder loss than the 2020 results.

This suggests that the risk is heavily skewed towards positive 
outcomes. The downside risk is significantly lower now than 
it was back in 2020, while the upside risk for bonds also looks 
more attractive. This, combined with our view that we’re more 
likely to see yields fall over the coming year, provides an 
attractive risk/reward set-up for bonds.

A final word
As we’ve discussed above, at RBC GAM we believe that the 
major valuation risk for bonds is now mostly behind us. Even 
with the recent rally, bonds are the most attractive they’ve 
been in decades and the backdrop is skewed to the upside. 
For example, a move in the U.S. 10-year yield towards 3.5% 
over the next 12 months could still generate total returns in 
the high single digits (Exhibit 4).

After years of below-average bond yields, they are now well 
within their normal range of the past 150 years. At these 
higher yield levels, bonds can once again be a good source 
of income and offer the potential for capital gains should 
yields fall from today’s levels. The importance of bonds within 
portfolio construction is once again evident. 

Exhibit 4: U.S. 10-year bond yield

0

2

4

6

8

10

12

14

1870 1885 1900 1915 1930 1945 1960 1975 1990 2005 2020

%

50 Years 45 Years

Last plot: 3.88%Range: 3% – 5% Range: 2% – 5%

Note: As of December 31, 2023. Source: RBC GAM

New Year insights: is it time to get on the bond-wagon?

3



New Year iNsights-is it time to get oN the boNd-wagoN 01/09/2024

(01/2024)

Disclosure

This document is provided by RBC Global Asset Management (RBC GAM) for informational purposes only and may 
not be reproduced, distributed or published without the written consent of RBC GAM or its affiliated entities listed 
herein. This document does not constitute an offer or a solicitation to buy or to sell any security, product or service 
in any jurisdiction; nor is it intended to provide investment, financial, legal, accounting, tax, or other advice and such 
information should not be relied or acted upon for providing such advice. This document is not available for distribution 
to investors in jurisdictions where such distribution would be prohibited.

RBC GAM is the asset management division of Royal Bank of Canada (RBC) which includes RBC Global Asset 
Management Inc., RBC Global Asset Management (U.S.) Inc., RBC Global Asset Management (UK) Limited, and RBC 
Global Asset Management (Asia) Limited, which are separate, but affiliated subsidiaries of RBC.

In Canada, this document is provided by RBC Global Asset Management Inc. (including PH&N Institutional) which is 
regulated by each provincial and territorial securities commission with which it is registered. In the United States, this 
document is provided by RBC Global Asset Management (U.S.) Inc., a federally registered investment adviser. In Europe 
this document is provided by RBC Global Asset Management (UK) Limited, which is authorised and regulated by the UK 
Financial Conduct Authority. In Asia, this document is provided by RBC Global Asset Management (Asia) Limited, which 
is registered with the Securities and Futures Commission (SFC) in Hong Kong.

Additional information about RBC GAM may be found at www.rbcgam.com.

This document has not been reviewed by, and is not registered with any securities or other regulatory authority, and 
may, where appropriate and permissible, be distributed by the above-listed entities in their respective jurisdictions. 

Any investment and economic outlook information contained in this document has been compiled by RBC GAM from 
various sources. Information obtained from third parties is believed to be reliable, but no representation or warranty, 
express or implied, is made by RBC GAM, its affiliates or any other person as to its accuracy, completeness or 
correctness. RBC GAM and its affiliates assume no responsibility for any errors or omissions.

Opinions contained herein reflect the judgment and thought leadership of RBC GAM and are subject to change at any 
time. Such opinions are for informational purposes only and are not intended to be investment or financial advice 
and should not be relied or acted upon for providing such advice. RBC GAM does not undertake any obligation or 
responsibility to update such opinions. 

RBC GAM reserves the right at any time and without notice to change, amend or cease publication of this information.

Past performance is not indicative of future results. With all investments there is a risk of loss of all or a portion of 
the amount invested. Where return estimates are shown, these are provided for illustrative purposes only and should 
not be construed as a prediction of returns; actual returns may be higher or lower than those shown and may vary 
substantially, especially over shorter time periods. It is not possible to invest directly in an index.

Some of the statements contained in this document may be considered forward-looking statements which provide 
current expectations or forecasts of future results or events. Forward-looking statements are not guarantees of future 
performance or events and involve risks and uncertainties. Do not place undue reliance on these statements because 
actual results or events may differ materially from those described in such forward-looking statements as a result of 
various factors. Before making any investment decisions, we encourage you to consider all relevant factors carefully.

® / TM Trademark(s) of Royal Bank of Canada. Used under licence.  
© RBC Global Asset Management Inc. 2024

Publication date: January 2024

http://www.rbcgam.com. 



Accessibility Report


		Filename: 

		New Year insights-is it time to get on the bond-wagon-a.pdf




		Report created by: 

		

		Organization: 

		RBC GAM




 [Personal and organization information from the Preferences > Identity dialog.]


Summary


The checker found no problems in this document.


		Needs manual check: 0

		Passed manually: 2

		Failed manually: 0

		Skipped: 1

		Passed: 29

		Failed: 0




Detailed Report


		Document



		Rule Name		Status		Description

		Accessibility permission flag		Passed		Accessibility permission flag must be set

		Image-only PDF		Passed		Document is not image-only PDF

		Tagged PDF		Passed		Document is tagged PDF

		Logical Reading Order		Passed manually		Document structure provides a logical reading order

		Primary language		Passed		Text language is specified

		Title		Passed		Document title is showing in title bar

		Bookmarks		Passed		Bookmarks are present in large documents

		Color contrast		Passed manually		Document has appropriate color contrast

		Page Content



		Rule Name		Status		Description

		Tagged content		Passed		All page content is tagged

		Tagged annotations		Skipped		All annotations are tagged

		Tab order		Passed		Tab order is consistent with structure order

		Character encoding		Passed		Reliable character encoding is provided

		Tagged multimedia		Passed		All multimedia objects are tagged

		Screen flicker		Passed		Page will not cause screen flicker

		Scripts		Passed		No inaccessible scripts

		Timed responses		Passed		Page does not require timed responses

		Navigation links		Passed		Navigation links are not repetitive

		Forms



		Rule Name		Status		Description

		Tagged form fields		Passed		All form fields are tagged

		Field descriptions		Passed		All form fields have description

		Alternate Text



		Rule Name		Status		Description

		Figures alternate text		Passed		Figures require alternate text

		Nested alternate text		Passed		Alternate text that will never be read

		Associated with content		Passed		Alternate text must be associated with some content

		Hides annotation		Passed		Alternate text should not hide annotation

		Other elements alternate text		Passed		Other elements that require alternate text

		Tables



		Rule Name		Status		Description

		Rows		Passed		TR must be a child of Table, THead, TBody, or TFoot

		TH and TD		Passed		TH and TD must be children of TR

		Headers		Passed		Tables should have headers

		Regularity		Passed		Tables must contain the same number of columns in each row and rows in each column

		Summary		Passed		Tables must have a summary

		Lists



		Rule Name		Status		Description

		List items		Passed		LI must be a child of L

		Lbl and LBody		Passed		Lbl and LBody must be children of LI

		Headings



		Rule Name		Status		Description

		Appropriate nesting		Passed		Appropriate nesting






Back to Top
