
If back in 2009 you would 

have asked me how long 
interest rates would stay at 
these depressed levels, I 
would have answered “not 
long”. And of course, I would 

have been 100% wrong. 

In fact, if you had asked 
the same question of the 
world’s top economists or 
financial prognosticators, 
they too would have guessed 

the answer incorrectly. 

Few would have believed 
that five years after the 
“Great Recession” began 
we’d still be in a period of 
economic limbo. The current 
interest rate environment in 
many countries, Canada in-
cluded, is as low as its been 

in many generations. 

In Canada  the bellweather 
10-year Government of Can-
ada bond is yielding 2.0%. 
By contrast, the 30-year Can-
ada bond yield is 2.55%, or a 
mere 55 basis points more 

for waiting another 20 years. 

In the USA, the 10-year 
Treasury Note yields  2.4% 
while the 30-year Treasury 
Bond yields 3.15%. So you 
earn an extra 75 basis points 

for waiting 20 more years. 

The story is similar in the 
UK with 10-year Gilts yielding 
2.4% and 30-year Gilts at  
2.96%. That’s just 66 basis 

points extra for 20 years.  

In Japan, the yield story is 
far worse and has remained 
so for a great many years. 
The 10-year Japanese Gov-

ernment bond yield is just 
0.52% while the 30-year rate 

sits at 1.64%. Skinny indeed. 

Regardless of where you 
reside in the G7, yields are 
near historic lows. Given in-
flation in these countries is 
around 1 to 2% and individu-
al investors are taxed on in-
terest income received, fixed 
income securities lower your 
overall purchasing power. So 
you might as well forget 
about wealth creation if you 
invest in safe, secure govern-

ment bonds. 

My statement, of course, is 
not entirely true. Most inves-
tors don’t invest in govern-

ment 
bonds 
only. 
They 
also 
invest in 
corpo-
rate 

bonds, mortgage bonds, as-
set backed bonds, real return 
bonds and high yield bonds. 
From a portfolio perspective, 
such a diversified basket of 
securities might yield a return 
of 5%. An aggressive fixed 
income fund might be able to 
earn slightly more (say 6%) 
depending on the securities 
in the fund, the risk taken and 

the degree of trading activity. 

We have reached a point 
where it just doesn’t make 
sense to invest in G7 govern-
ment bonds. This explains 
why the demand for lower 
credits is now soaring. Ar-

gentinian bonds anyone? 

There was a belief that low 
yields would result in inves-
tor exodus fleeing this 
‘financial repression’. Except 
for the institutional world, this 
hasn’t happened. But there 
traditional fixed income are 
being replaced with illiquid 
assets like real estate, infra-

structure or private equity. 

Elsewhere, individuals re-
main content buying safe 
bonds. What might explain 
this phenomenon? Bank of 
Canada Governor Stephen 
Poloz (and others) believe 
the reason has to do with 
aging and demographics. 
The elderly cannot afford to 
take risk so they invest a 
greater portion of their funds 
in safer assets, particularly 

government securities. 

By comparison, stocks 
seem “less risky” than debt, 
but only when viewed over 
10-year increments rather 
than annually. If an investor 
bought stocks at the worst 
possible time just before the 
Oct 1929 crash, he would 
have still earned 3.3% over 
the next 10 years. Compare 

that to gov’t bonds now. 

In my view, two events are 
keeping yields down; low 
inflation and aging popula-
tions in G7 nations. Both 
trends are secular and won’t 
reverse quickly. So yields 
should remain below normal 
levels for a few more years, 
but will rise slowly. That is, 
unless inflation is allowed to 
accelerate. However, I don’t 

believe this will occur.  
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ASI — What we do: 

Alternativ Solution Inc. (ASI) 

offers advice on capital market 

issues for institutional clients 

on an assortment of topics 

ranging from strategy, risk 

management, asset allocation, 

manager selection and manag-

er assessment. Our expertise 

covers both active vs. passive, 

as well as alternative assets. 

The firm also provides advice 

and  education to Boards or 

Trustees.   

ASI is focused on asset and 

liability sides of the pension 

matter. Our main objective is 

to help plans achieve their 

goals.   

Mr. Klar is a faculty member 

at the Schulich School of Busi-

ness and an senior advisor to 

York University’s $1.9 billion 

pension plan. 

....Cheers, GMK 


