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The past year will have left a bitter taste in 
investors’ mouths, with portfolios down 
14.40%, on average, for a balanced profile in 
euro1. But it was the 18%2 decline in bonds 
that really left its mark, with the spectre of 
inflation returning to haunt the markets, 
since inflation is the bond markets’ worst 
enemy. Add to this the rise in key rates and, 
after years of historically low interest rates 
and coupons, all the elements combined to 
deliver the worst year for the asset class in  
a long time.

2023: THE YEAR OF THE BOND MARKET 
REVIVAL 

The brutality of the unique inflationary 
supply shock that we experienced last year 
prompted central banks to drastically alter 
their monetary policies. While the process 
of disinflation seems to be under way in 
the United States, economic activity is also 
beginning to show signs of slowing down.  
Despite this, we expect the hawks will 
remain in the driving seat at the next few 
Federal Open Market Committee (FOMC) 
meetings. 

Sooner or later, however, monetary policy 
will change to the benefit of bond investors. 
Bonds’ risk/return ratio is already looking 
attractive. The stars therefore seem to have 
aligned to make 2023 the year of revival  
for bonds. 

Like equities, bond markets have made a 
strong start to the year. Despite the recent 
rebound, which saw the yield on US 1-10 
year corporate bonds fall from 5.33% to 
4.80% (and the 10y US Treasury from 3.87% 
to 3.40%), the markets still seem attractive 
enough to support a barbell positioning, 
including short-term investment grade 
corporate debt and a long positioning 

on sovereign debt, in anticipation of an 
economic slowdown and a rise in the credit 
risk premium.  As an example, the following 
yields are obtained on 1-3 yr Corporate 
Investment Grade in francs, euros and dollars 
respectively: 1.40%, 3.73% and 4.87%3. 
Such yields have not been seen since 2008. 
It should also be noted that after eight years, 
negative-yielding debt has disappeared  
(except for short Japanese sovereign debt).

After years of disappointing returns, will the 
traditional 60/40 portfolio (which on average 
posted a yield of 8.8% in dollars from 1926 
to 2021) make a comeback? This will depend 
on the direction of inflation over the coming 
quarters. Let’s just say that a multi-asset 
portfolio now makes sense again, and one  
of the priorities of the typical investor will  
be to (re)build a balanced and resilient port-
folio while generating income and staying 
diversified. As for “TINA” (There Is No  
Alternative), it will no longer be invited to  
the great investment ball.
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There are a few caveats, however, as looking 
for opportunities within the bond market is 
never a smooth ride. Due to its complexity 
and certain inconsistencies (such as interest 
rate futures anticipating a relaxation of the 
Fed’s monetary policy this year while the Fed 
insists to the contrary), a systemic risks or 
risk of central bank error does indeed exist. 
To illustrate this, let’s consider two market 
events. First, the debacle of UK debt, whose 
detonator consisted of a good dose of infla-
tion (penalising purchasing power), a dash of 
current account deficit (weakening sterling) 
and was then shaken up with the public 
deficit (reducing the solvency of the national 
debt, which now stands at 100% of GDP). 
The result? The sharpest rise in long-term 
government bond yields on record, with the 
30-year government bond yield rising from 
1% in December 2021 to almost 5% at the 
height of the crisis at the end of September 
2022. As a result, the Bank of England was 
forced to make an urgent decision to commit 
to buying GDP 5 billion in debt per day for 
two weeks. 

To take another example, we can also recall 
the Tequila Crisis: in 1994, Alan Greenspan’s 
pace of raising key rates and tightening  
monetary policy led to a sharp rise in  

long-term rates and severe corrections on 
the bond market. It could be argued that this 
was actually the great economist’s intention: 
to “land” the bond market after excessive 
speculation, even it if meant provoking a 
brutal adjustment. 

One of the main constraints for bond inves-
tors is the difficulty of fully hedging through 
futures, swaps or options because of the 
complexity of managing technical elements 
such as margin calls, total risk budget and 
exposure management.

So much for the risks and constraints; 
as for the prospects mentioned above,  
they are such that bond markets are more 
attractive to investors than they have  
been for decades!
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IMPORTANT INFORMATION - This content is being provided 
by REYL & Cie Ltd or/and its affiliates (hereinafter referred to 
as “REYL”) solely for information purposes and is not intended 
to be a solicitation or offer, recommendation or advice to buy 
or sell interests in any financial instrument mentioned in it, 
to effect any transaction, or to conclude any transaction of 
any kind whatsoever, in particular to any recipient who is not 
a qualified, accredited, eligible professional or institutional 
investor. It is intended for the sole use of the recipient and may 
not be forwarded, printed, downloaded, used or reproduced for 
any other purpose. It is not intended for distribution/offering 
to, or use by, natural or legal persons that are nationals of 
a country or subject to a jurisdiction of which the laws or 
regulations would prohibit such distribution/offering or use. 
Whilst REYL shall use reasonable efforts to obtain information 
from sources which it believes to be reliable, REYL, its directors, 
officers, employees, agents or shareholders assume no liability 
regarding this content and give no warranty as to the accuracy, 
completeness or reliability of any mentioned data and thus 
assume no liability for losses arising from the use of this content. 
The information, opinions and assessments contained in the 
present document shall apply at the time of publication and 
may be revoked or changed without prior notice. This content is 
intended only for recipients who understand and are capable of 
assuming all risks involved. Before entering into any transaction, 
recipients should determine if the relevant financial instrument  
mentioned in the content suits particular circumstances and 
should ensure that they independently assess (together with 
their professional advisers) the specific risks, the legal, tax, 
accounting consequences and eligibility requirements of any 
purchase, holding or sale of financial instruments mentioned 
in the content. REYL, its directors, officers, employees, agents 
or shareholders may from time to time have interests and/
or underwriting commitments in the financial instruments 
described herein. REYL makes no representation as to the 
suitability of the mentioned information, opinions or securities 
and financial instruments. Historical data on the performance 
of the financial instruments or on the underlying assets are no 
indication for future performance. The present content has been 
compiled by a department of REYL which is not an organisa-
tional unit responsible for financial research.REYL is subject 
to distinct regulatory requirements and certain services and/
or financial instruments may not be available in all jurisdictions 
or to all recipient types. Recipients are therefore responsible 
to comply with all applicable laws and regulations. There is 
no intention to offer services and/or financial instruments in 
countries or jurisdictions where such offer would be unlawful 
under the relevant laws and regulations.


