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As bond yields are much higher today than they were only three years ago due to nine Federal Reserve rate 
hikes since the Great Recession, fixed income investors are encouraged by the higher yields that are expected to 
produce higher returns in the future. The Fed’s nine rate hikes, having raised the fed funds rate from the range of 
0.00%–0.25% only three years ago to 2.25%–2.50% today, are expected to provide a general boost to annualized 
bond returns over the next five years.

Our chart of the week looks at the relationship between current yields in the bond markets and the expected future 
annualized returns for the next five years. We focus on the Bloomberg Barclays Aggregate Index (“Agg”) as that is 
the most common bond benchmark used by investors. The chart plots the starting yield of the Agg over the last 
five decades, from the 1970s to today, on the x-axis. The y-axis then shows the corresponding annualized returns of 
the Agg over the next five years.

We can see that there is a very linear relationship: the higher the yields at each starting point, the higher the returns 
for the next five years. As rates declined from the 1980s through the 1990s and 2000s to today in the 2010s, this 
relationship held true. There are a few outliers in the 1970s, however, as the Federal Reserve under Volcker at the 
time hiked rates to counter stagflation. But excluding some of these outliers in the 1970s, the chart shows a very 
strong linear association that higher returns over the next five years are a direct result of higher rates today.

Higher Yields, Higher Returns
BEN MOHR, CFA, SENIOR RESEARCH ANALYST, FIXED INCOME

Chart of the Week

Source: Bloomberg

Higher Agg yields typically lead to higher future 5-year annualized returns
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There are secular forces at play, particularly the rising retirement trend across the world’s most powerful 
economies (Japan, China, U.S., and Europe) that may keep our current low-rate “new neutral” phenomenon 
a persistent reality for some time. However, the countering forces are new technologies that provide for more 
productivity. On the balance, fixed income investors are expected to benefit from generally stronger annualized 
returns over the next five years versus the last 10 years since the Great Recession. 


