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Our View on Bond Yields and Inflation 
 
In recent weeks, bond yields have been rising. This has provoked concern from investors about the move 
prompting a sell-off in risk assets. Our view is that investors should not be concerned about this – yet. 
 
Equity markets are close to all-time highs. Corporate bond spreads are tight. Return opportunities have 
reduced and the potential for volatility is high as a result. We therefore believe that investors are right to be 
cautious, but volatility should, for the time-being, be seen as an opportunity to add risk. Treasury yields can 
move higher, but will not accelerate from this point to a level where the funding of future growth becomes 
problematic. 
 
The key to this view is our expectations for the future behaviour of the central banks, in combination with 
the fiscal measures of global governments, as we emerge from pandemic lockdowns.  
 
 

The Short Term 
 
Thus far, the reaction from central banks to higher rates has been muted, with only the ECB attempting to 
calm markets with increased bond purchases. There will be more definitive moves toward yield curve 
control if economic growth is threatened by significantly higher yields. So far, this has proved unnecessary. 
Meanwhile, vaccinations are proceeding at pace, with reduced cases of severe symptoms and infection 
rates where the rollout has been successful. Economic growth can be expected to return, so it is only right 
that real yields (which are still negative in the US, let us not forget) move higher.  
 
Steeper yield curves are beneficial for some sectors of the economy – notably banks, whose share prices 
have performed relatively well of late. The recovery will benefit many cyclical sectors of the economy and 
emerging markets also – there are many potential sources of attractive returns, particularly if volatility offers 
good entry points. 
 
With the recovery comes the potential for inflation. US fiscal stimulus in particular is being targeted at lower 
income households whose marginal propensity to consume is high. Demand for goods and services will 
come. However, sustainable, embedded inflation will only occur if we begin to see wage inflation. At 
present, large swathes of the workforce receive government support whilst their ability to work is impaired 
by measures against the spread of Covid-19. It will take time for wage pressure to feed through into a 
workforce that exhibits considerable slack. It will therefore be some time before the Federal Reserve (or 
indeed other central banks) feel the need to control inflation, particularly since they have indicated that they 
are willing to tolerate much higher rates of inflation than are currently discounted by bond yields.  
 
It is therefore unreasonable to expect any interest rate rises from the Federal Reserve or elsewhere in the 
short term. Certainly not this year, and very likely not until late 2022 at the earliest. This view fits the rhetoric 
of the Federal Reserve itself and the future rate expectations of the FOMC members. 



 

 

 

 

 

The Longer Term 
 
Eventually, increased inflation (or, possibly, just inflation expectations) will force the Federal Reserve to 
raise rates. This will likely result in a scenario similar to that seen in 2018, when rate rises impacted the cost 
of funding investments, effectively leading to a margin call on risk. As in 2018, there will likely be significant 
falls in equity markets, with strong correlations to other risk assets. Ironically, such price falls are likely to 
result in outperformance from the long end of yield curves, even as the short end rises. 
 
The Federal Reserve will be understandably reluctant to initiate such a move. However, the longer inflation 
is left to take hold, the longer their rate rises will be perceived to be “behind the curve” and markets will 

price in larger and more rapid hikes in rates, exacerbating the negative implications for risk markets. 
 

 
Summary 
 
For now, investors should be comfortable to hold risk in portfolios – indeed volatility through temporary 
concerns over higher yields should be seen as an opportunity to add risk. 
 
Inflation expectations will rise, but inflation will take time to become truly embedded, especially through 
wage increases, which central banks ultimately want to see. Once inflation does force the Federal 
Reserve’s hand and interest rates start to rise meaningfully, investors will find it increasingly expensive to 
fund risk positions and equity markets in particular will most likely suffer sharp falls. However, this is unlikely 
to happen in the short term, and there are many opportunities to generate attractive levels of return before 
the pain of higher interest rates becomes a reality. 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

SFDR Disclosure 

 

The EU Sustainable Finance Disclosure Regulation (“SFDR”) requires investment firms to formalise how sustainability is 

integrated into their business and processes, and to make new public and client-facing disclosures on sustainability matters. 

The aforementioned disclosures relating to Nomura Asset Management U.K. Limited are published on our website at 

https://www.nomura-asset.co.uk/responsible-investment/esg-sustainable-investment/. Product related disclosures regarding 

Nomura Funds Ireland PLC, its sub-funds can be found in the prospectus. The Nomura Global Dynamic Bond Fund is an Art. 6 

fund according to SFDR.  

 

Disclosures 

 

This information was prepared by Nomura Asset Management U.K. Limited and distributed by Nomura Asset Management 

Europe KVG mbH – UK Branch from sources it reasonably believes to be accurate and is not intended for distribution to or use 

by any person or entity in any jurisdiction or country where such distribution or use would be contrary to law or regulation.  

 

The contents are not intended in any way to indicate or guarantee future investment results as the value of investments may go 

down as well as up.  Values may also be affected by exchange rate movements and investors may not get back the full amount 

originally invested.  Before purchasing any investment fund or product, you should read the related prospectus and/or 

documentation in order to form your own assessment and judgment and, to make an investment decision. This report may not 

be reproduced, distributed or published by any recipient without the written permission of Nomura Asset Management U.K. 

Limited. 

This information is not intended for distribution to or use by any person or entity in any jurisdiction or country where such 

distribution or use would be contrary to law or regulation. Whilst all reasonable steps have been taken to ensure that 

information contained in this document are correct, we do not offer any warranty as to the accuracy or completeness of such 

information. 

 

Furthermore, the contents of this document are not intended in any way to indicate or guarantee future investment results as 

the value of investments may go down as well as up. Securities and derivatives markets are subject to rapid and unexpected 

price movements and you may get back less than you originally invested. Values may also be affected by exchange rate 

movements. 

 

Derivatives such as futures, forward foreign exchange and contracts for difference carry a high level of risk to your capital. A 

key risk of leveraged trading is that if a position moves against you, you can incur additional liabilities far in excess of the initial 

margin deposit. You should ensure that you fully understand the risks involved and if necessary, seek independent advice. 

 

Corporate debt and Emerging Market debt securities carry a degree of default risk – a risk that capital invested will not be 

repaid – and therefore may display higher rates of volatility than developed market sovereign debt. High yield debt carries a 

higher degree of default risk and associated potential volatility. 

 

At times the fund may invest in cash, near cash and / or deposits up to 100% and have derivatives exposures of up to 100% of 

the fund’s assets.  More details of the use of financial derivative techniques are available from the Statement of Risk 

Management Process of Nomura Funds Ireland plc. 

 

The Nomura Funds Ireland Global Dynamic Bond Fund is a sub-fund of Nomura Funds Ireland plc, which is authorised by the 

Central Bank of Ireland as an open-ended umbrella investment company with variable capital and segregated liability between 

its sub-funds, established as an undertaking for Collective Investment in Transferable Securities under the European 

Communities (Undertakings for Collective Investment in Transferable Securities) Regulations 2011.  

 

The shares in the fund have not been and will not be offered for sale in the United States of America, its territories or 

possessions and all areas subject to its jurisdiction, or to United States Persons. This document is not intended in any way to 

indicate or guarantee future investment results as the value of investments may go down as well as up. Values may also be 

affected by exchange rate movements and investors may not get back the full amount originally invested. The fund may invest 

in Emerging Markets and High Yield debt securities which tend to be more volatile than those of more developed capital 

markets or investment grade securities so any investment is at greater risk.  

 

https://www.nomura-asset.co.uk/responsible-investment/esg-sustainable-investment/


 

 

 

Investors in the Nomura Funds Ireland umbrella cannot experience losses greater than the amount invested. At times the fund 

may invest in cash, near cash and / or deposits up to 100% and have derivatives exposures of up to 100% of the fund’s assets. 

More details of the use of financial derivative techniques are available from the Statement of Risk Management Process of 

Nomura Funds Ireland plc. Before purchasing any investment fund or product, you should read the related prospectus and fund 

documentation, including full details of all the risks associated with it, to form your own assessment and judgement on whether 

this investment is suitable in light of your financial knowledge and experience, investment objectives and financial or tax 

situation and whether to obtain specific advice from an investment professional.  

 

The prospectus and Key Investor Information Document are available in English from the Nomura Asset Management U.K. Ltd 

website at www.nomura-asset.co.uk.   

 

Nomura Asset Management U.K. Ltd. is authorised and regulated by the Financial Conduct Authority.  

Nomura Asset Management Europe KVG mbH is authorised and regulated by the Federal Financial Supervisory Authority 

(BaFin). Its UK Branch is also authorised and regulated by the Financial Conduct Authority (FCA). 

http://www.nomura-asset.co.uk/

