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Low for longer, but not lower
 

Yields are likely to remain low but not fall further. We believe a severe economic downturn 
would be needed to push them lower still.

Jörn Wasmund 

Head of Fixed Income/Cash

_ Yields are likely to remain low for longer. Central banks 
have guided the way. Accordingly, we see only a little 
potential upside for most bonds.

_ Should recession fears increase again, yields could fall 

even further.

_ That makes the hunt for yield even more difficult. 
Corporate and emerging-market bonds remain among 
our favorites.
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Last year saw the beginning of something many people 
had started to think would never happen: a turnaround 
in interest rates. What this meant was an end to the 

decade-long downward path for industrialized countries' 
rates. A big factor was certainly the U.S. Federal Reserve (the 
Fed). The Fed raised the key interest rate four times in the 
course of 2018, so that the effective federal funds rate (EFFR) 
rose from 1.4% to 2.4%. 10-year Treasury yields climbed to 
3.26% in October, a level not seen for seven years. Meanwhile, 
2-year yields reached a 10-year high. All this was against the 
backdrop of a U.S. economy that was humming along nicely 
and a distinctly robust labor market, with very low unemploy-
ment. Investors ought perhaps to have been pleased at these 
encouraging signs of returning normality. Instead they were 
nonplussed. The S&P 500 plunged by almost a fifth. "Sure, 
ok, let's have an interest-rate turnaround" seemed to be most 

investors' reaction, "but please let's not overdo it!" Their wor-
ries were understandable. The orders component of the U.S. 
purchasing managers' index fell below the dreaded 50 mark, 
which has happened in every cycle of interest-rate hikes by 
the Fed since the Second World War.
And the end of the decade-long tailwind from ever falling 
interest rates was, after all, a very big deal, implying a major 
change in all global financial markets. A year later, however, 
it all looks like the turnaround was what some might call 
fake news. The 10- and 30-year Treasury yields have tracked 
back down. Yields are once again in their long-term down-
ward channel. We are in fact back right where we started. But 
where are we heading now? If things were to continue along 
this route Treasury yields would have to plunge into nega-
tive territory. Quite a few commentators are now predicting 
exactly that.

All opinions and claims are based upon data on 9/12/19 and may not come to pass. This information is subject to change at any time, based upon economic, market 
and other considerations and should not be construed as a recommendation. Past performance is not indicative of future returns. Forecasts are based on assump-
tions, estimates, opinions and hypothetical models that may prove to be incorrect. DWS Investment GmbH
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MAKING A BOTTOM OR CONTINUING THE TREND?

How likely is it that U.S. rates will go negative? Let's look at 
some pointers. 2-year U.S. yields came very close to the zero 
line in autumn 2011, at 0.14%. 30-year government bonds are 
yielding below 2% percent for the first time in history and the 
U.S. yield curve (spread between 2- and 10-year government 
bonds) has inverted for the first time since 2007. Meanwhile 
real, inflation-adjusted yields in the U.S. are falling again and 
have been negative for almost seven years. 

This summer, however, the real historical landmarks of the 
bond market were found outside the U.S. The yield on 30-year 
Italian government bonds also fell below 2%, and 10-year 
bonds yielded less than 1% for the first time ever. In Germany, 
10-year government bonds closed at -0.71%, the lowest ever, 
and 30-year bonds plunged into negative territory for the first 
time in their history. Thus, for a few weeks, it was impossible 

to buy any German government bonds with a positive yield. 
By late summer, global bonds worth 17 trillion dollars had neg-
ative yields. 

The idea that the decade-long trend will continue and that 
10-year U.S. Treasuries, too, slide into negative territory should 
therefore not be ruled out too quickly. All the more so given 
lingering fears of recession. 

And yet we do not expect the downward trend in yields to 
continue, at least in the next 12 months. On the contrary, we 
expect most yields to track sideways, with a slight upward 
trend. That would not necessarily be a disaster for bonds in 
normal times. But in today’s times, with so many bonds that 
currently yield nothing, it would imply that many bonds pro-
vide investors with negative returns over a 12-month period. 

10-year yields of various countries bonds are surprisingly closely aligned. The long-term downward trend seems intact. Only in the 
U.S. does a bottom seem to be forming.  
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In autumn 2019, it seems that all major central banks will 
continue to relax their monetary policy. We expect the Fed 
to cut interest rates twice in the next twelve months, with 
the first cut in September. As expected, the European Central 
Bank (ECB) opened up its big toolbox on September 12 and 
even gave investors a bit more than they had been expect-
ing: a reduction in the deposit rate from -0.4% to -0.5%, the 
resumption of the bond-purchase program, at a rate of 20 bil-
lion euros per month, and the introduction of a tiering system 
for excess cash in order to give some at least partial relief to 
the banks. That the package has been left open-ended was 
its most dovish surprise: ECB President Mario Draghi may be 
leaving, but his legacy will remain. Other central banks, such 
as in China, Japan and the UK, are also moving towards eas-
ing. Bond markets see that and their reaction is clearly visible 
in the striking decline in yields in recent months. 

What does all this mean for our fixed-income strategy? We 
expect yields to stay low for longer. In their search for positive 
yields, European investors might want to look outside the gov-
ernment bonds of core Europe. Our preferences are for euro 
corporate bonds – investment grade and some high yield. For 
the latter, we prefer issuers with a "B" rating. Those who want 
to stay in government bonds might want to consider moving 
to the periphery. We have lowered our forecast for 10-year Ger-
man government bonds to -0.5%, due to additional purchases 
of government bonds by the ECB and continued demand from 
institutional investors. Expected purchases by the ECB (from 
the new bond-purchase program and from reinvestments of 
maturing securities) will also continue to support Spanish and 
Portuguese bonds. In Italy, the political situation has improved 
a bit but bonds had already amply priced this in – as the halv-
ing of the yield premium over German government bonds 
shows. Our view is that after so much anticipation the risk is 
of disappointment: that is, rising yields of Italian bonds. 

For ever more bond yields, zero is no longer a natural lower limit. More than a quarter of bonds worldwide now have negative 
yields. Most of them are in Japan.  

MORE AND MORE BONDS GO NEGATIVE

*Bloomberg Barclays Global Agg Neg Yielding Debt Market Value
Sources: Bloomberg Finance L.P. as of 9/11/19
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Institutional investors who want to invest in euros could con-
sider looking at another asset class that offers the potential for 
positive returns: illiquid securities for example. They currently 
offer a premium over government securities for those who 
have longer investment horizons and don't require continuous 
tradability. Collateralized loans, in our view, deserve a special 
look as their market in Europe is now quite large. 

Outside the Eurozone – with the exception of Japan – returns 
are still generally positive. In the U.S., we expect 2-year Trea-
suries to yield 1.6% and 10-year government bonds to yield 
1.75% in twelve months' time – not far at all from today's level. 
And so we see the decline in yields as being arrested. Nor do 
we expect the yield curve to remain inverted. We like emerg-
ing-market hard-currency bonds.

Trade-dispute-related risks, however, have increased. The 
intensification of the global trade conflict and the poten-
tial impact of slower growth in export-oriented countries is 

worrying us. But their reasonable valuations are appealing 
and lower U.S. interest rates, a stable U.S. dollar and com-
paratively low government debt are supportive. Attractive 
investment-grade-rated countries and select high-yield oppor-
tunities are among our favorites in this environment. We are 
modestly positive on Turkish government bonds given the 
relatively low level of debt. For both EM- and U.S.-bonds, 
however, European investors are bearing the currency risk.

Despite the euro's weakness against the dollar for more than 
a year now, we are sticking to our 12-month forecast, with the 
euro at 1.15 dollars. The strengths and weaknesses of the two 
currencies in relation to one another look largely balanced. 
Following the decisions of the Fed and the ECB in September, 
we expect the market to see further Fed easing as more likely 
than anything fresh from the ECB under Draghi's successor, 
Christine Lagarde. We continue to regard the yen, particularly 
vis-à-vis the euro, as a currency that investors might want to 
consider moving into in times of higher risk aversion. 

GLOSSARY 

The Bloomberg Barclays Global Agg Neg Yielding Debt Market 
Value Index calculates on a daily basis the value of all outstand-
ing bonds worldwide with a negative yield. 

Collateralized loan obligations (CLOs) are securities backed by 
a pool of debt, such as low-rated corporate loans.

Doves are in favor of an expansive monetary policy.

Emerging markets (EM) are economies not yet fully developed 
in terms of, amongst others, market efficiency and liquidity.

The European Central Bank (ECB) is the central bank for the 
Eurozone.

The Eurozone is formed of 19 European Union member states 
that have adopted the euro as their common currency and 
sole legal tender.

The federal funds rate is the interest rate, set by the Fed, at 
which banks lend money to each other, usually on an overnight 
basis.

A hard currency is any globally traded currency that is conside-
red as historically stable and can be exchanged easily.

Inflation is the rate at which the general level of prices for 
goods and services is rising and, subsequently, purchasing 
power is falling.

Investment grade (IG) refers to a credit rating from a rating 
agency that indicates that a bond has a relatively low risk of 
default.

The Japanese yen (JPY) is the official currency of Japan.

Monetary policy focuses on controlling the supply of money 
with the ulterior motive of price stability, reducing unemploy-
ment, boosting growth, etc. (depending on the central bank's 
mandate).

Periphery countries are less developed than the core countries 
of a specific region. In the Eurozone, the euro periphery consists 
of the economically weaker countries such as Greece, Portugal, 
Italy, Spain and Ireland.

The Purchasing Managers Index (PMI) is an indicator of the 
economic health of the manufacturing sector in a specific 
country or region.
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Important Information – EMEA

The following document is intended as marketing communication.

DWS is the brand name under which DWS Group GmbH & Co. KGaA and its subsidiaries operate their business activities. Clients will be 
provided DWS products or services by one or more legal entities that will be identified to clients pursuant to the contracts, agreements, offering 
materials or other documentation relevant to such products or services.

The information contained in this document does not constitute investment advice.

All statements of opinion reflect the current assessment of DWS Investment GmbH and are subject to change without notice.

Forecasts are not a reliable indicator of future performance. Forecasts are based on assumptions, estimates, opinions and hypothetical 
performance analysis, therefore actual results may vary, perhaps materially, from the results contained here.

Past performance, [actual or simulated], is not a reliable indication of future performance.

The information contained in this document does not constitute a financial analysis but qualifies as marketing communication. This marketing 
communication is neither subject to all legal provisions ensuring the impartiality of financial analysis nor to any prohibition on trading prior to 
the publication of financial analyses.

This document and the information contained herein may only be distributed and published in jurisdictions in which such distribution and 
publication is permissible in accordance with applicable law in those jurisdictions. Direct or indirect distribution of this document is prohibited 
in the USA as well as to or for the account of US persons and persons residing in the USA.

DWS Investment GmbH 2019

Important Information – UK

Issued in the UK by DWS Investments UK Limited. DWS Investments UK Limited is authorised and regulated by the Financial Conduct Authority 
(Registration number 429806).

DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS brand 
are specified in the respective contracts, sales materials and other product information documents. DWS, through DWS Group GmbH & Co. 
KGaA, its affiliated companies and its officers and employees (collectively "DWS") are communicating this document in good faith and on the 

A rating is a standardized assessment of the creditworthiness 
of the issuer and its debt instruments by specialized agencies. 
The main three rating agencies are the Moody's (Aaa over Baa1 
to C, best to worst) , S&P (AAA  over BBB+ to D, best to worst) 
and Fitch (AAA over BBB+ to D, best to worst).

In economics, a real value is adjusted for inflation

A recession is, technically, when an economy contracts for 
two successive quarters but is often used in a looser way to 
indicate declining output.

The S&P 500 is an index that includes 500 leading U.S. com-
panies capturing approximately 80% coverage of available U.S. 
market capitalization.

The spread is the difference between the quoted rates of return 
on two different investments, usually of different credit quality.

A tiering system would set different interest rates for banks' 
deposits at the central bank, depending on the amount.

Treasuries are fixed-interest U.S. government debt securities 
with different maturities: Treasury bills (1 year maximum), Trea-
sury notes (2 to 10 years), Treasury bonds (20 to 30 years) 
and Treasury Inflation Protected Securities (TIPS) (5, 10 and 
30 years).

The U.S. Federal Reserve, often referred to as "the Fed", is the 
central bank of the United States.

A yield curve shows the annualized yields of fixed-income secu-
rities across different contract periods as a curve. When it is 
inverted, bonds with longer maturities have lower yields than 
those with shorter maturities.

A yield-curve inversion is when the yields on bonds with shor-
ter duration are higher than the yields on bonds that have a 
longer duration.
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following basis.

This document is a financial promotion and is for general information purposes only and consequently may not be complete or accurate for your 
specific purposes. It is not intended to be an offer or solicitation, advice or recommendation, or the basis for any contract to purchase or sell any 
security, or other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information contained herein. 
It has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor.

This document does not identify all the risks (direct and indirect) or other considerations which might be material to you when entering into 
a transaction. Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, 
whether the investments and strategies described or provided by DWS, are suitability and appropriate, in light of their particular investment 
needs, objectives and financial circumstances. We assume no responsibility to advise the recipients of this document with regard to changes 
in our views.

We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy, 
completeness or fairness of such information and it should not be relied on as such. DWS has no obligation to update, modify or amend this 
document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set 
forth herein, changes or subsequently becomes inaccurate.

DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding 
the tax consequences on the purchase, ownership, disposal, redemption or transfer of the investments and strategies suggested by DWS. The 
relevant tax laws or regulations of the tax authorities may change at any time. DWS is not responsible for and has no obligation with respect to 
any tax implications on the investment suggested.

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, 
projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author's 
judgment as of the date of this document. Forward looking statements involve significant elements of subjective judgments and analyses and 
changes thereto and/ or consideration of different or additional factors could have a material impact on the results indicated. Therefore, actual 
results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the reasonableness 
or completeness of such forward looking statements or to any other financial information contained in this document.

PAST PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS.

@ DWS 2019

Publisher: DWS Investment GmbH, Mainzer Landstraße 11-17, 60329 Frankfurt am Main, Germany

Important Information – APAC

DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS brand are 
specified in the respective contracts, sales materials and other product information documents.  DWS Group GmbH & Co. KGaA, its affiliated 
companies and its officers and employees (collectively “DWS Group”) are communicating this document in good faith and on the following basis. 

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. Before 
making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the investments 
and strategies described or provided by DWS Group, are appropriate, in light of their particular investment needs, objectives and financial 
circumstances. Furthermore, this document is for information/discussion purposes only and does not constitute an offer, recommendation or 
solicitation to conclude a transaction and should not be treated as giving investment advice.

DWS Group does not give tax or legal advice. Investors should seek advice from their own tax experts and lawyers, in considering investments 
and strategies suggested by DWS Group. Investments with DWS Group are not guaranteed, unless specified.

Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and loss of income and 
principal invested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any point in time. 
Furthermore, substantial fluctuations of the value of the investment are possible even over short periods of time. The terms of any investment will 
be exclusively subject to the detailed provisions, including risk considerations, contained in the offering documents. When making an investment 
decision, you should rely on the final documentation relating to the transaction and not the summary contained herein. Past performance is no 
guarantee of current or future performance. Nothing contained herein shall constitute any representation or warranty as to future performance.

Although the information herein has been obtained from sources believed to be reliable, DWS Group does not guarantee its accuracy, complete-
ness or fairness. No liability for any error or omission is accepted by DWS Group. Opinions and estimates may be changed without notice and 
involve a number of assumptions which may not prove valid. All third party data (such as MSCI, S&P, Dow Jones, FTSE, Bank of America Merrill 
Lynch, Factset & Bloomberg) are copyrighted by and proprietary to the provider. DWS Group or persons associated with it may (i) maintain a 
long or short position in securities referred to herein, or in related futures or options, and (ii) purchase or sell, make a market in, or engage in 
any other transaction involving such securities, and earn brokerage or other compensation.

The document was not produced, reviewed or edited by any research department within DWS Group and is not investment research. Therefore, 
laws and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions expressed 
by other DWS Group departments including research departments. This document may contain forward looking statements. Forward looking 
statements include, but are not limited to assumptions, estimates, projections, opinions, models and hypothetical performance analysis. The 
forward looking statements expressed constitute the author’s judgment as of the date of this material. Forward looking statements involve 
significant elements of subjective judgments and analyses and changes thereto and/or consideration of different or additional factors could 
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have a material impact on the results indicated. Therefore, actual results may vary, perhaps materially, from the results contained herein. No 
representation or warranty is made by DWS Group as to the reasonableness or completeness of such forward looking statements or to any 
other financial information contained herein.

This document may not be reproduced or circulated without DWS Group‘s written authority. The manner of circulation and distribution of this 
document may be restricted by law or regulation in certain countries, including the United States.

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be con-
trary to law or regulation or which would subject DWS Group to any registration or licensing requirement within such jurisdiction not currently 
met within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, 
such restrictions.

Unless notified to the contrary in a particular case, investment instruments are not insured by the Federal Deposit Insurance Corporation (“FDIC”) 
or any other governmental entity, and are not guaranteed by or obligations of DWS Group.

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has not been reviewed by 
the Securities and Futures Commission.

© 2019 DWS Investments Hong Kong Limited

In Singapore, this document is issued by DWS Investments Singapore Limited and the content of this document has not been reviewed by the 
Monetary Authority of Singapore.

© 2019 DWS Investments Singapore Limited

Publisher: DWS Investment GmbH, Mainzer Landstraße 11-17, 60329 Frankfurt am Main, Germany   

CRC 070500 (09/2019)


