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What’s next for bonds? 
 
 
 
 
 
James Mashiter, CFA, Portfolio Manager, Global Investment-Grade Fixed Income. 

 

We believe that investment-grade bonds play an important role in 
diversified portfolios. Today, their appeal as income generators and risk-
asset diversifiers that are typically less volatile than equities is underscored 
by recent equity-market strength that may be hard to sustain and positive 
real yields that can help cushion investors against further inflation 
surprises.  

 

Potential tailwinds and headwinds  
In late October 2023, we wrote that the risk-reward tradeoff for bond investors had likely improved. The brutal 
repricing of interest-rate risk in 2022-2023 meant that investors’ forward-looking total returns could now at least be 
protected somewhat by a decent yield cushion should inflation pressures remain stickier for longer. From November 
1, 2023 to December 31, 2024 the Bloomberg Global Aggregate Index returned a healthy 7.6% (unhedged).1 The 
Bloomberg U.S. Aggregate and Euro Aggregate Indexes, meanwhile, delivered returns of 9.9% and 8.9%, respectively, 
over the same period. 

Of course, equities have delivered far superior returns over the same period, with the MSCI World Index registering 
an approximate 38% gain—but that would miss the point. Our premise in October 2023 was that if global growth 
slowed (or worse) in 2024, then bonds could do very well playing their role as protection in a multi-asset portfolio. If, 
however, there were upside surprises to growth and/or if inflation remained stubbornly high (which has already 
somewhat transpired), investors at least had a meaningful yield cushion to protect total returns.  

Looking at the asset class in more detail, credit-sensitive sectors outperformed thanks to continued spread 
compression as the U.S. economy and labor market continued to perform well despite elevated interest rates, U.S. 
election uncertainty and a fragile geopolitical backdrop. 

 

 
1The return would have been higher still but for the strength of the U.S. dollar over the period. 
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Exhibit 1: The risk-reward on bonds has improved in recent years 

Source: Bloomberg, Barclays Live data. Uses month-end data points from January 1990 – December 2024. 

What are the prospects for the asset class in 2025? As a first point of reference, we like to look at the yield-to-worst 
(YTW)/duration ratio on the Bloomberg Global Aggregate Index; this provides a useful value gauge of how fixed-
income investors are compensated for taking on duration (interest-rate) risk. The higher the ratio, the further yields 
have to rise before investors experience a negative return. Unsurprisingly, a higher YTW/duration ratio tends to result 
in better forward-looking returns. The ratio of 0.56 as of December 31, 2024, while slightly lower than it was in 
October 2023, is still at a similar level to early 2010. Bonds went on to deliver decent returns in the decade that 
followed. 

Exhibit 2: Improved prospects for forward-looking returns 

Source: Bloomberg, Barclays Live data. January 1990 – December 2024. BGAI is the Bloomberg Global Aggregate Index. 

Does this mean that the risk-reward on investment-grade bonds remains attractive?  

We have long been of the opinion that the exceptionally low yield environment of the 2010s—a product of 
“lowflation”—was an aberration spurred by quantitative easing and other unconventional monetary policies. 
Anchored inflation expectations and China’s accession into the World Trade Organization in 2001 helped provide 
bonds with a structural disinflationary tailwind over the two decades that followed. However, the geopolitical 
landscape has clearly shifted in recent years. Moreover, protectionist policies seem to resonate with voters as tariffs 
are back in vogue. This may make central bankers’ task of returning inflation back to 2% more challenging.  
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Exhibit 3: The case for and against bonds in 2025. 

Bond-market outlook 
Positives Negatives 

Traditionally a diversifier to risk assets Fiscal overhang and potential government-supply indigestion 
All-in yields are reasonably attractive Credit spreads are tight 
Real yields remain positive in most markets Inflation still above central banks’ targets 
Hedge against disinflationary slowdown Trump administration’s policies may prove inflationary 
Attractive pockets of value within fixed income  
Multiple central banks are in a rate-cutting cycle  

It is also concerning that the U.S. is running a budget deficit of 6% or more at a time when the economy is 
performing well and the unemployment rate is low by historical standards. An economic slowdown or recession 
would likely see the budget deficit rise further as tax receipts shrink and government transfers rise. To be sure, the 
U.S. is in the enviable position of having the world’s reserve currency and an economy that is outperforming its 
peers. However, bond vigilantes remain alive and well—think eurozone debt crisis in 2011-12, the U.K. in 2022, and 
more recently France—and could even hold the U.S.’s feet to the fire if Uncle Sam starts to abuse its fiscal position. 

Despite potential near-term risks, we remain positive on bonds. 

Following a prolonged period of financial repression in the 2010s, when real yields were negative, most developed 
sovereign bond markets now offer a positive real return. The 10-year real yield in the U.S., for example, is currently at 
2.2% (as of December 31, 2024).  

Moreover, fixed income is a heterogeneous and complex asset class that provides opportunities for skillful active 
managers. We see one such opportunity in local-currency emerging-market debt, where real yields in a number of 
markets are in mid-single digits. Emerging market debt is naturally more volatile than G72 bonds , and it is 
recognized that Trump’s “America First” policy will present challenges to some of these (as well as some developed) 
countries. Nonetheless, real yields at these levels represent attractive value for investors with a medium-to-long-term 
investment horizon.  

Elsewhere, in the sterling fixed-income space, unrated senior secured bonds also remain a favoured play in our 
portfolios. These bonds typically offer higher yields than generic corporate bonds because of complexity and 
illiquidity premiums, even though they are often higher credit quality and backed by contractual cash flows. 

However, there are also risks. Whereas 2% was a generally a ceiling for inflation in the last decade, it could now be a 
floor, which may limit the extent to which central banks are able to cut interest rates. In addition, fiscal profligacy 
remains a concern—not least in the U.S.—which we expect to be reflected in higher future term premia.  

What does this mean for investors?  

Our managers are cautious about owning long-dated bonds, instead preferring short-to-intermediate-duration 
securities. Corporate credit spreads, meanwhile, are now trading at relatively tight levels, limiting the potential for 
further compression. Accordingly, our managers are also wary about extending too far down the credit-quality 
spectrum and assuming too much spread-duration risk, notwithstanding the still reasonably attractive all-in yields. 

In short, we believe that investors should remain committed to the asset class, but be selective in their exposures. 
Active managers should be well positioned to take advantage of value opportunities arising from any volatility-led 
market dislocations. 

 

 

 
2The G7 countries include the U.S., UK, Canada, Italy, France, Japan, and Germany. 



©2025 SEI®                                            For investment processional use only. 

 All returns in U.S. dollars unless otherwise noted.  4 

Important information  

This material represents an assessment of the market environment at a specific point in time and is not intended to be a forecast 
of future events or a guarantee of future results. All information as of the date indicated.  There are risks involved with investing, 
including possible loss of principal. This information should not be relied upon by the reader as research or investment advice, 
(unless you have otherwise separately entered into a written agreement with SEI for the provision of investment advice) nor 
should it be construed as a recommendation to purchase or sell a security. The reader should consult with their financial 
professional for more information. 

Statements that are not factual in nature, including opinions, projections and estimates, assume certain economic conditions and 
industry developments and constitute only current opinions that are subject to change without notice.  Nothing herein is 
intended to be a forecast of future events, or a guarantee of future results.   

Certain economic and market information contained herein has been obtained from published sources prepared by other parties, 
which in certain cases have not been updated through the date hereof.  While such sources are believed to be reliable, neither SEI 
nor its affiliates assumes any responsibility for the accuracy or completeness of such information and such information has not 
been independently verified by SEI.  

There are risks involved with investing, including loss of principal. The value of an investment and any income from it can go 
down as well as up. Investors may get back less than the original amount invested. Returns may increase or decrease as a result of 
currency fluctuations. Past performance is not a reliable indicator of future results. Investment may not be suitable for everyone. 

This material is not directed to any persons where (by reason of that person's nationality, residence or otherwise) the publication 
or availability of this material is prohibited. Persons in respect of whom such prohibitions apply must not rely on this information 
in any respect whatsoever. 

The information contained herein is for general and educational information purposes only and is not intended to constitute 
legal, tax, accounting, securities, research or investment advice regarding the strategies or any security in particular, nor an 
opinion regarding the appropriateness of any investment. This information should not be construed as a recommendation to 
purchase or sell a security, derivative or futures contract. You should not act or rely on the information contained herein without 
obtaining specific legal, tax, accounting and investment advice from an investment professional. 

Information in the U.S. is provided by SEI Investments Management Corporation (SIMC), a wholly owned subsidiary of SEI 
Investments Company (SEI). 

Information provided in Canada by SEI Investments Canada Company, the Manager of the SEI Funds in Canada. 

Information issued in the UK by SEI Investments (Europe) Limited, 1st Floor, Alphabeta, 14-18 Finsbury Square, London EC2A 1BR 
which is authorised and regulated by the Financial Conduct Authority. Investments in SEI Funds are generally medium- to long-
term investments.  

This document has not been registered by the Registrar of Companies in Hong Kong. In addition, this document may not be 
issued or possessed for the purposes of issue, whether in Hong Kong or elsewhere, and the Shares may not be disposed of to any 
person unless such person is outside Hong Kong, such person is a “professional investor” as defined in the Ordinance and any 
rules made under the Ordinance or as otherwise may be permitted by the Ordinance. 

The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise 
caution in relation to the offer. If you are in any doubt about any of the contents of this document, you should obtain 
independent professional advice. 

This information is made available in Latin America and the Middle East FOR PROFESSIONAL (non-retail) USE ONLY by SIEL.  

Any questions you may have in relation to its contents should solely be directed to your Distributor. If you do not know who your 
Distributor is, then you cannot rely on any part of this document in any respect whatsoever.  

Issued in South Africa by SEI Investment (South Africa) (Pty) Limited FSP No. 13186 which is a financial services provider 
authorised and regulated by the Financial Sector Conduct Authority (FSCA). Registered office: 3 Melrose Boulevard, 1st Floor, 
Melrose Arch 2196, Johannesburg, South Africa. 

SIEL is not licensed under Israel’s Regulation of Investment Advising, Investment Marketing and Portfolio Management Law, 5755-
1995 (the “Advice Law”) and does not carry insurance pursuant to the Advice Law. No action has been or will be taken in Israel 
that would permit a public offering or distribution of the SEI Funds mentioned in this email to the public in Israel. This document 
and any of the SEI Funds mentioned herein have not been approved by the Israeli Securities Authority (the “ISA”). 

 


