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Finding Yield in a 2% World

Do you know what the largest asset class in the world is?

foreign debt.  The below chart is from a  on bonds.

Figure 1 - Global asset classes

but very few do.  (Likewise US investors should have about half of their 

1.   

 

 

Global investable market components, 1995–2013
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Notes: International bonds represented by Barclays Global Aggregate ex-USD Bond Index; U.S. bonds represented by Barclays U.S. Aggregate Bond Index; US Stocks 

represented by MSCI USA Index; international stocks represented by MSCI All Country World Index ex USA. All data through December 31, 2013.

Sources: Vanguard, Thomson Reuters Datastream, Barclays, and MSCI.
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HISTORICAL RETURNS

The 

in the past 100 years.

that have the most debt outstanding.  Does that make much sense?  Would you lend more to your neighbors 

or family members based only on how much debt outstanding they have? 

“Debt be not Proud.”

same logic to global bonds lead to higher returns?  

VALUE INVESTING WITH BONDS

the results in the literature.   

Financial Data database.  We sort the universe by yield and invest in the top 33% of countries by nominal 

http://www.amazon.com/Triumph-Optimists-Global-Investment-Returns/dp/0691091943/ref=as_li_ss_tl?ie=UTF8&linkCode=sl1&tag=worbet-20&linkId=24ab0ad382a250173e764249323d3897
http://www.amazon.com/Triumph-Optimists-Global-Investment-Returns/dp/0691091943/ref=as_li_ss_tl?ie=UTF8&linkCode=sl1&tag=worbet-20&linkId=24ab0ad382a250173e764249323d3897
http://www.businessinsider.com/worst-hyperinflation-episodes-in-history-2013-9?op=1
http://www.businessinsider.com/worst-hyperinflation-episodes-in-history-2013-9?op=1
http://www.etf.com/publications/journalofindexes/joi-articles/8237-debt-be-not-proud.html?nopaging=1
http://www.amazon.com/Expected-Returns-Investors-Harvesting-Rewards-ebook/dp/B004YK0JLW/ref=sr_1_1?s=digital-text&ie=UTF8&qid=1448050613&sr=1-1&keywords=expected+returns
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The results: an approximate 2% outperformance for the high yield strategy.  More importantly the strategy 

“The 

. 

1950 - 2012
Top  

33%

Equal 

Weight

Foreign 

10 YR
T-Bills

US  

10 YR

US  

30 YR 
SP 500 GOLD

Returns 7.70% 6.21% 6.18% 6.08%

8.63% 7.11% 6.17% 0.86% 11.02%

Max DD 0.00%

Sharpe 0.61 0.00 0.21 0.08

Correl W/Top 33% 1.00 0.87 0.16 0.08 0.28 0.31

1950s 3.37% 3.23%

1960s 6.36% 3.32% 1.81% 7.70%

1970s 8.77% 3.02% 7.23%

1980s

1990s 8.81% 10.07%

2000s 13.86% 2.71% 8.36% 1.21% 16.76%

https://personal.vanguard.com/pdf/ISGHC.pdf
https://personal.vanguard.com/pdf/ISGHC.pdf
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based on yield.  

Top 25% Equal Weight
Foreign 

10 YR

Returns 7.70%

8.07% 7.11% 6.17%

Max DD

Sharpe 0.32 0.13

We examine our high yield strategy below during the 10 best and worst months for US stocks and bonds.  

Top  

33%

Equal 

Weight

Foreign 

10 YR
T-Bills

US  

10 YR

US  

30 YR 
SP 500 GOLD

Ten Worst  

Bond Months

Ten Worst  

Stock Months
1.62% 1.13%
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The current yield for the top 33% of global bonds is approximately 7%.  The average spread of high yield 

VALUE INVESTING WITH BONDS

Global Value

Trading Economics or 

bonds.

1950 - 2012 60/40 50/30/20 40/20/40

Returns

7.18%

Max DD

Sharpe 0.62 0.73

http://www.amazon.com/gp/product/B00J351PXE/ref=as_li_ss_tl?ie=UTF8&camp=1789&creative=390957&creativeASIN=B00J351PXE&linkCode=as2&tag=worbet-20
http://www.tradingeconomics.com/bonds
http://www.investing.com/rates-bonds/world-government-bonds?maturity_from=180&maturity_to=180
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APPENDIX A - LITERATURE REVIEW

 

Value and Momentum Everywhere 
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http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2184336
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2174501
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1542342
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2695101
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2600366
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1981863
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1981863
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2499728
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2633752
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2633752
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1262934
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2298565
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=647628
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=647628
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1342968
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1342968
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1758433
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2118239
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2118239
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