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■■ Brexit shockwaves added a layer of political and 

economic uncertainty, but fundamental impacts are likely 

to take time before they become apparent.     

■■ Even just before Brexit, both the U.S. Federal Reserve 

and the market had ratcheted down expectations for rate 

hikes.

■■ Investors may have to recalibrate expectations – the 

lower returns that many asset classes experienced in the 

past couple of years could persist.  

■■ Sectors not directly related to the U.K. – like U.S. 

corporate credit – could be very attractive in an 

environment of extended support by central banks.

Payson F. Swaffield, CFA
Chief Income Investment Officer
Eaton Vance Management

Investors may need to lower return 
expectations in wake of Brexit
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The historic Brexit vote on June 23 sent shockwaves 

through the capital markets and sparked a global flight to 

quality in fixed-income sectors, as investors reacted to 

new political and economic uncertainty.   

Substantive, fundamental impacts on trade and economic 

growth are likely to take time before they become 

apparent.  In the meantime, investors will likely have an 

elevated perception of risk and we believe central banks 

will react accordingly. Following what is now a well-known 

script, central banks are likely to respond with renewed 

measures aimed at keeping financial markets on 

“Novocain.” 

Reduced rate-hike forecasts

Just one month before Brexit, both the market and 

comments by U.S. Federal Reserve Chair Yellen pointed to 

a rate hike by July 2016. Following the announcement of a 

weak U.S. payrolls number in May, the market lowered its 

rate-hike expectations and Yellen softened her previous 

more-hawkish tone. Moreover, over the past few years, the 

market has consistently been more skeptical than the Fed 

about the prospect for rate increases. Exhibit A shows that 

the Fed’s “dot” forecast1 for fed funds as of December 2017 

dropped from 2.4% at December 2015 to 1.6% at June 

2016. The market’s expectations, as indicated by fed funds 

futures, fell from 1.4% to 0.45% over the same time frame. 

The Fed took its first step toward tightening in December 

2015, but that now appears to be on hold. Post Brexit, 

there is little reason to believe that monetary policy in 

Europe won’t continue to be in a highly accommodative 

mode, pushing some sovereign yields further into negative 

territory. Many have questioned the effectiveness of 

unconventional monetary policy measures pursued by the 

world’s major central banks, due to their apparent limited 

impact in spurring economic growth. However, there is 

little doubt such measures have caused risk assets to rally. 

For example, in the U.S., actions by the Fed can take 

much credit for double-digit increases in both the U.S. 

stock and high-yield bond markets. From 1 January 2009 

through 31 December 2014, the S&P 500 had an 

average annual total return of 17.2% and high-yield 

bonds, 16.0%, based on the Barclays U.S. Corporate 

High Yield Index.
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Sources: Eaton Vance, Bloomberg LLP as of 30 June 2016. 
1Each “dot” represents the median forecast among the 16 members of the Federal Open Market Committee for where the federal funds rate is likely to be as 
of the end of the various years indicated.

Exhibit A	 Even before Brexit, rate-hike expectations were coming down.
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However, over the past couple of years, the continuing 

dovish stance by central banks has had less impact on 

financial asset prices and returns. In the past two years 

returns on risky assets fell, weighed down by concerns 

over faltering growth, credit quality and lack of value 

(Exhibit B). For example, from 1 January 2015 through 

30 June 2016, the S&P’s average annual total return was 

3.5%, and high-yield bonds, 2.7%.

At the start of the year, we viewed investment sectors like 

U.S. high-yield bonds and floating-rate loans as extremely 

inexpensive based on historical and relative valuations. 

Those valuations attracted investors who bid up their 

prices and they are now closer to fairly valued, in our view. 

However, as Exhibit C shows, high-yield bonds and loans 

remain among the highest-yielding sectors; and unlike 

other fixed-income sectors, their yields are higher than a 

year ago.

That said, the returns shown in Exhibit B are a cautionary 

sign that investors may have to recalibrate their 

expectations in a continuing world of central bank-

dispensed Novocain that continues to fall short of 

stimulating real economic growth. (Fiscal stimulus would 

help, but achieving political consensus in this regard is a 

major hurdle.) Also, to the extent Brexit empowers similar 

anti-globalisation sentiment within European countries, or 

even in the U.S., price volatility is likely to remain the 

norm.  

Bracing for volatility

We do not believe the U.S. economy is headed for 

recession in the near term, but the fits and starts to 

growth are unlikely to go away. For example, three months 

ago, there was talk of a strengthening labour market and 

weak economic growth, but that has flipped. Recently 

we’ve experienced stronger economic growth and a weaker 

labour market. Moreover, we won’t know the real potential 

Sources: Eaton Vance, Factset, Morningstar as of 30 June 2016. Data provided are for informational use only. Past performance is no guarantee of future 
results. See end of report for important additional information. S&P 500 is represented by the S&P 500 Index. EM Bond is represented by JPMorgan GBI-EM 
Global Diversified TR USD. Municipal Bond is represented by Barclays Municipal Bond Index. U.S. High Yield is represented by Barclays U.S. Corporate High 
Yield Index. Floating-rate loan is represented by S&P/LSTA Leveraged Loan Index. U.S. Corp. Inv. Grade is represented by Barclays U.S. Corporate Investment-
Grade Index. U.S. Treasury is represented by Barclays U.S. Treasury Index. 
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Exhibit B	 Returns on risky assets have been modest since 2014.
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impact of Brexit for years. Questions following the 

referendum are many, but a few that come into focus are: 

§§ What will the ultimate trade terms be between the EU 

and the U.K. The EU has an incentive to make them 

harsh, lest it encourages other countries to take the 

same path. 

§§ How will other EU countries react, in light of growing 

public sentiment against staying in the EU? Will other 

countries hold similar referenda? Elections in France 

and Germany will be held next year.  

§§ Will this lead to a greater divergence between U.S. 

and European economies?

Post-Brexit opportunities

For investors, we believe the most important consideration 

is to avoid hasty action driven by fear, without being 

complacent. We’ve already witnessed a significant 

recovery in the U.K., European and U.S. stock markets. 

Yet we have not seen a comparable recovery in the 

bellwether 10-year U.S. Treasury bond yield – it has 

stayed near its Brexit low. The bond market may be 

telegraphing that more price volatility lurks ahead.  

In a low-growth, low-expected-return environment that is 

supported by central banks, we believe below-

investment-grade U.S. corporate credit – high-yield 

bonds and floating-rate loans – offers a compelling risk/

return proposition. (We believe their high coupons should 

more than offset possible credit losses).  Any sharp 

sell-off in these sectors – or in specific securities that are 

insulated from the direct impact of Brexit – could present 

even more attractive buying opportunities. 

Sources: Eaton Vance, Factset, Morningstar as of 30 June 2016. Data provided are for informational use only. Past performance is no guarantee of future 
results. See end of report for important additional information. S&P 500 is represented by the S&P 500 Index. EM Bond is represented by JPMorgan 
GBI-EM Global Diversified TR USD. Municipal Bond is represented by Barclays Municipal Bond Index. U.S. High Yield is represented by Barclays U.S. 
Corporate High Yield Index. Floating-rate loans are represented by S&P/LSTA Leveraged Loan Index. U.S. Corp. Inv. Grade is represented by Barclays U.S. 
Corporate Investment-Grade Index. U.S. Treasury is represented by Barclays U.S. Treasury Index. *Reflects taxable equivalent yield, which refers to the 
yield an investor in a particular tax bracket would have to earn on a taxable investment to have the same after-tax yield as on a given tax-free security 
such as a municipal bond. This example assumes the investor is in the current maximum Federal tax bracket of 44.6% (which includes the new tax from 
the Affordable Care Act). That investor would need a taxable yield of 2.9% to match the after-tax yield on a municipal bond on 30 June 2016 of 1.6%. A 
portion of income may be subject to federal income and/or alternative minimum.

Exhibit C	 High yield and loans offer attractive yields in today’s environment.

0

1

2

3

4

5

6

7

8

US TreasuryS&P 500
Div. Yield

Municipal
Bond*

US Corp.
Inv. Grade

Floating-Rate
Loan

EM BondUS High Yield

7.3%

P
ER

C
EN

T

6.3%

5.3%

6.6% 6.8%

6.0%

3.4%
2.9%

2.0%

4.2%

2.1%
1.5%

1.1%

2.9%

30 June 2015
30 June 2016



QUARTERLY VIEWPOINT  •  JULY 2016  •  POST-BREXIT BOND MARKET •  5�

For Professional Clients ONLY. Not To Be Used With the Public.

Index definitions

Barclays U.S. Corporate High Yield Index measures USD-denominated, noninvestment-grade corporate securities.

Barclays U.S. Corporate Investment Grade Index is an unmanaged index that measures the performance of investment-grade corporate 
securities within the Barclays U.S. Aggregate Index.

Barclays U.S. Treasury Index measures public debt instruments issued by the U.S. Treasury.

JPMorgan Government Bond Index-Emerging Markets (GBI-EM) Global Diversified is an unmanaged index of local-currency bonds with 
maturities of more than one year issued by emerging market governments.

S&P/LSTA Leveraged Loan Index is an unmanaged index of the institutional leveraged loan market.

Barclays Municipal Bond Index is an unmanaged index of municipal bonds traded in the U.S.

	Standard & Poor’s 500 Index is an unmanaged index of large-cap stocks commonly used as a measure of U.S. stock market performance.

Unless otherwise stated, index returns do not reflect the effect of any applicable sales charges, commissions, expenses, taxes or leverage, 
as applicable. It is not possible to invest directly in an index. Historical performance of the index illustrates market trends and does not 
represent the past or future performance.
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About  EVMI

Eaton Vance Management (International) Limited (EVMI) is a subsidiary of Eaton Vance Management, a leading U.S. asset management organisation, and 
markets internationally the investment capabilities of Eaton Vance Management and its affiliates, including Parametric. EVMI has been based in London 
since 2001. In the United Kingdom, EVMI is authorised and regulated by the Financial Conduct Authority. For Professional Clients Only.

EVMI is a wholly owned subsidiary of Eaton Vance Management (EVM). EVM is an investment advisor registered with the United States Securities and 
Exchange Commission (SEC) and is a wholly owned subsidiary of Eaton Vance Corp. (EVC). The nonvoting common stock of EVC, parent company of EVM, 
is publicly traded on the NYSE under the symbol “EV.” For purposes of this material, “Eaton Vance” or the “Company” is defined as all three entities 
operating under the Eaton Vance brand. 

EVMI markets the services of the following strategic affiliates: Parametric Portfolio Associates LLC (Parametric) is an investment advisor registered with the 
SEC and is a majority-owned subsidiary of EVC and Hexavest, which is an investment advisor based in Montreal, Canada, registered with the SEC in the 
United States and which has a strategic partnership with Eaton Vance, who owns 49% of the stock of Hexavest. 

In Singapore, EVMI has a wholly owned subsidiary, namely Eaton Vance Management International (Asia) Pte. Ltd. (EVMIA), 8 Marina View, Asia Square 
Tower 1, #07–05, Singapore 018960, which holds a Capital Markets License under the Securities and Futures Act of Singapore (CMS100185-1), is an 
exempt Financial Adviser pursuant to the Financial Adviser Act Section 23(1)(d) and is regulated by the Monetary Authority of Singapore. This document 
is to be distributed to Accredited Investors ONLY. (as defined in the Securities and Futures Act, Chapter 289 of Singapore). 

In Australia, EVMI is exempt from the requirement to hold an Australian financial services license under the Corporations Act in respect of the provision of 
financial services to wholesale clients as defined in the Corporations Act 2001 (Cth) and the Australian Securities and Investments Commission’s Class 
Order 03/1099. 

EVMI is registered as a Discretionary Investment Manager in South Korea pursuant to Article 18 of Financial Investment Services and Capital Markets Act 
of South Korea. 

Eaton Vance Management (International) Limited utilises a third-party organisation in the Middle East, Wise Capital (Middle East) Limited (Wise Capital), 
to promote the investment capabilities of Eaton Vance to institutional investors. For these services, Wise Capital is paid a fee based upon the assets that 
Eaton Vance provides investment advice to following these introductions. 

The views expressed in this material are those of the authors and are current only through the date stated at the top of this page. These views are subject 
to change at any time based upon market or other conditions, and Eaton Vance disclaims any responsibility to update such views. These views may not be 
relied upon as investment advice and, because investment decisions for Eaton Vance are based on many factors, may not be relied upon as an indication 
of trading intent on behalf of any Eaton Vance fund. 

This material may contain statements that are not historical facts, referred to as forward-looking statements. A fund’s future results may differ significantly 
from those stated in forward-looking statements, depending on factors such as changes in securities or financial markets or general economic conditions, 
the volume of sales and purchases of fund shares, the continuation of advisory, administrative and service contracts, and other risks. This material is for 
professional clients only. 

This material does not constitute an offer or solicitation to invest in any Eaton Vance fund and/or products. Forecasts may not be attained. Past performance 
is no guarantee of future results. This material is communicated by Eaton Vance Management (International) Limited, which is authorised and regulated in 
the United Kingdom by the Financial Conduct Authority and located at 125 Old Broad Street, London, EC2N 1AR, United Kingdom, Tel. +44 
(0)203.207.1900.

About Eaton Vance

Eaton Vance is a leading global asset manager whose history dates to 1924. With offices in North America, Europe, Asia and Australia, Eaton Vance and 
its affiliates offer individuals and institutions a broad array of investment strategies and wealth management solutions. The Company’s long record of 
providing exemplary service, timely innovation and attractive returns through a variety of market conditions has made Eaton Vance the investment manager 
of choice for many of today’s most discerning investors. For more information about Eaton Vance, visit eatonvance.com.  


