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High-quality bond 
strength is unlikely to 
fade soon, if history is 
a guide.

A greater likelihood of 
central banks 
remaining market-
friendly for longer 
would provide 
fundamental support 
for high-quality bonds 
and the lower for 
longer theme.

K E Y TA K E AWAY S High-quality bond strength following the Brexit vote is likely to persist if 
history is any guide. Flight-to-safety buying, which is typical in response to market 
or geopolitical shocks, propelled Treasuries to strong gains in response to voters 
in the United Kingdom (U.K.) deciding to leave the European Union (EU). Investor 
response wasn’t all about the economic uncertainty, however. Brexit results are 
likely to influence central bank policy, a key driver of bond prices and yields. Negative 
potential economic implications and the likelihood for more market-friendly central 
bank policy from the Bank of England (BOE) and Federal Reserve (Fed), the two 
major central banks that were the most likely to raise interest rates, may continue to 
reinforce the lower for longer theme in the bond market. 

A look back at prior market shocks over the past 20 years shows that Treasury 
yields typically remain low even after an initial shock [Figure 1]. The only 
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1 HIGH-QUALITY BOND STRENGTH TYPICALLY PERSISTS AFTER A MARKET SHOCK 

Source: LPL Research, Bloomberg   06/27/16

Dates: Brexit (06/24/16), Flash Crash (05/06/10), U.S. Debt Downgrade (08/05/11), Lehman (09/15/08), Long-
Term Capital Management (LTCM) hedge fund collapse (09/23/98). 10-year Treasury yield change indexed to 
0.0% on day of event. 

Performance is historical and no guarantee of future results.
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U.S. Treasuries may be considered “safe” 
investments but do carry some degree 
of risk including interest rate, credit, and 
market risk. They are guaranteed by the 
U.S. government as to the timely payment 
of principal and interest and, if held to 
maturity, offer a fixed rate of return and 
fixed principal value.
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instance in which the 10-year Treasury yield closed 
higher after the first 30 days following a market 
shock (surprisingly) occurred following the Lehman 
Brothers bankruptcy on September 15, 2008. Knock-
on effects and the extraordinary policy response 
over the remainder of 2008 would ultimately lead to 
a larger decline in subsequent months. 

With the exception of the period following the 
September 11, 2001 terrorist attacks, high-quality 
bond prices witnessed additional gains and lower 
yields over the subsequent three months. The 10-
year Treasury yield closed just over 0.25% higher in 
the 90 days after September 11, 2001; it finished 
modestly lower, over the same time period, following 
the collapse of the Long-Term Capital Management 
(LTCM) hedge fund in the fall of 1998. 

Six months after a market shock event, the data 
are more mixed, with two cases showing a rise in 
Treasury yields. Still, the increase of 0.5% over six 
months is unlikely to provide much relief in today’s 
low-yield world. Such a rise in yields, if repeated, 
would translate into modest losses for intermediate 
high-quality bond investors; but history shows that 
weakness took time to develop.

FUNDAMENTAL DRIVERS
Bond market strength has not been strictly a knee-
jerk reaction to a market shock. Rising economic 
risks and more market-friendly central bank 
expectations are providing fundamental support 
for Treasury prices post-Brexit. On the economic 
front, the Brexit decision led to downward revisions 
to U.K. economic growth forecasts, and increased 
recession risks. Economic implications are also 
negative for broader Europe, even if the U.S. 
remains more insulated. The additional headwinds 
confronting European economies as a result of the 
Brexit provide additional support for high-quality 
bond prices.

Central banks are also expected to take a more 
benign path in response to the Brexit. Fed Chair 
Janet Yellen previously stated that the Brexit is a 
risk the Fed is watching and cited it as a reason to 
refrain from raising interest rates at the recent June 
Fed meeting. The Brexit is likely to keep the Fed on 
hold for longer and further pushes back the timing 
of additional Fed rate increases. 

2 THE 10-YEAR TREASURY YIELD IS WITHIN STRIKING 
DISTANCE OF AN ALL-TIME LOW… 
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Performance is historical and no guarantee of future results.

3 …AS IS THE 30-YEAR TREASURY YIELD

5.0

4.5

4.0

3.5

3.0

2.5

2.0

%

’14’13’12’11’10’09’08 ’15 ’16

30-Year Treasury Yield

Source: LPL Research, Bloomberg   06/27/16

Performance is historical and no guarantee of future results.
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The BOE is now expected to cut interest rates 
and may restart bond purchases (known as 
quantitative easing or QE). Over the past two years, 
expectations regarding the BOE have changed 
substantially. The BOE was once expected to be 
the first major central bank to raise interest rates, 
but now it’s expected to join a growing list of 
central banks lowering interest rates. 

Central bank policy is a key driver of bond prices 
and yields. Potential rate hike risks from the BOE 
and Fed are now reduced (and possibly reversed in 
the BOE’s case), and therefore, so is the potential 
risk to high-quality bond prices. 

Both 10- and 30-year Treasury yields remain within 
striking distance of all-time record lows as a result 
of the Brexit vote [Figure 2 & Figure 3]. The 10-
year Treasury yield is approaching the all-time low 
1.39% set in mid-2012, while the 30-year Treasury is 
challenging the record low of 2.22% set in February 
of this year. The more recent (2016) record low 

yield of the 30-year Treasury reflects the current 
environment, in which negative interest rate policies 
and relatively wide interest rate differentials make 
Treasuries attractive to overseas investors. 

TOO EARLY FOR OPPORTUNITIES
We believe it is too early for investors seeking any 
potential buying opportunities. Lower-rated, more 
economically sensitive sectors such as high-yield 
bonds, bank loans, emerging markets debt, and 
preferred securities suffered price declines in the 
aftermath of the Brexit vote. Still, after a strong 
start to 2016, valuations remain only fair across 
these sectors and, in our view, do not offer an 
immediate opportunity.

As expensive as high-quality bond valuations are, 
prices may continue to be supported amid lingering 
uncertainty and central banks remaining bond 
investor-friendly for longer.  n

IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide specific advice or recommendations for any individual. To 
determine which investment(s) may be appropriate for you, consult your financial advisor prior to investing. All performance reference is historical and is no 
guarantee of future results. All indexes are unmanaged and cannot be invested into directly.

The economic forecasts set forth in the presentation may not develop as predicted and there can be no guarantee that strategies promoted will be successful.

Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values and yields will decline as interest rates rise, and bonds are subject to 
availability and change in price.

Government bonds and Treasury bills are guaranteed by the U.S. government as to the timely payment of principal and interest and, if held to maturity, offer a fixed 
rate of return and fixed principal value. However, the value of fund shares is not guaranteed and will fluctuate. 

International debt securities involves special additional risks. These risks include, but are not limited to, currency risk, geopolitical and regulatory risk, and risk 
associated with varying settlement standards. These risks are often heightened for investments in emerging markets.


