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Since the early 1980s, the long downward trend 
in interest rates has been well documented.  In 
the 1980s, there were unique factors producing 
upward pressure on yields, including global 
growth expansion, heavy government spending, 
and U.S. inflation over 10 percent.  Fast forward 
to today and we find ourselves and the markets 
on the other end of this spectrum.

Today, interest rates are once again hovering near 
historic lows, growth across the globe is slowing, 
and inflation in the U.S. remains below 2 percent. 
While we don’t necessarily expect rates to trend 
significantly or go to zero, falling interest rates has 
been a key theme of 2019 and we’ve seen zero 
rates in countries like Japan and much of Europe.  
Nearly 30 percent of the world’s outstanding debt 
is trading at negative yields. A number of factors 
have contributed to these low and negative 
interest rates, but the themes of slow global 
growth and active global central banks are likely 
to keep interest rates lower for longer.  However, 
we don’t believe rates will be negative in the U.S.

Interest rates, as measured by the 10 year U.S 
Treasury Note, declined significantly over the 
quarter and ended at 1.67 percent.  That level 
was 0.33 percent lower than where it ended the 
second quarter and over one percent lower from 
the beginning of the year.  The decline of interest 
rates resulted in strong absolute performance for 
most fixed income sectors during the quarter.  

The Bloomberg Barclay’s Aggregate Bond Index 
(Agg), a broad measure of the investment grade 
U.S. bond market, rose by 2.27 percent for the 
third quarter and is up over 8.5 percent year-to-
date.  That compares to an annual average return 
for the Agg of 3.8 percent over the past decade.

Few sectors of the investment grade fixed 
income markets managed to meaningfully 
outperform similar duration U.S. Treasuries for the 
quarter.  Corporate and municipal bonds slightly 
underperformed while other sectors such as 
mortgage-backed securities and agency bonds 
slightly outperformed during the quarter.  Within 
the corporate sector, lower quality and shorter 
duration slightly outperformed higher quality and 
longer duration segments of the sector.
  
The fixed income markets will have a number of 
factors to navigate over the coming months and 
quarters, including continued trade discussions, 
potential for additional central bank rate cuts, 
geopolitical risk, U.S. elections and global events 
such as Brexit.   Give these and other factors,  
Miles Capital believes volatility will remain at 
heightened levels and the fixed income markets 
will have difficulty moving significantly in either 
direction until more clarity is achieved.   
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