
WEEKLY COMMENTARY • APRIL 30, 2018

Key points

1
We see higher short-term U.S. rates having a profound impact: Investors 

can now earn returns in excess of inflation while taking on much less risk. 

2
The U.S. 10-year Treasury yield hit a four-year high of 3%. U.S. stocks 

slid despite strong earnings reports, but recovered later in the week.  

3
We expect a solid U.S. employment report this week. The Federal 

Reserve is expected to deliver an upbeat message on the economy.

The 3% yield that really matters

The 10-year U.S. Treasury yield touched 3% last week for the first time in more than 

four years – inciting much hand-wringing. Yet this overshadowed a similar milestone 

that we believe is of far greater significance to investors: Yields on short-term U.S. 

investment grade (IG) corporate bonds also hit 3% — an eight-year high. 

Chart of the week
U.S. short-term bond yields, 2008-2018

Sources: BlackRock Investment Institute, with data from Thomson Reuters and Bloomberg, April 2018.
Notes: Investment grade corporate bonds are represented by the Bloomberg Barclays U.S. 1-3 Year Credit Index, and 
government bonds are represented by the Thomson Reuters Benchmark 2-Year U.S. Government Bond Index.

Rock-bottom short-term interest rates over the past decade have driven income-

hungry investors to riskier assets in search of higher yields. The chart above shows 

that yields on short-term IG corporate bonds have mostly languished below 2% since 

2010 while two-year Treasury yields have hobbled below 1%. Yields on both have 

increased this year, with the corporate bond yield breaking above 3% and Treasury 

yield rising to just shy of 2.5%. Investors can earn positive after-inflation returns from 

these bonds for the first time since the global financial crisis. To be sure, rates are 

much lower in developed markets outside the U.S. Yet greater competition for capital 

from U.S. shorter-duration bonds has implications across asset classes.
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“Safe” income makes a comeback
Rising confidence in the economy — and in the Federal Reserve’s resolve to press ahead on its normalization path — has helped drive 

up yields in the U.S. fixed income market, especially on the front end. One implication: “safe income” is back. Investors no longer need 

to take on as much risk to generate enough return to preserve purchasing power. A lack of lower-risk income sources since the 

financial crisis forced investors toward riskier assets, raising the demand for these assets amid relatively fixed supply. The result: higher 

prices for riskier assets like equities and tighter spreads for high yield and emerging market (EM) bonds. The increase in wealth and 

accommodative financial conditions stimulated spending and investment. 

What happens as this process kicks into reverse amid rising rates? With the rise in short-term yields, we see assets closest to 

Treasuries repricing first as the competition for capital heats up. Rising rates, increased economic uncertainty and the return of market 

volatility have driven the spreads on other perceived “safe” short-dated assets, such as IG credit, wider. This has made such assets 

more attractive. We also see the yield curve steepening: Rising Treasury issuance and less buying from the Federal Reserve should 

lead to higher long-term yields. Firming inflationary expectations could add to these curve-steepening pressures. 

Rising rates have been a key driver in the recent repricing of risk assets and bouts of volatility, but there are other factors at play. The 

sustained and steady economic expansion is supporting strong corporate earnings growth globally, underpinning our preference for

equities. We expect rates to rise, but plentiful global savings to help limit the extent. This should remain a favorable environment for risk 

taking, we believe. Yet more competitive returns from  “safe” assets imply muted returns on risk assets. We see future returns driven 

primarily by income in fixed income and earnings growth in equities, rather than by a rerating spurred by a decline in rates and risk.

Week in review

• The U.S. 10-year Treasury yield hit a four-year high of 3%. Strong U.S. equity earnings were initially met with a poor 

market reaction, though share prices rebounded later in the week. 

• The European Central Bank stood pat. President Mario Draghi expressed confidence in the eurozone’s solid economic 

growth but cited escalating trade tensions and the recent soft patch in economic data as risks. The region’s composite 

purchasing managers’ index (PMI) held steady.

• U.S. data confirmed a moderate pace of economic growth in the first quarter. Labor costs rose faster than expected, 

and consumer confidence climbed to its second-highest level since 2000.

Global snapshot
Weekly and 12-month performance of selected assets

Equities Week YTD 12 Months Div. Yield

U.S. Large Caps 0.0% -0.1% 11.8% 2.0%

U.S. Small Caps -0.5% 1.7% 11.2% 1.2%

Non-U.S. World -0.4% 0.2% 15.5% 3.2%

Non-U.S. Developed -0.2% 0.7% 14.3% 3.3%

Japan 0.2% 1.8% 18.8% 2.2%

Emerging -1.0% 0.3% 20.6% 2.8%

Asia ex-Japan -0.8% 0.1% 22.1% 2.6%

Bonds Week YTD 12 Months Yield

U.S. Treasuries 0.1% -2.1% -1.1% 3.0%

U.S. TIPS 0.1% -1.1% 0.2% 3.0%

U.S. Investment Grade -0.1% -3.3% 0.7% 3.9%

U.S. High Yield -0.4% -0.2% 3.4% 6.3%

U.S. Municipals -0.4% -1.6% 1.4% 2.8%

Non-U.S. Developed -1.4% 1.3% 7.8% 0.8%

EM $ Bonds -0.7% -3.1% 1.5% 6.0%

Commodities Week YTD 12 Months Level

Brent Crude Oil 0.8% 11.6% 45.1% $74.64

Gold -0.9% 1.6% 4.7% $1,324

Copper -2.8% -6.2% 19.4% $6,797

Currencies Week YTD 12 Months Level

Euro/USD -1.3% 1.0% 11.6% 1.21 

USD/Yen 1.3% -3.2% -2.0% 109.05 

Pound/USD -1.6% 2.0% 6.8% 1.38 

Source: Bloomberg. As of April 27, 2018. Notes: Weekly data through Friday. Equity and bond performance are measured in total index returns in U.S. dollars. U.S. large caps are 
represented by the S&P 500 Index; U.S. small caps are represented by the Russell 2000 Index; non-U.S. world equity by the MSCI ACWI ex U.S.; non-U.S. developed equity by the 
MSCI EAFE Index; Japan, Emerging and Asia ex-Japan by their respective MSCI indexes; U.S. Treasuries by the Bloomberg Barclays U.S. Treasury Index; U.S. TIPS by the U.S. 
Treasury Inflation Notes Total Return Index; U.S. investment grade by the Bloomberg Barclays U.S. Corporate Index; U.S. high yield by the Bloomberg Barclays U.S. Corporate High 
Yield 2% Issuer Capped Index; U.S. municipals by the Bloomberg Barclays Municipal Bond Index; non-U.S. developed bonds by the Bloomberg Barclays Global Aggregate ex USD; and 
emerging market $ bonds by the JP Morgan EMBI Global Diversified Index. Brent crude oil prices are in U.S. dollars per barrel, gold prices are in U.S. dollar per troy ounce and copper 
prices are in U.S. dollar per metric ton. The Euro/USD level is represented by U.S. dollar per euro, USD/JPY by yen per U.S. dollar and Pound/USD by U.S. dollar per pound. Index 
performance is shown for illustrative purposes only. It is not possible to invest directly in an index. Past performance is not indicative of future results.
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Week ahead

We expect a solid U.S. payroll number this week, though the colder-than-usual weather in April may be a wildcard. The report is likely to 

show hourly earnings grew at a decent pace, reinforcing the story told by the BlackRock Inflation GPS: scope for moderately rising 

inflation in the months ahead . We see the Fed delivering an upbeat message on the economy after its policy meeting concludes on

Wednesday, but standing pat on interest rates. Markets are currently pricing in about two more 0.25% rate increases for the rest of the 

year, with the expectation that the Fed will next raise rates in June.

Asset class views
Views from a U.S. dollar perspective over a three-month horizon

Asset class View Comments

Equities

U.S. ▲
Extraordinarily strong earnings momentum, corporate tax cuts and fiscal stimulus underpin our positive view. We 
like the momentum and value style factors, as well as financials and technology.

Europe —
We see economic expansion and a steady earnings outlook supporting cyclicals. Our neutral stance
acknowledges that earnings momentum lags other regions. Euro strength also is a source of pain.

Japan ▲
Positives are improving global growth, more shareholder-friendly corporate behavior and solid earnings. We see 
Bank of Japan policy and domestic investor buying as supportive. Further yen strengthening would be a risk.

EM ▲
Economic reforms, improving corporate fundamentals and reasonable valuations support EM stocks. Above-
trend expansion in the developed world is another positive. Risks include a sharp rise in the U.S. dollar, trade 
tensions and elections. We see the greatest opportunities in EM Asia. We like Brazil and India, and are cautious 
on Mexico.

Asia ex-Japan ▲
The economic backdrop is encouraging. China’s growth and corporate earnings appear likely to remain solid in 
the near term. We like selected Southeast Asian markets but recognize a faster-than-expected Chinese
slowdown would pose risks to the entire region.

Fixed 
income

U.S. 
government 

bonds
▼

We see rates rising moderately amid economic expansion and Fed normalization. Shorter maturities offer a more 
compelling risk/reward tradeoff. They and inflation-linked securities can be buffers against rising rates and 
inflation. We like 15-year mortgages relative to their 30-year counterparts and to short-term corporates.

U.S. 
municipals

—
Solid retail investor demand and muted supply are supportive of munis, but rising rates weigh on absolute 
performance. A more defensive stance is warranted near term, we believe, though any material weakness due to 
supply may represent a buying opportunity. We favor a barbell approach focused on two- and 20-year maturities.

U.S. credit —
Sustained growth supports credit, but high valuations limit upside. We prefer up-in-quality exposures as ballast 
to equity risk. Higher-quality floating rate instruments and shorter maturities are well positioned for rising rates, in 
our view.

European
sovereigns ▼

The ECB’s negative interest rate policy has made yields unattractive and vulnerable to the improving growth 
outlook. We expect core eurozone yields to rise. We are cautious on peripherals given tight valuations and the 
prospect of the ECB reducing its asset purchases.

European
credit ▼

Recent spread widening driven by increased issuance has created some value, while ongoing ECB purchases 
should support the asset class. Negative rates have crimped absolute yields — but rising rate differentials make 
currency-hedged positions increasingly attractive for U.S.-dollar investors. Subordinated financial debt looks less 
compelling versus equities.

EM debt —
Gradual Fed rate rises favor local-currency exposures — particularly given their higher yields relative to major 
bond markets. A shift by EM central banks toward tighter policy reduces our return expectations. We see solid 
fundamentals and investor inflows limiting EM currency volatility.

Asia fixed
income

—
Regional growth and inflation dynamics are supportive of credit. China’s rising representation in the region’s
bond universe reflects its growing credit market. Higher-quality growth and a focus on financial sector reform are 
long-term positives, but any China growth slowdown would be a near-term challenge.

Other
Commodities 

and
currencies

✱

Declining global crude inventories underpin oil prices, with geopolitical tensions providing further support. We are 
neutral on the U.S. dollar. The factors driving its recent slide are likely temporary, but it’s unclear when the U.S. 
yield differential with other economies will reassert itself as the main driver.

April 30 U.S. personal consumption expenditures (PCE)

May 2
Federal Open Market Committee meeting; Caixin
China manufacturing PMI; eurozone preliminary 
first-quarter gross domestic product

*Given the breadth of this category, we do not offer a consolidated view. 
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May 3 U.S-China trade talks set to start

May 4 U.S. nonfarm payroll (NFP)
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BlackRock Investment Institute
The BlackRock Investment Institute (BII) provides connectivity between BlackRock’s portfolio managers, originates market research 

and publishes insights. Our goals are to help our fund managers become better investors and to produce thought-provoking content for 

clients and policymakers.

General disclosure: This material is prepared by BlackRock and is not intended to be relied upon as a forecast, research or 

investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. 

The opinions expressed are as of April 30, 2018, and may change as subsequent conditions vary. The information and opinions 

contained in this material are derived from proprietary and nonproprietary sources deemed by BlackRock to be reliable, are not 

necessarily all inclusive and are not guaranteed as to accuracy. As such, no warranty of accuracy or reliability is given and no

responsibility arising in any other way for errors and omissions (including responsibility to any person by reason of negligence) is 

accepted by BlackRock, its officers, employees or agents. This material may contain ‘forward looking’ information that is not purely 

historical in nature. Such information may include, among other things, projections and forecasts. There is no guarantee that any 

forecasts made will come to pass. Reliance upon information in this material is at the sole discretion of the reader. 

In the U.S., this material is for public distribution. In the EU issued by BlackRock Investment Management (UK) Limited (authorised and regulated by the Financial Conduct 

Authority). Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. Registered in England No. 2020394. Tel: 020 7743 3000. For your protection, telephone calls are usually 

recorded. BlackRock is a trading name of BlackRock Investment Management (UK) Limited. This material is for distribution to Professional Clients (as defined by the FCA Rules) 

and Qualified Investors and should not be relied upon by any other persons. For qualified investors in Switzerland, this material shall be exclusively made available to, and directed 

at, qualified investors as defined in the Swiss Collective Investment Schemes Act of 23 June 2006, as amended. Issued in the Netherlands by the Amsterdam branch office of 

BlackRock Investment Management (UK) Limited: Amstelplein 1, 1096 HA Amsterdam, Tel: 020 - 549 5200. In South Africa, please be advised that BlackRock Investment 

Management (UK) Limited is an authorised Financial Services provider with the South African Financial Services Board, FSP No. 43288. In Dubai: This information can be 

distributed in and from the Dubai International Financial Centre (DIFC) by BlackRock Advisors (UK) Limited ‒ Dubai Branch which is regulated by the Dubai Financial Services 

Authority (“DFSA”) and is only directed at 'Professional Clients’ and no other person should rely upon the information contained within it. Neither the DFSA or any other authority or 

regulator located in the GCC or MENA region has approved this information. This information and associated materials have been provided for your exclusive use. This document is 

not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution would be unlawful under the securities laws of such. Any 

distribution, by whatever means, of this document and related material to persons other than those referred to above is strictly prohibited. For investors in Israel: BlackRock 

Investment Management (UK) Limited is not licensed under Israel's Regulation of Investment Advice, Investment Marketing and Portfolio Management Law, 5755-1995 (the “Advice 

Law”), nor does it carry insurance thereunder. In Singapore, this is issued by BlackRock (Singapore) Limited (Co. registration no. 200010143N). In Hong Kong, this material is 

issued by BlackRock Asset Management North Asia Limited and has not been reviewed by the Securities and Futures Commission of Hong Kong. In Korea, this material is for 

Professional Investors only. In Taiwan, independently operated by BlackRock Investment Management (Taiwan) Limited. Address: 28/F, No. 95, Tun Hwa South Road, Section 2, 

Taipei 106, Taiwan. Tel: (02)23261600. In Japan, this is issued by BlackRock Japan. Co., Ltd. (Financial Instruments Business Operator: The Kanto Regional Financial Bureau.

License No375, Association Memberships: Japan Investment Advisers Association, the Investment Trusts Association, Japan, Japan Securities Dealers Association, Type II 

Financial Instruments Firms Association.) For Professional Investors only (Professional Investor is defined in Financial Instruments and Exchange Act) and for information or 

educational purposes only, and does not constitute investment advice or an offer or solicitation to purchase or sells in any securities or any investment strategies. In Australia, 

issued by BlackRock Investment Management (Australia) Limited ABN 13 006 165 975, AFSL 230 523 (BIMAL). This material is not a securities recommendation or an offer or 

solicitation with respect to the purchase or sale of any securities in any jurisdiction. The material provides general information only and does not take into account your individual 

objectives, financial situation, needs or circumstances. BIMAL, its officers, employees and agents believe that the information in this material and the sources on which it is based 

(which may be sourced from third parties) are correct as at the date of publication. While every care has been taken in the preparation of this material, no warranty of accuracy or 

reliability is given and no responsibility for the information is accepted by BIMAL, its officers, employees or agents. No guarantee as to the repayment of capital or the performance 

of any product or rate of return referred to in this material is made by BIMAL or any entity in the BlackRock group of companies. In China, this material may not be distributed to 

individuals resident in the People's Republic of China (“PRC,” for such purposes, excluding Hong Kong, Macau and Taiwan) or entities registered in the PRC unless such parties 

have received all the required PRC government approvals to participate in any investment or receive any investment advisory or investment management services. For other APAC 
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constitute investment advice or an offer or solicitation to purchase or sell in any securities, BlackRock funds or any investment strategy nor shall any securities be offered or sold to 
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