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New Thinking 

This quarter we’ll first share our view of what’s going on in global bond markets and then we’ll discuss 

how investors’ ESG thinking and approach is evolving. As we write this note, approximately $15 trillion 

of debt globally yields less than zero. Simplistically, that means an investor pays more for a bond than 

she will receive in total interest payments and principal repayment. The bondholder pays an annual 

premium to lend money to a borrower with the hope that the borrower will remain solvent and pay her 

back. She locks in a guaranteed loss the instant she purchases the negative-yielding debt if she holds to 

maturity. The investment commentator Louis Gave of Gavekal Research recently called this highly 

unusual situation “the greatest bubble any living investor has ever witnessed, dwarfing in its capital 

misallocation both the tech bubble of the late 1990s and the mortgage bubble of the mid-2000s.” For 

virtually all of recorded history, investors have demanded a positive return in order to take the risk that 

a creditor may default and not pay them back. If negative bond yields become a lasting part of the 

investment landscape, achieving a 5% real return will become much more difficult. Conversely, if you are 

looking at borrowing money (or refinancing), now could be an excellent time to do so. Let’s look at this 

vexing issue from different vantage points to determine what’s changed and whether it can last. 

The economic recovery of the last 10 years has been the longest ever in the US, but it has also displayed 

one of the weakest advances in GDP growth coming out of a recession. European and Japanese 

economies have been noticeably weaker than ours over the decade. With slower growth has come 

lower inflation, together providing central banks globally more incentive to cut rates (ease) and to buy 

bonds (quantitative easing) more aggressively than ever before. Foreign central banks started later than 

the US Fed but have since become more aggressive in their efforts. Today’s slow economic growth and 

muted inflation have resulted in negative rates across most of Europe and in Japan. And it’s not just 

sovereign debt. A CNN article recently quoted Jonathan Gregory, Head of UK Fixed Income at UBS Asset 

Management, as saying that “a quarter of all corporate bonds in Europe now have negative yields.” In 

firsts, Siemens sold 2- and 5-year debt at negative yields and the German government issued 30-year 

bonds at a negative yield, while the French telecom company Orange issued 7-year debt at a negative 

rate. 

This extraordinary situation puts rational investors in a pickle. Do you sign up for negative-yielding 

bonds to lose money or do you take more risk buying something else? Some investors facing this 

dilemma are deciding to accept currency risk by converting their euros into US dollars and buying US 

Treasuries at positive yields of about 2% on a 30-year bond (1.5% on a US 10-year). While this negative 

real yield (less than inflation) may seem too low for a US investor, it can look pretty juicy to a German 

(or Swiss, Japanese, French, Swede, Dutch, etc.) investor who faces negative absolute yields at home. 

Have a look at the chart below for an interesting yield spread analysis. 
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Thinking of savings as 

deferred spending is 

another way of examining 

this issue. Investors can 

either spend their money 

now (buy a toaster or a car) 

or be paid (interest or 

capital gains) for deferring 

purchases until some point 

in the future. With the aging 

of the baby boomers in 

America (Europe and Japan 

are also aging societies), the 

desire to defer purchases 

(save) until later in 

retirement may actually 

exceed society’s desire to 

borrow and spend now. If 

so, then the supply of savings could exceed the current demand for money. If the 74 million baby 

boomers generate enough savings to swamp the current demand of the rest of society for borrowing, 

negative real yields could be here to stay. Is this result possible? Yes, but we doubt it.  

We hear another more sinister argument for negative rates that goes something like this: sovereign 

governments have so much debt today that if rates rise they won’t even be able to pay the current 

interest on their debt let alone pay back the principal. Further, during the financial crisis of 2008/9 these 

sovereign governments learned that they can print money at an ever-expanding pace, buy back their 

debt (monetize), and create cash to be used for internal programs that support economic growth. We 

are not fans of this approach as we are not believers in the invisible hand of big government. We also 

like to think that in the future there will come a day when government budgets will be balanced and 

debts will be repaid.    

So, can interest rates go negative in the US? In general, we do not believe a saver should ever pay a 

borrower to lend them money. Accordingly, we do not expect negative yields in the US, but we 

acknowledge that they now exist in other developed countries. So, it could happen in the US, too. 

Therefore, it is important to understand what negative US yields could mean to US bond prices. We’ll 

use the 10-year US Treasury, which today yields about 1.50%.  If that yield fell from 1.50% to 0.00%, the 

price of the Treasury would appreciate by 15%. Mind you, we would like to make 15% on any fixed-

income investment, but we think the odds are low, so we don’t like the risk-reward. On the other hand, 

if the yield on the 10-year were to rise (normalize?) to say 3.3%, an investor would lose 15%. That’s the 

over/under. If you think there is a better chance that the yield on the 10-year US Treasury moves to zero 

and that you will be able physically and emotionally to sell your bonds when that happens, then they are 

a buy today. Is it possible? Yes. Is it likely? In our opinion, no.  We remain unimpressed with forward-

looking bond return potential. 

Used with permission of Bloomberg Finance, L.P. 

Government Bond Yield Spread: US 10-Yr Minus European 10-Yr Since 1990 
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ESG – Environmental, Social, and Governance  

Chris Matteini (senior investment pro at TIFF1) and I were talking about the state of sustainability the 

other day, and now seems like a good time to share our view on where markets and investors are on the 

topic today. To start, investor confusion around the terminology and why we should care seems to be 

ebbing. Yes, sustainability is still defined and perceived in myriad ways, but what it boils down to largely 

is the efficient use of resources. Any system—a company, an industry, a market, an ecosystem—requires 

resources to survive. To the extent those resources are harmed or depleted, the survival of that system 

is at risk. To the extent those resources are maintained or renewed over time, that system has what it 

needs to sustain itself at least and potentially even thrive. The sustainability movement is a call for 

change in how we manage our resources, in particular our environmental, human and social resources. 

Thoughtless exploitation of those resources can work for some period of time and for some portion of 

the population, but in the end that approach is unsustainable.   

Sustainable investing is an extension of this concept. The basic idea is to invest in businesses that 

employ best practices around the use of all forms of capital: financial, environmental, human, and social. 

Those businesses possess the best chance not just to survive, but to thrive. And of course sustainable 

investing also means avoiding businesses with high costs and headline risks due to poor governance and 

exploitative behaviors. Such behaviors are less and less tolerated by consumers, governments, and 

regulators. Increasingly, these behaviors make them less attractive to investors, too.  

Sounds simple? Not so fast. While the high-level view is becoming easier to articulate, the details about 

what is most important, how to compare one business to another on environmental, social, and 

governance (ESG) factors, and how best to measure a single company’s progress in improving its ESG 

footprint is as complicated as ever. Understanding these complexities and managing an investment 

portfolio to minimize ESG-related risks without sacrificing performance goals can be even more 

complicated, due in part to the myriad investment strategies that claim to fall under the “sustainable 

investments” umbrella. At TIFF, we have researched these strategies in depth and created a process for 

evaluating them (documents are available upon request). Let us now walk you through some of the 

tougher challenges investors face today as they seek to make their portfolios more sustainable. The 

investment world is making progress on these challenges, but as you’ll see it’s not yet an easy knot to 

untie. 

The first critical issue is data. Corporate disclosure of ESG information is on the rise, but disclosure is not 

yet standardized. Groups like the Sustainability Accounting Standards Board (SASB)2 have made 

significant progress to this end. The SASB standards were codified in 2019 following a multi-year 

process. The Task Force on Climate-Related Financial Disclosures (TCFD) has been a similar driver of 

improved disclosures in Europe, creating its own framework for ESG disclosure that is going to become 

mandatory for UNPRI signatories starting in 2020.  Groups like CDP (formerly the Carbon Disclosure 

Project) and TruCost continue to grow their databases of ESG information and their services for helping 

corporations report.  In the meantime, however, corporations remain hesitant, in part because 

disclosure is not yet a regulatory requirement, and there are no uniform standards for how to report. 

 
1 Chris holds an MBA in Sustainability from Antioch University and is an FSA (Fundamentals of Sustainability 
Accounting) credential-holder. 
2 Jay Willoughby serves on the SASB Foundation Board of Directors. 
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Further, there is concern among corporations that they may be documenting something today that 

haunts them in the future, and they have multiple constituencies asking them to report on dozens or 

even hundreds of different things. The picture is further complicated by the fact that different ESG 

rating agencies, those groups that score businesses based on their ESG profiles, can often generate 

significantly different scores for the same company due to the application of different methodologies. 

Standardization of disclosure practices will be a critical step for capital markets. We are inching closer, 

but we are not there yet. 

How exactly to measure and report on ESG factors remains a question. In the meantime, industries and 

markets are changing due to sustainability-related risks and opportunities. Disruption is occurring. 

Renewable energy is now cheaper than fossil fuels in certain geographies. Nearly every auto 

manufacturer is slated to release electric models within the next few years. Innovations in agriculture 

are leading to dramatic reductions in water intensity in the context of increasing global temperatures 

and water scarcity. Hamburgers are now made from plants, a response to livestock farming being 

identified as one of the most carbon emission-intensive industries on the planet. Consumers are 

demanding greener products, from food to cosmetics to clothing. These changes are all the result of 

increased awareness of the side effects of inefficient use of resources, effects that include climate 

change, pollution, and social inequity. A recent United Nations Environment Programme report stated 

that limiting global temperature increases to 1.5 degrees above pre-industrial levels will require that 

global greenhouse gas (GHG) emissions peak in 2020. Emissions are currently estimated to peak at some 

point beyond 2030. Progress is being made: the percentage of global GHG emissions subject to carbon 

pricing regimes increased from roughly 5% in 2004 to just under 15% today.3 Many believe that the 

percentage needs to be much higher. And of course, sustainability is not just about managing 

environmental resources.  Human and social capital issues are also increasingly prominent, issues like 

gender pay gaps, board diversity, personal data security, income inequality, and the general impact that 

corporations have on the communities in which they are located and do business.  

So, where do we think this leaves investors attempting to achieve performance targets while also 

making their portfolios more sustainable? We see both risk and opportunity. In managing risk, you need 

to understand your exposure to disruption, changing regulation, climate change, and consumer trends.  

ESG data and reporting may be spotty, but enough ESG information is now available to make it a 

valuable piece of the mosaic for those willing to do the work. The fact that ESG information is not yet 

standardized, and the resulting inefficiencies, actually make it possible to generate a competitive 

advantage through thoughtful ESG analysis. At TIFF, we take pains to understand how our managers 

evaluate ESG risks. We want to know that they are investing in businesses that use resources efficiently 

and are thus poised to thrive long-term. We believe this is simply sound investing. Capitalizing on 

opportunities created by sustainability-related disruption is just as important as managing risk. We want 

to be on the right side of secular change. We strive to allocate our members’ capital to innovative 

managers and businesses that are altering industries by solving the critical problems of our time. It’s not 

obvious or easy to identify those companies or managers that will be tomorrow’s top sustainable 

investments or investors. But, working thoughtfully and methodically to identify and partner with those 

organizations today is the path to beating the market while also making a positive impact. 

 
3 Generation Investment Management Sustainability Trends Report 2018 
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All investments involve risk, including possible loss of principal.  
 
Not all strategies are appropriate for all investors. There is no guarantee that any particular asset 
allocation or mix of strategies will meet your investment objectives. Diversification does not ensure a 
profit or protect against a loss.  
 
One cannot invest directly in an index, and unmanaged indices do not incur fees and expenses.  
 
This article is being provided for informational purposes only and constitutes neither an offer to sell nor 
a solicitation of an offer to buy securities. Offerings of securities are only made by delivery of the 
prospectus or confidential offering materials of the relevant fund or pool, which describe certain risks 
related to an investment in the securities and which qualify in their entirety the information set forth 
herein. Statements made herein may be materially different from those in the prospectus or 
confidential offering materials of a fund or pool.  
 
This article is not investment or tax advice and should not be relied on as such. TIFF Investment 
Management (“TIFF”) specifically disclaims any duty to update this article. Opinions expressed herein 
are those of TIFF and are not a recommendation to buy or sell any securities.  
 
This article may contain forward-looking statements relating to future events. In some cases, you can 

identify forward-looking statements by terminology such as “may,” “will,” “should,” “expect,” “plan,” 

“intend,” “anticipate,” “believe,” “estimate,” “predict,” “potential,” or “continue,” the negative of such 

terms or other comparable terminology. Although TIFF believes the expectations reflected in the 

forward-looking statements are reasonable, future results cannot be guaranteed. Except where 

otherwise indicated, all of the information provided herein is based on matters as they exist as of the 

date of preparation and not as of any future date, and will not be updated or otherwise revised to 

reflect information that subsequently becomes available, or circumstances existing or changes occurring 

after the date hereof. 

 

 


