
Whether you are a businessman, a student or just a member of the public concerned about what’s going on in the world, the yield 

curve is something you should care about. It is often said that the yield curve is probably the single best indicator of the direction of 

the market and perhaps the best indicator of an upcoming recession. 

Many decisions, from how to invest the funds in your portfolio to what kind of job to take, would be impacted if you knew a reces-
sion was approaching, right? Business owners, armed with this kind of foresight, would be able to make more informed decisions 
about whether to expand capacity, raise equity capital, borrow funds, change floating rate debt to fixed-term debt or even exit their 

businesses. 

The yield curve is created by plotting a graph of all the interest rates paid by a particular Government or corporation, after issuing 

multiple bonds with different duration. Typically, the longer the term of the bond, the higher the yield, because, under normal cir-
cumstances, money is worth more today than some other time in the future, bond holders will typically look for a premium to delay 

the spending and immediate consumption. 

However, when investors perceive that a recession is near, they generally move to higher quality assets, a phenomenon known as 
flight to quality. They often gravitate to Government bonds, particularly those issued by governments considered “high quality” such 

as the U.S. Government. In such times, investors are concerned about preserving the value of their holdings in the medium to long-
term. Hence, there is a so-called “tightening” of the yield curve as the premium investors usually require on long-term bond dimin-

ishes and in some extreme cases, the yield may even become inverted.  An inversion of the yield occurs when investors are prepared 
to accept a lower yield on long term bonds than short term instruments. In other words, in such a risk-averse environment, inves-

tors are prepared to accept a discount to preserve their capital.  

Currently, investors are concerned about the shape of the Treasury yield curve.  Remember economists and portfolio managers of-
ten view a tightening of the yield curve as an indication of low economic growth and uncertainty.  However, in this case, investors 

are concerned that surging inflation globally, will force the US Federal reserve to taper faster than expected and shorten the timeline 

to raise interest rates. 

A shortened timeline to raise interest rates has pushed short 

term yields higher. Yields on short-dated notes have moved 
sharply higher in recent weeks, while those on longer-dated bonds 

have fallen.  Evidence of this can be seen in the chart below where 
the 2-year Treasury which stood at 0.31% on September 28, 2021 

declined to 0.60% on December 3, 2021 while the 10-year Treas-
ury fell modestly from 1.54% on September 28, 2021 to 1.35% on 
December 3, 2021. This scenario, the flattening of the yield curve, 

is possibly a result of investors thinking that an increase in rates 
early will curtail inflation in the medium to long term and prevent 

the need to increase borrowing cost as high as projected previ-

ously over the longer term. 

With a flattening yield curve, the barbell strategy may be a useful choice for portfolio managers. The barbell strategy involves pur-

chasing short-term and long-term bonds but none or very limited amounts of those with intermediate maturities. The distribution on 
the two extreme ends of the maturity timeline creates a barbell shape and the strategy offers investors exposure to high yielding 

bonds with downside interest rate risk protection.  Typically, short-term bonds have maturities up to five years while long term 
bonds have maturities extending beyond ten year. Intuitively, the higher yields on long term bonds compensate investors for the 

higher interest rate risk at that end of the curve.  

Is the Time Right To Bring Out 

the Barbell? 



Local Equity Market  International Currency Market 

Currency 3-Dec 26-Nov YTD% ∆ YoY% ∆ DoD % ∆ WoW % ∆ 

EUR: USD 1.131 1.132 -7.43% -6.88% 0.06% -0.08% 

GBP: USD 1.324 1.330 -3.17% -1.58% -0.51% -0.75% 

USD: CAD 1.284 1.280 0.91% -0.16% 0.24% 0.39% 

USD: JPY 112.790 113.380 9.24% 8.62% -0.28% -0.52% 

            

Local Foreign Currency Market 

Currency 3-Dec 2-Dec WoW % ∆ YTD% ∆ 26-Nov DoD % ∆ 

USD:JMD 156.26 156.28 -0.42% 9.54% 156.91 -0.02% 

GBP:JMD 209.26 210.50 0.87% 8.1% 207.45 -0.59% 

CAD:JMD 122.19 123.51 -0.39% 9.7% 122.67 -1.07% 

Global Interest Rates 

Rates 3-Dec 
WoW ∆ 

bps 

YTD ∆ 

bps 

YoY ∆ 

bps 
26-Nov 

DoD ∆ 

bps 

10 Year US 

Treasury Bond 
1.35% -12.00 44.00 44.00 1.47% -9.00 

10 Year UK Gilt 0.75% -8.00 55.00 43.00 0.83% -6.00 

GOJ 2025 Global 

Bond 
4.01% 6.00 56.00 29.00 3.95% -2.00 

5 Year US Treas-

ury Bond 
1.13% -3.00 77.00 74.00 1.16% -8.00 

5 Year UK Gilt 0.59% -3.00 68.00 59.00 0.62% -7.00 

BEST AND WORST PERFORMERS 

ADVANCERS DECLINERS 

ROC 15.11%   MTLJA -29.29%   

PBS 15.06%   KLE -25.16%   

PJX 14.93%   SRFUSD -16.44%   

        

Week in Review:  Nov 29 - Dec 3, 2021 

Upcoming Week:  Dec 6 - Dec 10, 2021 

The higher yield offered on long term bonds is the first advantage of a barbell strategy while the second advantage is that it decreases 

risk. This is possible as short-term and long-term bonds’ returns are negatively correlated. Therefore, by holding bonds with different 
maturities in a portfolio, there is less downside risk.  Additionally, as short-term bonds mature with relative frequently, the investor is 

provided with the liquidity and flexibility to deal with emergencies requiring cash if necessary, without selling the bond before maturity.   

The reason the returns of long term versus short term bonds are negatively correlated is because of interest rates. If interest rates in-

crease, the short-term bonds will be reinvested at a higher interest rate and this reinvestment will offset the decrease in the value of 
longer-term bonds. On the other hand, if interest rates decrease, the value of the longer-term bonds will increase and augment the 

portfolio return which will be negatively impacted by lower yields from rolling over the short-term bonds in a lower interest rate envi-

ronment.  

The barbell strategy is not a riskless strategy, however.  The main risk in this approach comes at the longer end of the barbell as long-
term bonds tend to be much more volatile than short term bonds. As a result, there is the potential for capital losses if interest rates 

increase at the long end of the curve more than at the short end. This worst-case scenario is called a steeping yield curve and usually 
indicate the start of an expansionary economic period.  However, we believe the economic cycle is likely closer to the end than at the 

start at this point and a barbell strategy may be ideal for the investors who want to limit their downside risk without giving up too 

much income.  

Global Equity Indices 

Index 31-Dec 26-Nov 3-Dec WoW % ∆ YTD% ∆ YoY% ∆ 

S&P 500 
      
3,756.07  

      
4,594.62  

      
4,538.43  -1.22% 20.83% 23.77% 

Euro Stoxx 50 
      
3,552.64  

      
4,089.58  

      
4,080.15  -0.23% 14.85% 16.01% 

MXWD  Index  
         
646.27  

         
733.53  

         
724.18  -1.27% 12.06% 15.22% 

JSE Main Market   

Index 

  
395,614.93  

  
391,220.36  

  
389,946.39  -0.33% -1.43% -1.39% 

JSE Junior Market 

Index 

      
2,643.38  

      
3,371.57  

      
3,337.47  -1.01% 26.26% 33.20% 

JSE Combined Index 
  
392,435.92  

  
395,994.90  

  
394,477.66  -0.38% 0.52% 0.94% 

JSE Main Market activity (excluding preference shares) resulted from trading in 

48 stocks of which 16 advanced, 29 declined and 3 traded firm. Market volume 

(excluding preference shares) amounted to 61,466,227 units valued at over 

$1,451,413,783. JSE Junior Market activity (excluding preference shares) result-

ed from trading in 40 stocks of which 15 advanced, 23 declined and 2 traded 

firm. Market volume (excluding preference shares) amounted to 157,138,857 

units valued at over $459,194,931. 

*Using Midday Rates 
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Managed by  

With a suite of six investment portfolios, each with a distinct financial profile, JN Mutual Funds offers a premium opportunity for investors 

to align their personal financial strategy with their goals, time horizons and risk profile.  
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