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Together in isolation on the journey 
to a strange new world 
 

If humans are ever to explore distant planets and the vast outreaches of space, 
scientists must decide how to keep people alive (and sane) through enormous journey 
times. Astronauts must arrive at their strange new destinations rested and ready to 
work, even after years of travel. Current thinking points to a form of hibernation 
where, at the outset, astronauts are chilled and metabolisms depressed to a fraction of 
their typical rate – so called ‘hypothermic torpor’1.  
 
So far, so much science fiction. But now governments, policy makers and economists 
around the world wrestle with a similar problem. How to safely put economies into 
hibernation so that companies and workers emerge from their sleep pods of isolation 
fit and raring to go when the COVID-19 crisis has passed?   
 
Tried and tested techniques are of no use. In past downturns, policy makers have relied 
on approaches that supported current spending; so for example lower mortgage rates 
and tax cuts. But clearly these will not work today when consumers and business are in 
lockdown. If more direct life support was not provided, then productive capacity (both 
capital and labour) would be so damaged that a full recovery from the crisis would take 
years.  
 
Instead, most countries have rightly taken a far more interventionist approach, and one 
that just a few weeks ago would have read like economic science fiction for many 
capitalist and market led economies; an unprecedented peacetime expansion of fiscal 
spending, tax and mortgage holidays, corporate bailouts, wage subsidies, corporate 
loan guarantees, unlimited quantitative easing and extensive support for financial 
markets. The numbers are staggering, with packages in many countries easily reaching 
10-20% of GDP if fully exercised. And that is before we can be sure how the crisis will 
evolve and how the global economy will cope. We should not imagine we have seen 
the end of the life support. 
 
The immediate problem is dealing with the havoc wreaked by COVID-19 to the 
demand and supply side. But so large are the numbers, and so frequent the 
announcements, that it is easy to become blasé about how extraordinary these 
government programs are and how uncertain the long-term consequences will be. As 
every sci-fi movie-goer knows, when the sleep pods open and astronauts emerge bleary 
eyed into a new world, that is usually when the monsters appear. 
 

 

 

 

 

 

 



 

 

It is too early to draw real conclusions about how the new global 
economy will look, but two things are at least are clear. First, free 
spending by governments today, while necessary, risks 
unsustainably higher debt levels, higher borrowing costs and 
higher inflation in the future. Ultimately, deficits do matter and 
must be paid for. Secondly, central banks must provide immense 
ongoing support for bond markets. A sharp move higher in 
government bond yields will undermine the fiscal policy response 
and therefore central banks will need to keep yields low to 
support its effectiveness. It is not hard to see some central bank 
mandates evolving away from today’s inflation targeting towards 
something that is much more explicit in keeping nominal yields 
low across the yield curve2.  
 
What steps should bond investors be taking today to reflect this 
changing outlook? We see  four; 
 
1. Get real 
 
Given the enormous rise in government spending, and our 
expectation that periods of higher inflation in many countries 
will follow, it makes sense to own securities with some in-built 
inflation protection – what are generally known as ‘real’, rather 
than ‘nominal’, bonds. As the Federal Reserve keeps the policy 
rate at zero and Treasury yields low, higher inflation means that 
real yields will probably fall much lower; so real bonds will 
outperform nominal counterparts. US 5-year TIPS (Treasury 
Inflation Protected Securities) have a yield of about -0.40% as of 
April 6th. Back in 2013 the yield was around -1.7% and we 
anticipate those levels could be reached again. So our global 
bond portfolios maintain an allocation to inflation protected 
securities. 

 
Evolution of 5-year TIPS yield 

 

 
 
Source: Bloomberg, data as at 6th of April 2020. 
 
 

2. Buy what the central bank buys 
 

Many central banks have eased recent market stresses by 
expanding asset purchases, becoming the buyer of last resort 
where liquidity was otherwise absent. For example, the Federal 
Reserve and the European Central Bank (ECB) launched 
programs specifically targeting the investment grade corporate 
bond markets, bringing much needed stability. For most of 2019 
we had been cautious towards credit. But since the dramatic 
repricing of credit risk in March and now the Federal Reserve is 
providing almost unlimited support for parts of the market, we 
have become more constructive and selectively adding exposure, 
especially in the primary market. 

 
3. Don’t write-off emerging markets 

 
In the market panic of March, it seemed asset classes were sold 
down indiscriminately in a global flight-to-quality. Emerging 

market countries were among the worst performers, especially 
as the oil price shock hit oil exporters doubly hard. However, 
we have mentioned before how emerging countries claim an 
increasing share of global GDP and are underrepresented in 
global portfolios. The fact that developed market central banks’ 
have recently moved policy rates to zero does give further room 
to fall for policy rates and real yields in some emerging 
countries. China remains one of our top picks in global bond 
strategies. 

 
 

 
Source: Bloomberg, data as at 17th March, 2020 
 

4. Think and act global 
 

COVID-19 is the great leveler globally, affecting both rich 
and poor nations. So far, the responses to offset the 
economic shock, while varying in speed of delivery, have 
been remarkably similar; creative and dramatic fiscal and 
monetary interventions. The long-term impacts though are 
hard to gauge and will impact different countries in different 
ways. For example, the squabble between European 
countries on how to share the enormous costs of fighting the 
virus has opened old divisions around debt mutualisation. 
This could make an already difficult challenge even harder to 
negotiate. Investors must accept that the true impact of this 
crisis will be felt in different ways and evolve at different 
speeds around the world. The best option when facing this 
challenge is to keep a wide opportunity set available and be 
flexible and nimble in investment strategy.  
 
COVID-19 is at first order a global public health crisis with 
extremely serious second order economic and financial 
market effects for the global economy. Governments and 
central banks do their best to ease the economic shock, but 
we are in totally unchartered territory when thinking about 
the longer-term effects. Bond investors must take steps now, 
at least to protect themselves against the more obvious 
longer-term risks, such as higher inflation, while looking for 
more tactical opportunities in assets that have repriced 
recently. We believe our flexible bond strategies are well 
placed to succeed in this environment. For more information 
visit here https://www.ubs.com/global/en/asset-
management/investment-capabilities/fixed-income/global-
flexible-fi-capabilities.html 
 

1 The idea draws on some medical techniques used today. Surgeons apply cooling and 

metabolic suppression to patients who have suffered various physical traumas. Of course, a  

cosmic short cut via a wormhole will be preferable for somniphobic astronauts of the future. 

2  I wrote about the fluid nature of central bank mandates back in January, but I admit I did 

not see this happening so soon. https://www.ubs.com/global/en/asset-
management/insights/asset-class-research/fixed-income-
research/2020/bond-bites-shifting-sands.html 
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For further information please contact your client advisor. Investors should not base their investment decisions on 

this marketing material alone. 



4 

 

 

For marketing and information purposes by UBS. For professional clients / qualified / institutional investors only. 

 
This document does not replace portfolio and fund-specific materials. Commentary is at a macro or strategy level and is not with reference to any 
registered or other mutual fund. 

 

Americas 
The views expressed are a general guide to the views of UBS Asset 
Management as of April 2020. The information contained herein should 
not be considered a recommendation to purchase or sell securities or any 
particular strategy or fund. Commentary is at a macro level and is not with 
reference to any investment strategy, product or fund offered by UBS Asset 
Management. The information contained herein does not constitute 
investment research, has not been prepared in line with the requirements 
of any jurisdiction designed to promote the independence of investment 
research and is not subject to any prohibition on dealing ahead of the 
dissemination of investment research. The information and opinions 
contained in this document have been compiled or arrived at based upon 
information obtained from sources believed to be reliable and in good 
faith. All such information and opinions are subject to change without 
notice. Care has been taken to ensure its accuracy but no responsibility is 
accepted for any errors or omissions herein. A number of the comments in 
this document are based on current expectations and are considered 
“forward-looking statements.” Actual future results, however, may prove 
to be different from expectations. The opinions expressed are a reflection 
of UBS Asset Management’s best judgment at the time this document was 
compiled, and any obligation to update or alter forward-looking state- 
ments as a result of new information, future events or otherwise is 
disclaimed. Furthermore, these views are not intended to predict or 
guarantee the future performance of any individual security, asset class or 
market generally, nor are they intended to predict the future performance 
of any UBS Asset Management account, portfolio or fund. 

 
EMEA 
The information and opinions contained in this document have been 
compiled or arrived at based upon information obtained from sources 
believed to be reliable and in good faith, but is not guaranteed as being 
accurate, nor is it a complete statement or summary of the securities, 
markets or developments referred to in the document. UBS AG and / or 
other members of the UBS Group may have a position in and may make a 
purchase and / or sale of any of the securities or other financial instruments 
mentioned in this document. Before investing in a product please read the 
latest prospectus carefully and thoroughly. Units of UBS funds mentioned 
herein may not be eligible for sale in all jurisdictions or to certain categories 
of investors and may not be offered, sold or delivered in the United States. 
The information mentioned herein is not intended to be construed as a 
solicitation or an offer to buy or sell any securities or related financial 
instruments. Past performance is not a reliable indicator of future results. 
The performance shown does not take account of any commissions and 
costs charged when subscribing to and redeeming units. Commissions and 
costs have a negative impact on performance. If the currency of a financial 
product or financial service is different from your reference currency, the 
return can increase or decrease as a result of currency fluctuations. This 
information pays no regard to the specific or future investment objectives, 
financial or tax situation or particular needs of any specific recipient. The 
details and opinions contained in this document are provided by UBS 
without any guarantee or warranty and are for the recipient’s personal use 
and information purposes only. This document may not be reproduced, 
redistributed or republished for any purpose without the written permission 
of UBS AG. This document contains statements that constitute “for- 
ward-looking statements”, including, but not limited to, statements 
relating to our future business development. While these forward-looking 
statements represent our judgments and future expectations concerning 
the development of our business, a number of risks, uncertainties and 
other important factors could cause actual developments and results to 
differ materially from our expectations. 

UK 
Issued in the UK by UBS Asset Management (UK) Ltd. Authorised and 
regulated by the Financial Conduct Authority. 

 
APAC 
This document and its contents have not been reviewed by, delivered to or 
registered with any regulatory or other relevant authority in APAC. This 
document is for informational purposes and should not be construed as an 
offer or invitation to the public, direct or indirect, to buy or sell securities. 
This document is intended for limited distribution and only to the extent 
permitted under applicable laws in your jurisdiction. No representations are 
made with respect to the eligibility of any recipients of this document to 
acquire interests in securities under the laws of your jurisdiction. Using, 
copying, redistributing or republishing any part of this document without 
prior written permission from UBS Asset Management is prohibited. Any 
statements made regarding investment performance objectives, risk and/or 
return targets shall not constitute a representation or warranty that such 
objectives or expectations will be achieved or risks are fully disclosed. The 
information and opinions contained in this document is based upon 
information obtained from sources believed to be reliable and in good faith 
but no responsibility is accepted for any misrepresentation, errors or 
omissions. All such information and opinions are subject to change without 
notice. A number of comments in this document are based on current 
expectations and are considered “forward-looking statements”. Actual 
future results may prove to be different from expectations and any 
unforeseen risk or event may arise in the future. The opinions expressed are 
a reflection of UBS Asset Management’s judgment at the time this 
document is compiled and any obligation to update or alter forward-look- 
ing statements as a result of new information, future events, or otherwise 
is disclaimed. You are advised to exercise caution in relation to this 
document. The information in this document does not constitute advice 
and does not take into consideration your investment objectives, legal, 
financial or tax situation or particular needs in any other respect. Investors 
should be aware that past performance of investment is not necessarily 
indicative of future performance. Potential for profit is accompanied by 
possibility of loss. If you are in any doubt about any of the contents of this 
document, you should obtain independent professional advice. 

 
Australia 

This document is provided by UBS Asset Management (Australia) Ltd, ABN 
31 003 146 290 and AFS License No. 222605. 

 
China 
The securities may not be offered or sold directly or indirectly in the 
People’s Republic of China (the “PRC”). Neither this document or 
information contained or incorporated by reference herein relating to the 
securities, which have not been and will not be submitted to or approved/ 
verified by or registered with the China Securities Regulatory Commission 
(“CSRC”) or other relevant governmental authorities in the PRC pursuant 
to relevant laws and regulations, may be supplied to the public in the PRC 
or used in connection with any offer for the subscription or sale of the 
Securities in the PRC. The securities may only be offered or sold to the PRC 
investors that are authorized to engage in the purchase of Securities of the 
type being offered or sold. PRC investors are responsible for obtaining all 
relevant government regulatory approvals/licenses, verification and/or 
registrations themselves, including, but not limited to, any which may be 
required from the CSRC, the State Administration of Foreign Exchange 
and/or the China Banking Regulatory Commission, and complying with all 
relevant PRC regulations, including, but not limited to, all relevant foreign 
exchange regulations and/or foreign investment regulations. 



 

 

 

 

 

Hong Kong 
This document and its contents have not been reviewed by any regulatory 
authority in Hong Kong. No person may issue any invitation, advertise¬- 
ment or other document relating to the Interests whether in Hong Kong or 
elsewhere, which is directed at, or the contents of which are likely to be 
accessed or read by, the public in Hong Kong (except if permitted to do so 
under the securities laws of Hong Kong) other than with respect to the 
Interests which are or are intended to be disposed of only to persons 
outside Hong Kong or only to “professional investors” within the meaning 
of the Securities and Futures Ordinance (Cap. 571) and the Securities and 
Futures (Professional Investor) Rules made thereunder. 

 
Japan 
This document is for informational purposes only and is not intended as an 
offer or a solicitation to buy or sell any specific financial products, or to 
provide any investment advisory/management services. 

 
Korea 

The securities may not be offered, sold and delivered directly or indirectly, 
or offered or sold to any person for re-offering or resale, directly or indirect- 
ly, in Korea or to any resident of Korea except pursuant to the applicable 
laws and regulations of Korea, including the Capital Market and Financial 
Investment Business Act and the Foreign Exchange Transaction Law of 
Korea, the presidential decrees and regulations thereunder and any other 
applicable laws, regulations or rules of Korea. UBS Asset Management has 
not been registered with the Financial Services Commission of Korea for a 
public offering in Korea nor has it been registered with the Financial 
Services Commission for distribution to non-qualified investors in Korea. 

 

Taiwan 

This document and its contents have not been reviewed by, delivered 
to or registered with any regulatory or other relevant authority in the 
Republic of China (R.O.C.). This document is for informational 
purposes and should not be construed as an offer or invitation to the 
public, direct or indirect, to buy or sell securities. This document is 
intended for limited distribution and only to the extent permitted 
under applicable laws in the Republic of China (R.O.C.). No 
representations are made with respect to the eligibility of any 
r ecipients of this document to acquire interests in securities under the 
laws of the Republic of China (R.O.C.). 

 
Source for all data and charts (if not indicated otherwise): UBS Asset 
Management 

 
The key symbol and UBS are among the registered and unregistered 
trademarks of UBS. 

 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

© UBS 2020. All rights reserved. 
AMMA-3633  02/20 

www.ubs.com/am 

 
For professional / qualified / institutional clients and investors only. 

 
 

 

  

http://www.ubs.com/am

