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And then, there was zero. Unless you really 
pay attention to the financial markets, you are 
unaware of the amount of bonds that present-
ly yield zero or less. We have been in this 
current situation for several years where 
many European and Japanese government 
bonds have negative yields (you pay them to 
hold their bonds). This doesn’t seem to make 
sense, however, there are a few explanations 
as to why you wouldn’t bury your cash in the 
back yard where at least your return is zero. 
 
The first one is somewhat obvious. There’s 
always the chance that your neighbor see’s 
you bury your money and comes over and 
digs it up while you are away from home. A 
version of that is investors are willing to pay 
a small fee to not worry about their money. 
The second explanation is when there is 1% 
deflation a negative ½% is still a positive re-
turn since you can buy more goods and ser-
vices in the future. There does appear to be 
some deflation in Europe and Japan. From a 
bank’s point of view, if they charge you a 
monthly fee of $5, or $60 per year, and you 
have $2000 in your account, you have a 3% 
negative yield on your money ($60/$2,000). 
Banks must hold some capital as collateral 
for their loan business, and they put it in gov-
ernment bonds. Even though it may cost them 
-.5%, they still make money on you. It all sort 
of seems to work. However, we have recently 
ventured into new territory. 
 
All the above examples are based on nobody 
doubting that they will get their money back. 
There is a small cost of the negative interest 
rate. Currently, about 30% of the European 
investment grade corporate bond market now 
carries a negative interest rate also, however, 
the default rate on these bonds is perceived to 
be very low also. Historically it is. However, 
we are now in an entirely new world. There 
are now about 20 issues of high yield bonds 

that have negative interest rates. These are 
bonds rated BB and are otherwise known as 
junk. The entire euro high yield market has a 
3% yield presently. What is significant about 
this is that these bonds do not come with the 
assurance that you will get all your money 
back. In the recession of 2008, default rates 
hit 14%. In 2001, default rates were 11%. So 
now you are not just dealing with a small 
“fee” to have someone hold your money. You 
are assuming a real and significant risk that 
you may experience a substantial loss. 
 
Someday there will be another recession, it’s 
just that nobody knows when. Recessions are 
good if you consider that the economy does 
have a cycle, and they are supposed to help 
prevent investors from doing very stupid 
things. The big issue here is that investors are 
not always rational - what a surprise. Even 
though the default rate for high yield bonds 
reach 14% in 2008, the yield for B rated high 
yield bonds reached 25%. This means fear 
dramatically outstripped the actual risk that 
was in the market. Another point of view 
would be that the market was much less risky 
in 2008 because you were getting paid an 
extra 11% above what you might lose in de-
faults. Currently, you get paid nothing for 
defaults which is a fact of life in the high 
yield bond market. You could say that in 
2008 nobody knew how bad it would get, and 
that is the point. 
 
We know that some of these bonds will de-
fault, and 0 is not compensating you for that. 
The takeaway from this is: It doesn’t make 
sense to own high yield currently, even 
though they may provide a better return for 
several more years. The land mines that are 
embedded in this market far outweigh the 
risk. On a positive note, when this market 
does unwind, and they always do, there are 
going to be some unbelievable opportunities. 


