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The age-old question:
Will rates rise in the long term?
WITH INVESTORS FOCUSED ON THE NEXT FEDERAL RESERVE (FED)
MEETING, I THINK NOW IS A GOOD TIME TO TAKE A STEP BACK AND
ASSESS THE LONGER-TERM OUTLOOK FOR INTEREST RATES. An
important demographic trend may keep rates low for years to come.
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Around the world, the ratio of dependent young and old people relative
to working-age populations is rising. As FIGURE 1 shows, the global
dependency ratio is forecast to climb for decades, potentially hampering
economic growth and stifling interest rates.
When an economy has fewer working-age people, tax revenues may shrink,
government spending may increase, and productivity tends to decline—
all of which can hinder growth. FIGURE 1 also reveals that the dependency
ratio in developed markets is expected to rise more than in emerging
markets. This difference is driven by the more rapid aging of populations in
developed markets, which, though present in emerging markets, is partially
off set by higher birth rates.
Though this global demographic shift may keep rates low over the long
term, many other cyclical factors can drive rates in the short term.
For example, if global growth decelerates, US rates could fall as yields
become more attractive relative to their global counterparts. However, if
the outlook improves due to some combination of lower trade tensions,
stronger consumer spending, widespread fiscal stimulus, or increased
productivity, US rates could rise.

FIGURE 1
Dependents will outnumber workers for years
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The dependency ratio is calculated as the number of people younger than 15 and
older than 64 divided by the number of people who are 15 to 64 years old. | Sources:
Haver, United Nations as of 8/19. | For illustrative purposes only.
1

2100



Economic and demographic
changes tied to an aging
workforce could keep rates
lower for longer.
However, if a combination
of other factors such as
lower trade tensions,
stronger consumer spending,
widespread fiscal stimulus,
and/or increased productivity
improve, US rates could rise.
Investors might consider a
structural allocation to fixed
income and emerging markets,
as well as adding to US credit.

Investment Implications
• Consider maintaining a structural allocation to fixed income. Most types of fixed-income securities have tended to
benefit from stable or falling yields, which may never return to the heady levels of the 1980s—or even the high-single
digits of the 1990s.
• Consider increasing a structural allocation to emerging markets. The weaker long-term demographic headwind may
make emerging-market risk assets attractive relative to developed-market risk assets over the long term.
• Over the next six to 12 months, consider adding to US credit and favoring investment-grade bonds over high-yield
bonds. I find credit fundamentals to be decent given reasonable spreads and the prospect of falling interest rates
over the near term.
The views expressed here are those of Nanette Abuhoff Jacobson. They should not be construed as investment advice. They are based
on available information and are subject to change without notice. Portfolio positioning is at the discretion of the individual portfolio
management teams; individual portfolio management teams and different fund sub-advisers may hold different views and may make
different investment decisions for different clients or portfolios. This material and/or its contents are current as of the time of writing
and may not be reproduced or distributed in whole or in part, for any purpose, without the express written consent of Wellington.
Management or Hartford Funds.

Important Risks: Investing involves risk, including the possible loss
of principal. • Foreign investments may be more volatile and less
liquid than U.S. investments and are subject to the risk of currency
fluctuations and adverse political and economic developments.
These risks may be greater for investments in emerging markets. •
Fixed income security risks include credit, liquidity, call, duration, and
interest-rate risk. As interest rates rise, bond prices generally fall. •
Investments in high-yield (“junk”) bonds involve greater risk of price
volatility, illiquidity, and default than higher-rated debt securities.
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