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The Asymmetry of 
Bond Returns

“When most people think about the 
future, they ignore that the future is a 

distribution of possibilities.”  

 Howard Marks, Oaktree Capital ~



Generally, bond prices and yields have an inverse 
relationship and the longer a bond’s duration, the more 
sensitive the bond’s price is to changes in yield. 

It is di�cult, if not impossible, to predict the direction and 
size of future interest rate moves with any degree of 
certainty, but it may help to know that most bonds tend to 
have asymmetric forward-looking returns, particularly 
longer duration bonds. 

This means that the impact to bond prices will vary in 
magnitude depending on which direction the bond yields 
move, even if yields change by the same amount. 

For example, if the yields of the underlying holdings in 
a long-duration bond fund such as TLT rise 1%, the 
investment would lose an estimated 11.11% over the 
next year. 

However, if underlying yields dropped by 1%, the 
position would gain an estimated 23.18% in that same 
fund. This is a function of what is called "convexity" in 
bonds.  

The expected change (”Δ”) in the price of a bond (or bond ETF) can 
be estimated using the following equation:

Δ Bond Price (%) = (-Modi�ed Duration * Δyield) 
+ (1/2 * Convexity * Δyield^2)

Estimated Annual Total Return of Bond ETFs 
Based on Changes in Bond Yields

Yield is the SEC 30-day bond yield as of 12/26/23.

IEI
3-7 Year Treasury Bond ETF

IEF
7-10 Year Treasury Bond ETF

TLT
20+ Year Treasury Bond ETF

4.09% 4.03% 4.13%

-8.03%

-4.22%

-0.18%

1.93%

6.31%

8.58%

13.29%

18.23%

-15.87%

-9.73%

-3.10%

0.41%

7.78%

11.65%

19.76%

28.37%

-30.18%

-22.55%

-11.11%

-3.97%

13.18%

23.18%

46.03%

72.69%

3%

Dividend Yield

Ch
an

ge
 in

 B
on

d 
Yi

el
d

 Annual Total Return of Bond ETF

2%

1%

1%

2%

3%

0.5%

0.5%


