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A. Factor Introduction: Yield

Stocks and Bonds have positive expected returns over a long-term horizon with the majority of 
this return coming from actual yield in Bonds and shareholder yield (which includes dividends 
and buybacks) in Stocks. The magnitude and risk of returns constantly changes, though. Our 
consideration of Yield attempts to determine how much return (or Yield) exists in major Stocks 
and Bonds. Yield represents our best stand-alone approach to structurally controlling risk and 
thoughtfully allocating to Stocks and Bonds in a portfolio of financial assets. 

B. How is Yield Quantified?

The Yield framework measures the current expected Yield of the major global Equity Indices and Bonds, as well as the 
corresponding expected volatility an investor will incur while holding these assets. As the current Yield increases and/or 
the volatility decreases, an asset becomes more attractive. We think of Yield as the long-term attractiveness/ expected 
return of an asset, and volatility as the market’s discount of the uncertainty of the returns coming from this asset. The 
following are key structural elements that must be considered when measuring Yield:

Uncertainty
Much literature has been published describing how and why uncertainty of all kinds is bad 
for financial assets (Bekaert et al 2005). Yield is the premium the market demands to be 
compensated for bearing this uncertainty.
Volatility is one of the most important forms of uncertainty to take into account, which is 
why both Equity and Bond Yields use volatility as an inverse indicator.
Short-term volatility spikes give you a short-term risk management tool when Yield 
expectations have not yet adjusted. This risk adjustment is more responsive at extreme 
valuations and in periods of greater complacency (higher multiples and lower yields).

Yield Curve
Generally a steep yield curve is advantageous for financial assets, particularly Bonds
(Athanasiadis 2015). 
The risk-free rate determines pricing of both Stocks and Bonds. In general, high short rates 
make financial assets less attractive, and low short rates make financial assets more 
attractive. Financial asset valuation must always be considered in the context of the 
difference between asset Yield and short rates. 

Multiples
Low equity multiples are generally more attractive than high multiples for long-term 
performance.
In practice, this idea can be explained as a cross-sectional mean-reversion of multiples. 
When multiples of a particular stock are low relative to their peer group, prices have moved 
lower relative to earnings, and will likely rise in order for multiples to revert to normal levels. 
When multiples are high, prices have increased to a level that earnings cannot justify; prices 
will drop to bring multiples back to historical norms.
For further reading on Equity multiples see Taylor (1993) and Shiller (1996).



YIELD
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C. Asset Class Relationships with Yield

Historically, Yield has been an important part of Stock and Bond returns in both absolute and relative terms. Unlike the 
other factors of GYfi, Yield does not impact Asset Classes in a disparate way. We consider our Stock and Bond 
allocations on a simultaneous basis. This allocation process is not an either/or decision; both can be attractive or 
unattractive at the same time. That being said, there is some counter-cyclicality to our Stock and Bond allocations.

EQUITIES FIXED INCOME

Yield Curve States
As mentioned in subsection B, a steep Yield Curve is typically a good sign for Stocks and Bonds because it means that 
investors will be compensated for the risk they take. Our calculation of Bond Yields implicitly reflects this via risk free 
rates.
However, a steep yield curve is usually tied to a weaker economy (this is not to say that the Yield Curve of all weak 
economies will be steep), and Equities typically become less attractive when the economy is weak. In a weak economy, 
earnings are likely to be under pressure. So even though relatively low short rates can make Equities seem more 
attractive than they otherwise would, our measurement of Yield will reflect the low earnings and adjust to appropriately 
capture the weak economy likely indicated by a steep Yield Curve.
On the other side, an inverted Yield Curve is a bad sign for Stocks and Bonds because it means that the duration risk 
incurred by owning both assets is not well compensated. With risk-free rates higher than Asset Yields, our Yield model 
will be flat or short Stocks and Bonds, which is in line with the gloom that comes along with an inverted Yield Curve.

Volatility Regimes
Using volatility as an inverse factor in our calculations of Yield allows us to capitalize on volatility cyclicality, which has 
tended to coincide with business cyclicality. When the business cycle has reached peak crisis mode, volatility has risen. 
By adjusting our Yield calculations with volatility, we are able to align Yields more closely with business cycles.

Equity Bull Market
In an enduring Equity bull market, Equities have historically been more attractive than Bonds on a risk-adjusted basis. 
How would our Yield calculations reflect this? Because this environment is typically characterized by low volatility and 
rising earnings, Equity Yields are likely high. This environment has also often been accompanied by a flatter Yield Curve. 
With a flatter Yield Curve, Bond Yields are driven down. Thus, we can likely expect that Equity Yields will outpace Bond 
Yields, which ultimately results in our Yield model reflecting the relative attractiveness of Stocks and Bonds that this 
market usually assumes.
The devil’s advocate may counter by noting that Equity Yields often rise even higher in bear markets because prices 
drop harder than earnings. However, the volatility adjustment of our Yield calculations allows us to avoid this sell off as 
bear markets usually come with high volatility regimes.

Another distinctive feature of Yield as compared to the other factors of GYfi is that Commodities are not part of the 
allocation framework.

The state of the economy indicates a certain relative attractiveness of Stocks and Bonds. Because of how we measure 
Yield, we are able to capture this relative attractiveness. As an example, we outline how our Yield measurements 
implicitly capture select market states:
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D. Practical Application of Yield

The dynamic nature of the markets’ Yield expectations require a model that risk-equalizes asset Yields to determine 
relative attractiveness. 

If the Yield of financial assets isn’t high enough to justify the relative risk that comes from short rates and volatility 
spikes, each asset is deemed much less attractive and overall investment levels in risk assets will be reduced. 

The graph below shows a simplified version of our Yield model that exhibits how important understanding the relative 
attractiveness of Stocks and Bonds can be. This graph omits Equity trading for the sake of simplicity, but any flat 
portions of the blue curve represent places where our Yield model would give an Equity buy signal.

The discrepancy between the RQSI Composite Equity Yield Index and the RQSI Composite Bond Yield Index displays 
the relative attractiveness of Stocks and Bonds.

The spread between the blue and grey lines represents a basic way to use this relative attractiveness to make allocation 
decisions. If Bond Yields are higher than Equity Yields, it seems sensible to increase Bond allocation. This strategy is 
represented by the blue line (US 10 Year Excess Returns when Bond Yield > Equity Yield). In order to gauge the 
efficacy of this strategy, the grey line (US 10 Year Excess Returns when Bond Yield < Equity Yield) serves as a 
benchmark. 

US Ten Year returns are considerably higher when Bond Yields are greater than Equity Yields.

E. Yield Conclusion

The inherent value of our Yield model is its constant, dynamic adaptation to the market’s view of each asset. 

Although a sudden change in Earnings or Bond Yields will likely catch this approach over-invested, the rapid adjustment 
via increased volatility would quickly make all assets less attractive. We essentially have a double risk adjustment; 
positions are sized in the portfolio utilizing volatility, and the relative attractiveness of the Yield offered by Stocks and
Bonds reduces signal strength. 
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Prior to the peak of the Great 
Recession in 2008, financial assets had 
almost no risk-adjusted Yield to give, 
which would cause our Yield model to 

be either flat or short both.

Through most of 2014, Equity and 
Bond Yields were in line with each 
other. At a time like this, our Yield 

model would have equivalent Equity 
and Bond exposure.
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