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How 5G will create the
yield ice age

We all want the best for our children and one major factor in anyone’s lives

is their career. But what kind of careers await our offspring? Automation is
changing the global job market and traditional jobs are disappearing. Now, in
2020, the pace of change is accelerating due to a leap in digitalization thanks
to the arrival of 5G. While many jobs will disappear, even the cognitive jobs
that remain will be transformed. It’s not just industrial jobs that are affected,
take the traditional job of a doctor, for example, where 5G connectivity is
going to change the healthcare industry.

Right now, ambulances connected to a 5G network are part of a pilot project
in Barcelona. Equipped with cameras and sensor monitors that show the
patient’s vital signs, a live video stream connects to the hospital, where spe-
cialist doctors can remotely instruct the paramedics on the best care for

the patient, thus substituting their function. This way the patient receives the
required and immediate doctor attention within the ambulance, instead of
being treated at the hospital upon arrival, as it was the case not so long. The
implication of this is that the number of emergency practitioners at the hospi-
tal will eventually decrease as this technology is rolled out.

The point here is that 5G connectivity will not only save lives, it will change
our lives as a society: how and where we work, study, and play. With such an
all-encompassing effect, 5G will have powerful ramifications on the global
economy. From an investor’s viewpoint, these effects will result in low interest
rates for a very long time, if not forever. The 5G world is a low yield world.

To understand why this is, we have to understand what brought us here and
how we, as bond investors, can continue to generate returns in this sub-zero
yield environment.

Mondher Bettaieb Loriot
Head of Corporate Bonds
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Why 5G will keep

inflation on ice

In simple terms, automation causes corporates to lose
pricing flexibility, it reduces investments, impacts wages,
and diminishes consumer spending. Routine jobs will go
the way of the dodo bird and become extinct. This means
smart factories and their control centers can be operated
from remote locations. As a result, fewer workers will be
required to operate machinery and factories. This will be
made easier and faster through 5G technology as indus-
trial automation technology, amongst others, is further

facilitated by virtual network functions (VNF) and ultra-re-
liable, low-latency communication links (see chart 1).
Massive machine/device communication and connectivity
will bring new benefits to industries and economic sec-
tors, no doubt. The future for us is that 5G will connect
everything and mobile robots, sensor processes, and
VNFs will replace workers that perform routine functions
and even cognitive ones, as described above.

Chart 1: Mobile robots, sensor processes, and network functions will replace workers
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The offshoot of this progress is that 5G will permanently
diminish the purchasing power of workers, as their own
jobs are diminished and replaced by digital processes,
leading to much slower consumer consumption. Indus-
tries will hence suffer pricing pressures that will in turn
impact investments and wages (see chart 2). Thisis a
disinflationary spiral difficult to get out from and this will
probably mean low rates forever as the spiral is also self-
reinforcing. As a result, central banks will continue to

be required to stimulate consumer purses to sustain the
cycle and a minimal level of economic growth.

Central bankers are paying close attention to this trend,

Era 1: The Great Inflation Era, 1950-1982

As the world transitioned from war to peace, the global
economy, driven by the US, took off. This era was marked
by economic volatility, with growth rising well above 10 %
in the early 1950s and then zigzagging around 6 % until
the early 1980s, interspersed with periods of recessions.
Mr. Powell called this the Great Inflation Era, where each
period of economic expansion was halted by tightening
monetary policy in an attempt to combat strong demand
and inflation. This resulted in sharp economic slowdowns
and recessions.

as Chair Jay Powell of the US Federal Reserve made clear
in his introductory presentation at the Jackson Hole Sym-
posium in 2019. According to Mr. Powell, the changes we
face are so great that he defines us as being in a new era.
He described the current era as the progression from two
previous eras, the first beginning after the Second World
War (see chart 3). As central banks now have an even
greater role in maintaining economic stability and growth,
it’s wise for us to take a closer look at what led us to this
new era and how Mr. Powell has defined previous eras.

Chart 2: 5G will permanently diminish the purchasing power of workers
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Era ll: The Great Moderation Era, 1983-2009

In the second era, periods of economic growth lasted

for longer and were not as volatile as in the Great Inflation
Era. Central bankers had learned the lessons from the
previous era and instead of hitting the breaks full on when
trouble hit, they showed more foresight by beginning to
cut rates prior to economic slowdowns, softening the
severity and length of the ensuing recessions.

When the second era began, inflation was falling and in
1993 core inflation fell below 2.5% for the first time.
Since then, inflation has stabilized within a tight band

of 0.9-2.5% as prices steadied and employment figures
improved.

According to Mr. Powell: “By the turn of the century, it
was beginning to look like financial excesses and global
events would pose the main threats to stability in this new
era rather than overheating and rising inflation*.” Evidence
of these excesses were the dot com bubble at the turn

of the Millennium and the Financial Crisis of 2009.

Era lll: The Great “Missingflation” Era, 2010-?

The Financial Crisis transitioned us into the new era.

The following years were a period of recovery as banks
recapitalized, although the recovery was weak. What was
also notable was that declining unemployment did not
result in an increase in inflation. This brings us to the core
of the current era. Mr. Powell refrained from naming this
era, claiming it to be too soon to know what the “great”
theme is. We would like to take a stab at it though, as we
subscribe to Mr. Powell’s view that inflation will remain
low and as a result, so will interest rates.

Our preferred term (and our firm belief) is that we have
entered the “Great Missingflation Era” resulting from this
major 5G technological shift and the fourth stage of the
industrial revolution of digitalization being stepped up.
Here, we would also stress that the representation of our
present period as an era is not an exaggeration, as eras
last a long time and as this new 5G science is unlikely to
go away anytime soon.

Chart 3: Powell’s eras point the way for the 2020s: Low rates will keep the world going round!
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Source: Introductory Speech by Jerome Powell at Jackson Hole Symposium 2019; the Challenges for Monetary Policy.

1 Powell, J. (August 23, 2019). Challenges for Monetary Policy, Jackson Hole.
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Digitalization and 5G,
the employment annihilator

and creator

It’s clear that the job market is in a paradigm shift with
repetitive and services jobs likely to disappear and never
to return. The counter argument is that technological
progress will, in turn, create new jobs. This is also true, so
let’s have a look at how this death and birth cycle of job
destruction and creation will play out.

In a recent study, Bank of America Merrill Lynch pre-
dicted that around 800 million jobs worldwide are at risk
of becoming obsolete by 2035 due to digital automation
(of which 5G is a significant contributor). Such a large
number doesn’t just mean industrial jobs, the effects will

be felt across all industries. But what about the promised
job creation that this disruption will generate?

A white paper published by IHS Markit found that 5G
technology will create 22 million new jobs globally by
20352 (see chart 4). While IHS Markit’s findings relate
specifically to 5G and not automation in general, it does
indicate a gap between job destruction and creation
with more jobs lost than created. It should also be noted
that these new jobs will not be created equitably across
geographies, and it’s no surprise that Asia and China,

in particular, will benefit from the rise of 5G.

Chart 4: Global 5G value chain output and employment in 2035
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Source: Vontobel.

2 |HS Markit. (2017). The 5G economy: How 5G technology will contribute to the global economy.



For institutional investors only/not for public presentation or distribution 9

Low rates forever monetary policies as restarting economic engines could
If we look at the current situation for 5G, the Swedish prove extremely difficult in this missingflation era. In our
central bank, the Riksbank, conducted a study into the view, investors would be best advised to remain invested
effects of digitalization and how it will impact the econ- in developed market, mid-yield corporate bonds to still
omy for both producers and consumers (see chart 5). benefit from their positive carry and coupons.

The result is a double whammy that will decrease prices
for the producers, but also diminish the buying power of
consumers. This combination will keep inflation nowhere
to be seen and low, as already highlighted. Therefore,
investors are faced with a prolonged period of low rates
as this era unfolds. Against such a backdrop, central
banks will remain vigilant and unlikely to alter their

Chart 5: How technological developments keep inflation low
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5G to overwhelm the economy

The table below shows the impact of 5G and technological changes on various industries.
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Source: 5G Mobile and Wireless Communications Technology, Cambridge University Press.
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Disclaimer

This document is for information purposes only and is not a solicitation to purchase or sell securities or to make a pur-
chase or subscription offer. Past performance is not an indicator of current or future performance. The return can rise or
fall as a result of currency fluctuations. The value of capital invested can rise or fall. There is no guarantee of full or partial
repayment of invested capital. This document is not the result of a financial analysis and so the “Directives on the Inde-
pendence of Financial Research” from the Swiss Bankers Association do not apply. Vontobel Asset Management AG, its
Group companies and/or members of its Board of Directors, its management and its employees hold or may hold securi-
ties of the companies analyzed, trade or have traded these securities of the companies analyzed, or have worked as a
market maker. In addition, the legal and natural persons listed above may have traded these securities on behalf of clients
or provided corporate finance services or other services. Although Vontobel Asset Management AG (“Vontobel”) believes
that the information contained here is based on reliable sources, Vontobel can make no guaranty of the quality, accuracy,
up-to-date nature, or completeness of the information included in this document. Except to the extent stipulated in appli-
cable copyright laws, none of the information used here may be replicated, altered, made available to a third-party, linked,
published, disseminated, or passed on in any other way, in full or in part, without the express permission of Vontobel.
Vontobel releases itself, insofar as is possible under the applicable law, from any liabilityfor direct or indirect damage or
losses resulting from the information provided here or from the absence of information. Any claims to liability that could be
made against us as a result of relaying this information incompletely or failing to relay theinformation or any problems with
this information due to negligence, breach of contract or violations of the law, are limited, at our discretion and to the
extent permitted under the law, to providing this information or a part of the information again or to a payment of a sum of
money equal to the cost of obtaining this information or a part of it. Neither this document nor copies of this document
may be made available in countries or to persons in such countries where this is prohibited by law. Persons who receive
this document undertake to inform themselves of such restrictions and observe local law. In particular, this document may
not be made available to US persons or presented or disseminated in the US.

This document has been prepared by a company of the Vontobel Group (“Vontobel”). Vontobel is represented in Australia
by Vontobel Asset Management Australia Pty Limited (ABN 80 167 015 698), which is the holder of Australian Financial
Services Licence number 453140 (“Vontobel Australia”). Vontobel and Vontobel Australia are also an Overseas Financial
Adviser in the meaning of the Financial Advisers Act 2008 of New Zealand (“FAA”) and neither Vontobel nor any of its
affiliates or subsidiaries has a presence in New Zealand.

This information is only intended to be provided to persons:

— in Australia if that person is a wholesale client for the purposes of section 761G of the Corporations Act of Australia;
and

— in New Zealand if that person is a wholesale client for the purposes of section 5C of the FAA.

This document is not intended to be distributed or passed on, directly or indirectly, to any other class of persons in

Australia or New Zealand. This document has not been prepared specifically for Australian or New Zealand investors.

It:

— may contain references to dollar amounts which are not Australian or New Zealand dollars;

- may contain financial information which is not prepared in accordance with Australian or New Zealand law
or practices;

— may not address risks associated with investment in foreign currency denominated investments; and

— does not address Australian or New Zealand tax issues.
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