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(lA)f Corporate Bonds: over three years
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\{ith thr death ol the 30 \,earbull
markct in boncLs. the outiook for
fixed in(r)me investors is grim at
best and panic indu.ing at\\,orst

From a global pcrspective, LiS
government bond yields rvi11

continue to rjse graduallv despite
thcir saL haven status dl1rillg ary
gcop0litica I fl are- up.

Euro bonds also look\,1llnerahle
amid renewed fears over ]taly as
\rell as theirpoor relative value.

ForUKgilts and all other lbrms
ofsterling cLebt, the jrnplicaticJns of
a possiblc rjse in UKinreresr rates
l.lc (his,vear is also bearish. The
idea that somchoN in!,estment-
grade tll{ corpor ate bonds can bc
imnlunefrrrm risinggilr yields is
pillpablc Donsensc as these trade
on a spreaci over a similar naturin
govcllrnlent bo d.

IJ gilts i:ll in value, so too u'ill
corporate papcr as sure as nighr
follows dav. Acapiralloss due to
rising viclcis neasLrrcd in nominal
terms isbacl enough. But the
insidious eflects of compound
inllation on fte real valLre oIa bond
fanr bond) rvould be de\,astating.

F0r cxanlple, a 30-,!ear gilt on a
currenr gr0ss rcdemption yield of
L92% \\'(]Lrld Iose 229; ofits capital
value ifrhc yield rises ro 3,,t" in line
wilh \\hal has already happcncd
in the IiS but still vervlo$'in

r\ rnajor addjtional risk in
corporarc LrlJnds is liquiclitv
poor'1n a br l ma|ket and likely
to be virtually non extstcntir
a dl)wnturn. Swilchingfrorr
conventiona I gilts into indcx ljDked
gilts ULCIs) may pro\,ide no sheltcr

BullPoints
Government bonds are rhe rn{)sr
liquid of aLl securiLics

Bonds arc less volatile lhan equitics

Bear Points
nisirgyields and conrpound jnfl ation

):'rill:!:r!l 9r"+y9 9ll9ts-l9.,T !9rdl
,\ll corporate bonds are highlyilljquid

as potcntial losses in linkers Nould
dNarl those from ordinan gilts.
'Ihis is bccnus€ the price oflltls
is determincd b)'the realrield
(relativc to con\,ertlooal gilts) no1
thc rate ofinllation, pcr sc.

Cliven th0 risks, bood invcsiors
should move heavily into counter
cyclicalassets, such as floating
rate notes, ilrstcad olfixed incone
sccLrrities. tsut rnanv scem ill-
prepared.
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