
Gilt yields have lalli-lr to
ulrprecedented levels as
a nania develops arnong
investor-s to avoi.l 'risk'. but
e)ra(ll-v tLorv is risk being
assessed, and is there not a
clanger thal gjlls far fron
lleing risk fr-.e. actuall-v
rarr.v significant risks that
nany investors do llot fully
appr-.ciate? For- example, th.^
long-term average of long
dated gilt vields ov.^r thc
last 50 r-ear-s is aro nd Eol,

compared lo lhe current lc.vcl
o1. say.3.8% on UK Lleasurl
,1% 2060 $'hich is priced at
103. If, or rather u,lLen, th-.
int-.r,.ijL rale cycl-^ tlrrns and
tiie yield gocs back to the
long-terrn average, th-^ price
ol tlLis bond $ ill lail Lo 51.
giving a capital loss of over
50%.

Ho14,evcr. it is ('orse than
thal. Let us assune that LrK
inflation, $.hi.th rcmains
stubbolrLly high at between

3% as measur..d by CPI or.5%
as ]neaslrrecl h) RPI (itveaage
.10/o), .loes not conl,^ dolvn in
liner \\,ith B:1Ilk of E glancl
cxpccLatiqls. Garvcrnor Ki g
lLas already had to wr.ite
eight lcLters cxplaining
\th! []Pl inllation is o\.er 1%
higher than tlrc targ--1. of
2% an(lrvith RLtssian wheat.
.lanuary \AT, and 6% plus rail
incrfcilses to come, Iurth,^l
letters art on thc car.ls. This
means Lhat if yields return
lo their long tcrm avcrage
irl livo years li]ne and
inflatiorL chugs alcmg at .19,0,

SllllJ inYested to(lal is \,\1)r1.h

538 in r-.al terms live years
herrcc This is hardl-v a risk
free investment.

Gilts arc also erpensivc:
comparccl to cquities on
a long lerm llistot-ical
perspecLive, as thev are at
Lheir most expensive r.tlalive
to equilics lor'50 years.

Incl.^ed, rvhy $'ituld allyone
buy a live-yeal gilt on :1 1.7%

]'ield when blue chip ullliti-^s
su.tlr as National Grid r.ield
7961' Furthernl.]lc, Lhe t'ie]d
irn th-. gilt is fi\ed while
tha ircome s1r-eam lrom
tlLe equity can be expected
Lo rise as di\,ialcn.ls ar-^
incraased.

l-TltilnaLel-v, I isk cannol. be
di\.orc-.cl frotn the ptice of
the asse1. Bu],jng so-callctl
'salc rssets' at lhe top of the
markol call carf-v n1ol c risk
than buylng so-!:ralled'risliy
asscts al ther bottoni.

This is $'h-v thc gilt filnd
I run (the Citv Financial
Stralegic Gilt lundJ has
Ieduc.^d risk to th-. absolute
minimun in order to protccl
our investors'capital to the
maxim rnr cxLent possible.
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