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! lttVltlgncial's Williams sa st sections ol the bond market are un_tradable
llliquidity could lead to redernpUon O
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By Gary Shepherd

I11iquidit1. in the corporate
bond market could lead to
some {ixe d interest funds

follou,ing commercial prop
erty vehicies in de{en ing
redemptions, according to Ian
Willians, manager of City
Fina ncia l s Srraregic Cilr .u nd.

Williams explained that
most corporate bonds are
illrquid evel al normal trnres.
Hou ever, g iven cuTrenr
adverse market conditions, he
lr arls rhar presentJy \ asl sec-
t iotrs of lhe borrd ma rket are
"virtually un-tladable".

"This rneans that there is a
risk that as investors r.l'ake up
to the downsrde risks inherent
in these funds, they will seek
to redeem," he said. "In this
event, the prices obtained will
be'firesale'prices at best and
it cannot be ruled out that
some funds rvill defer reden.rp-
tions."

Faced with this scenario,
Williams said it is "simply
rnad" for investors to renrain
in corporate bond funcls.

"Clients will accept r isk

rvhere there is the prospect
of rovard, such as thc equity
market," he explained. "What
clienrs will not accepr is unre-
warded risk - exactly what
corporatc bond funds offer at
present."

Eric Holt, head of credit at
Rol al London .\ss(r Mall
agement, rejected Williams'
\.iews, stressing that corporate
bond funds are not as likety to
struggie against the problen.rs
1.hat have impacted property
vehicles.

"Typically, we'd have 150
bonds in an investment grade
corporate bond por tfolio, so
there's a lot of scope to manage
Iiquidity in a complex port-
folio," he said. "In property
funds, there's a much bigger
unit size and much more
iJliquid environment."

Holt acknowledged that adverse
i:olrditions in credit markets had
been challenging, though he is
optirlistic for the future.

'At the margin, we,ve
seen a continued inflow inti_r
the corporate bond funds',
he explaincd. "Th. .h;;;"
in the pricing in credit risk
has been massive, due to eco-
tror n ic uncer-lainly guing [or
ward and there has been arr
elcln( nl o[ relrenchrncr,t il lei
erage systems.

"It's been a pretty pair.rful
process of credjr re pricing.
but on a medium to longer
terrn horizon we actually think
risk is attractively priced at
the moment."

Amanda Davidson, director
at Baigrie Davies, said that she
would have no qualns about
investing in corpor ate bonds.

"As part of an ovcrall port
{olio, clients should have some
ex posure to fixcd inlerest
in vest ment s," -hc said. "yor:
have to ride through the bad
tines, and hold on to the prin-
ciples tiral t:ornpelled you t0
invest in the first place."


