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Thc consensus view amonFl
investors leems to be dellation
is finallycoming to an end,to be
rcplaccd eilher with inflation or
even staSflation. lf that turns out to
be the casc, all types offixed incone
such as convcntional and index
linked gilts (lLG), corporare bonds,
and high yield crcditwill sufter.

Although counter intuiti\.-.,
in.lex linked borlds hold lhc grcalcn
danger ofallas ittakcs a much
grcatcr price move to change thc
yield on an ILG than ii does on a

convcntional gilt- ILGs wentup
much nlore in rhe bond bull market
and cuncntly ollera negative yield.

It follows rhat these will fall much
more ina bear market untiltheir
yicld is betteraligned with other
fixed income asscts.

Thc reason is that ifconventional
giLts moveto a posirive real yield as
is likcly,lhen ILG5 willalso decline
in valuc to a lcvel where they offer a
posilivc yieLd.

AnyoDe looking 10 swirch
conventional bonds into index
linked bonds atthe current
yiclds because thcy are worried
about inlladon has simply no
understanding ofthe d ving ibrces
that determine ILG priccs.

'Although counter-
intuitive, indexlinked
bonds hold the greatest

danger ofall"
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