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Introduction: 

What Should be the Role of Fixed Income? 

A source of stable income…  

…a resource to enhance yield over cash… 

…a source of liquidity… 

…and a diversification tool to complement equities 

LET’S NOT FORGET THE TRUE ROLE OF FIXED INCOME ! 
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Fixed Income is Not What it Used to Be: 

The Zero Yield Boundary Issue 

Sources: Reuters, Bank of England and T. Rowe Price 

As of 30 Sep 2014 

5-YEAR GOV’T BOND YIELD (%) 
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But All is Not Lost: 

Some Countries Still Offer Value 

Source: T. Rowe Price 

As of 30 Sep 2014 
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But All is Not Lost: 

Some Countries Have Stable Yield Structures 

Sources: Reuters and T. Rowe Price 

As of 30 Sep 2014 
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But All is Not Lost: 

Some Structural Improving Stories Are Worth Capturing 

Source: T. Rowe Price 

As of 30 Sep 2014 
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Let’s Talk About Credit 
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As of 30 Sep 2014 

HISTORICAL OPTION ADJUSTED SPREADS (%) 

Since December 2000 



8 

Nothing Wrong on This Side 
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As of 30 Sep 2014 
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As of 30 Sep 2014 

Source: T. Rowe Price 

Examples and logos shown are for illustrative purposes only. 

The specific securities identified and described above do not necessarily represent securities purchased, sold, or recommended, and no assumptions should be made that the securities 

identified and discussed will be profitable. 

Security Selection Remains Key 

PHONES 4 U 9.5% 01 APR 2018              

Price Action 29 Aug 2014 – 30 Sep 2014 
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But This is the Issue:  

Credit Tends to Have High Correlation with Equities 

Sources: UBS, Barclays, JPMorgan, BoA Merrill Lynch, S&P, MSCI, and T. Rowe Price. 

 *Yield shown is on a hedged basis in UK Sterling. Volatility is based on the monthly returns each asset class hedged into UK Sterling 

As of 30 Sep 2014 
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As of 30 Sep 2014 

 

 

Sources: Federal Reserve Bank of New-York, MarketAxess, Morningstar and T. Rowe Price 
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Selective Government Markets Can Offer  

Attractive Premiums to Cash… 

Sources: UBS, Barclays, JPMorgan, BoA Merrill Lynch, S&P, MSCI, and T. Rowe Price. 

 *Yield shown is on a hedged basis in UK Sterling. Volatility is based on the monthly returns each asset class hedged into UK Sterling 

As of 30 Sep 2014 

CURRENT YIELD ABOVE EUR CASH VS. HISTORICAL VOLATILITY 

Last 10 years 

0%

1%

2%

3%

4%

5%

6%

7%

0% 2% 4% 6% 8% 10% 12% 14% 16% 18% 20%

Y
ie

ld
 O

v
e

r 
G

B
P

 C
a

s
h

 (
%

) 

Historical Volatility (%) 

Cash 

Euro Investment 

Grade Corporate  

US Investment Grade 

Corporate  

Emerging Market Debt 

Emerging Market Corporate 

High Yield 

Indonesia Gov’t 

Poland Gov’t 

Canada Gov’t 

Australia Gov’t 

Germany Gov’t 
Sweden Gov’t 

US Gov’t 

Brazil Gov’t 

Mexico Gov’t 

Italy Gov’t 
South Africa Gov’t 

UK Gov’t 

UK Equities 



14 

…And a Better Potential Hedge  

against Equity Movements 

Sources: UBS, Barclays, JPMorgan, BoA Merrill Lynch, S&P, MSCI, and T. Rowe Price. 

 *Yield shown is on a hedged basis in UK Sterling. Volatility is based on the monthly returns each asset class hedged into UK Sterling 

As of 30 Sep 2014 
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…Especially in a World of Low Volatility 

Sources: Reuters and T. Rowe Price. 

As of 30 Sep 2014 3-MONTH AT THE MONEY OPTION 

IMPLIED VOLATILITY  

Last 10 Years 
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Conclusion 

WHAT DO YOU THINK? 
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