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Caught in a bond: Bonds have enjoyed a multi-

year bull market, fuelled by historic levels of 

liquidity pumped into the global financial system 

by various quantitative easing programmes. 

However, with government bonds, in particular, at 

nosebleed prices, is anybody entering the asset 

class at current levels taking on asymmetric risk? 

With the imminent commencement of ECB QE, the 

logical answer might be “no” – bonds will continue 

to rally nicely courtesy, inter alia, of the ECB’s 

activities. The argument that “yields can’t go any 

lower than zero” has long since been swept aside. 

Bond investors liken it to riding a train that could 

crash at high speed on a line that has just been 

extended by several miles. 

The fixed income market spans everything from AA 

rated sovereign bonds to Emerging Market high 

yield (junk) bonds. While certain factors have a 

bearing on most parts of the market, the analysis of 

sub-segments of the fixed income market is a lot 

more complex. In this week’s Inside Track we 

look at the perspectives of a diverse selection of 

Standard Life’s fixed income managers. 

Contrasting fortunes: This was a week of 

contrasting fortunes for two of the world’s largest 

tech companies. Apple’s share price rose as it 

announced record sales of iPhones, while 

Microsoft’s share price fell as its Q2 results 

disappointed. However, the contrast in the 

companies’ fortunes goes back a bit further than 

this week. In Pic of the Week we take a look. 

 The Inside Track 

 

There are not many predicting very strong returns from bonds in 2015, but then there weren’t many 

predicting them in 2014 either and it proved to be a very decent year. With potentially colossal head and 

tail winds facing the fixed income market, the following are the perspectives of three of Standard Life’s 

specialists, each of whom focuses on a different part of the fixed income spectrum. 

 

Government Bonds (Philip Laing) 

The clear message is that bond markets are addicted to cheap money and do not want the party to 

stop…Betting on the dovish outcome has repeatedly been the correct stance for six years. However, the 

dynamic of yield curve behaviour has altered…we are already living in the ‘new normal’ environment of 

bonds, where nothing else matters but the gospel according to central bankers. Like a game of musical 

chairs, no-one wants to own bonds when the music stops. However, yield suppression by central banks 

repeatedly seems to get a new breath of life, with the fragility of the global recovery a constant refrain…if 

the apparently unthinkable happens and the global economy responds to the additional stimulus from 

central banks (and low oil prices) then for the UK and US bond markets in particular the ‘new normal’ 

could quickly look like a tarnished excuse that is swept away as traditional fundamental drivers of bond 

prices re-assert. 

 

Corporate Bonds (Dan McKernan) 

This [European QE] prospect suggests that European investment grade (IG) markets remain supported 

and relatively benign in the first half of 2015. In contrast, we expect more idiosyncratic volatility in the US 

and UK, initially impacting high yield (HY), rather than IG issues. Overall, we suspect Q1 will be a positive 

quarter for euro credit as it benefits from the actions of the ECB while continued energy sector pressures 

may weigh on dollar credit spreads (both IG and HY). Fears of rate rises in the US from mid-year onwards 

(whether they materialise or not) will likely mean that dollar credit has a more volatile year than euro 

credit, which is set to be sedated by the ECB. 

 

Emerging Market Debt (Richard House) 

Against expectations, the end of QE in the US had limited impact on EM bonds. Higher policy rates in the 

US seem to be a distant prospect. Additional quantitative easing in Japan and expectations of further 

action by the European Central Bank implies plentiful global liquidity. Differentiation is the overriding 

theme: those countries with weak growth and/or sensitivity to commodities are likely to continue to 

underperform (Brazil, Peru, South Africa). We continue to avoid any exposure to Russia and Ukraine. We 

are particularly concerned that Ukraine will fail to meet its debt obligations over the medium term. 

Instead, we focus on those countries embarking on structural reforms aimed at lifting potential growth 

(India, Indonesia, Mexico) and where we expect rating agencies to recognise past success in this area with 

sovereign upgrades (Paraguay, Dominican Republic, Vietnam). 

  

   

Pic of the Week   Market View 

Apple’s share price rose by over 6% immediately after its results were 

announced this week. A day earlier, Microsoft’s share price suffered more than 

a 10% fall following its results announcement. While the contrast in fortunes is 

notable, it pales into insignificance when compared to the contrast since the 

start of the millennium. As the chart below illustrates, Apple shareholders have 

recorded gains of more than 3,000% over the period, while Microsoft’s 

beleaguered shareholders have seen a -28% return.  

 

 
 

 

 

 

 

   

  

  Last 7 days YTD  5Y Ann. 

Global equities -0.5% +0.4% +9.0% 

US equities -2.0% -1.8% +13.5% 

European equities -0.5% +7.7% +8.0% 

Emerging market equities -1.8% +1.8% +0.8% 

Irish equities -1.4% +5.2% +13.1% 

Commodities -2.4% -5.4% -5.2% 

Hedge funds +0.4% -0.2% +1.0% 

    
Economic indicators Bond yields Inflation GDP YoY 

Ireland +1.2% -0.3% +3.5% 

Germany +0.4% -0.3% +1.2% 

USA +1.7% +0.8% +2.7% 

China +3.5% +1.5% +7.3% 

    
Currencies Current YTD Δ 

 
EUR:USD 1.13 -6.4% 

 
EUR:GBP 0.75 -3.1% 

 
EUR:CNY 7.08 -6.2% 

 
GBP:USD 1.51 -3.3% 

 
Bitcoin 240.02 -24.4% 

 

    
Commodities Current YTD Δ 

 
Gold 1,263.13 +6.6% 

 
Copper 5,433.00 -14.7% 

 
Oil 48.83 -16.1% 

 
Wheat 508.25 -13.8% 

 

    
Central Bank rates Current 

  
Eurozone 0.05% 

  
USA 0.25% 

  
UK 0.50% 
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Week ahead: Key events 
  

02/02 Ireland & Eurozone Manufacturing PMI 

02/02 US ISM Manufacturing 

03/02 Ireland Consumer Confidence 

04/02 EU Services PMI & Retail Sales 

04/02 Ireland Live Register 

04/02 US Employment 

05/02 EU Retail PMI & US Initial Jobless Claims 

06/02 UK Trade Balance 

06/02 US Non-Farm Payrollls 
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