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Higher Yields, Lower Prices

In this week's Weekly Update, T. Bailey Fund Manager, Elliot Farley considers what the sharp rise in
long-dated government-bond yields means for multi-asset investors.

Higher yields have restored meaningful income to government bonds, but inflation, government
borrowing and increasing competition for long-term capital mean the risks haven't disappeared.
Elliot explains why this makes selectivity across different maturities important — and why higher
yields don't necessarily make all bonds equally attractive.

Long-dated government-bond yields have continued to rise across developed markets in recent
weeks, creating further losses for bondholders whilst reaching a level of income not seen for many
years. For multi-asset investors, the challenge is whether this marks an opportunity to add duration,
or whether yields could move higher still.

Bond yields are often discussed as a somewhat abstract economic statistic. For investors, however,
the immediate effect of higher bond yields is lower bond prices. UK 30-year gilt yields briefly moved
above 6% last week, their highest level since 1998. Similarly in the US, the US 10-year Treasury yield
also rose above 5.3%, with 30-year yields reaching levels last seen in 2002.

Such bonds, with cashflows extending many years into the future, are more sensitive to changes
in yields. When yields rise, a 20 or 30-year bond can suffer a meaningful capital loss that its coupon

income may take time to offset.
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For the US, the story behind these moves is, to a large degree, one of economic resilience as we
reported last week. Large technology companies are raising debt to fund Al infrastructure, including
data centres, chips and power capacity, a key leg of the US growth story. But this also means both
governments and companies are competing for the same pool of long-term capital. Softer recent
jobs data reduces the immediate case for a further US Federal Reserve rate increase, but the
broader economy continues to prove stronger than expected. That makes a rapid return to the low
policy rates of the post-financial-crisis period unlikely.

There is also the more structural factor of US federal debt. This has passed US$40 trillion and the
annual fiscal deficit is expected to approach US$2 trillion. The Treasury must refinance maturing
debt and issue substantial quantities of new bonds to finance continued borrowing demands.

The overall result has been a higher term premium - the extra return investors require to hold long-
dated bonds amid uncertainty over inflation, future interest rates and the supply of debt. This helps
explain why long-term yields may remain elevated even if central banks eventually begin to reduce
short-term policy rates.

The UK shares similar pressures to those of the US, but has its own, additional factors of concern.
In particular, as a net energy importer, the UK is more exposed to a sustained increase in oil and
gas prices. Despite recent improvements to shipments in the Strait of Hormuz, Brent crude has
continued to trade close to US$100 a barrel. Damage to refining infrastructure from Ukrainian
attacks on Russian refineries, alongside disruption from the US-Iran war, have constrained supplies
of refined products which will likely maintain pressure on fuel markets. Prolonged high energy prices
risk feeding into household costs, business margins and inflation expectations.

Fiscal credibility also matters. With borrowing above official forecasts and the Autumn Budget
approaching, UK gilt investors will be alert to evidence that the government can set out a credible
path for debt and borrowing.

For longer-term investors, higher yields have restored meaningful income to government bonds
and improved the prospective returns available, offering a very different starting point from the
ultra-low-yield environment from the years since the financial crisis. However, higher income alone
does not guarantee positive capital returns. Should growth slow decisively, energy prices ease and
inflation fall, today’s yields could prove attractive and long bonds may generate capital gains. But if
inflation remains sticky, government borrowing stays high and investors demand an ever larger
term premium, yields could continue to rise further, especially at the long end.

For the T. Bailey Multi-Asset Growth Fund and T. Bailey Multi-Asset Dynamic Fund portfolios, this
argues for selectivity rather than a broad return to duration. Short-dated bonds offer attractive
income with limited sensitivity to further rises in long-term yields. Intermediate maturities provide
a more balanced combination of income and potential protection if growth deteriorates. Long-
dated bonds are becoming more interesting, but they have greater exposure to inflation, fiscal and
supply risks.

Higher yields have increased the appeal of bonds, but they have not made all durations equally
attractive. We continue to favour a diversified approach, with a focus on income, careful duration
management and assets supported by strong cash generation rather than an assumption that long-
term interest rates will quickly return to their previous lows.


https://tbaileyam.co.uk/thinking/weekly-update-strong-growth-and-sticky-inflation/
https://tbaileyam.co.uk/strategies/multi-asset-growth-fund/
https://tbaileyam.co.uk/strategies/multi-asset-dynamic-fund/
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Important Information

For professional investors or advisers only. This material is not suitable for retail clients.
e This document is issued by T. Bailey Asset Management Limited ("TBAM").

e This document has been produced for information only and represents the views of TBAM at the time
of writing. It should not be construed as investment advice. No investment decisions should be made
without first seeking advice. TBAM do not provide financial advice to private individuals.

e Full details of the TBAM funds, including charges and risk warnings, are published in the TBAM funds’
Prospectus. Investors should read the Prospectus, relevant Key Investor Information Document and
Supplementary Information Document prior to investing. Fund documentation is available at
www.tbaileyam.co.uk.

e TBAM products are exposed to global financial markets and are subject to market fluctuations and
other risks inherent in such investments. Investments in overseas markets may be affected by changes
in exchange rates, which could cause the value of your investment to increase or diminish. The funds
may enter into derivative transactions for efficient portfolio management purposes (including hedging).

e Past performance is not a reliable indicator of future results. The value of your investment and the
income derived from it can go down as well as up and you may not get back the money you have
invested.

e The total return or loss on equities may fluctuate significantly from year to year, you should therefore
regard your investment as medium-to-long term.

e The investment methodology and risk controls defined here stand as guidelines and not rules.
Occasional deviations from these parameters may occur.

e Every effort is taken to ensure the accuracy of the data used in this document, but no warranties are
given. Based on TBAM's understanding of current law and practice which could alter as a result of
future legislation. All sources TBAM unless otherwise stated.

e TBAM is authorised and regulated by the Financial Conduct Authority No. 190291 and is a member of
the Investment Association.

TBAM is registered in England & Wales Number 3720372.
Registered Office: Toll Bar House, Landmere Lane, Edwalton, Nottingham NG12 4DG.
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