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Bonds – Past the Inflection Point
In January of this year, for our multi-asset funds such as the
Appian Value Fund and the Appian Ethical Value Fund, we sold all
of our holdings of government bonds. So for the Value Fund, for
example, this meant going from a weighting of 14% at year end to
0% today.
We had been cautious of this asset class for some-time and within our bond portfolios were
positioned quite defensively. However, to fully exit is clearly a significant move, but as
we’ve noted on many occasions, we believe we should be truly dynamic when it comes to
asset allocation decisions – as Appian have been in the past, making significant calls in key
sectors such as property or Irish bank shares. We are neither constrained by benchmarks
nor driven by peer groups. If we believe that a sector or asset class doesn’t offer potential
value for our investors there is little point in being merely underweight.
In our view, we see no potential return from holding government bonds in the medium
term.
Why?
Firstly, we recognise no real value in bonds at these very low yield levels. At the time of
writing, German 10-year bonds offer investors an income yield of 0.65%. We regard this as
a very poor return, and given that the ECB has a target of 2% for inflation, a nominal return
that will be eroded by price increases over time. In the US, we are already seeing signs of
inflationary pressures building in labour and commodity markets. As we return to more
normal levels of growth and inflation, we believe yields will rise which means that bond
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investors will be exposed to capital losses. This year alone, in the US bond market, we have
seen 10 year yields move from 2.4% to over 2.9%. The graph below gives an historical
context for just how low bonds yields have gone in the US. So based on economic
fundamentals such as growth and inflation we are cautious on bonds.

Source: Bloomberg.

Our other major concern in this asset class is that for the last few years there has been a
new and unusual buyer in the market. Central Banks through their “Quantitative Easing”
programmes have been buying up bonds, as they sought to pump liquidity into the
financial system to spur the economy. This is now coming to an end. Central Banks are on a
path to eliminate these bond purchases, and in any market when a large buyer exits, prices
come under downward pressure. We don’t see a risk of Central Banks unloading their
holdings precipitously into the market, but the mere fact that a price insensitive buyer is no
longer present, is a negative for the asset, in our view.
Of course as yields move up, there will be a level where they become attractive again
perhaps for pension funds who may look to match long term liabilities. So while we remain
at zero in bonds, we also remain vigilant.
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The information contained in this material is not financial advice. Nor does it constitute an offer for the purchase
or sale of any financial instruments, trading strategy, product or service. No one receiving this material should
treat any of its contents as constituting advice. It does not take into account the investment objectives, knowledge,
experience or financial situation of any particular person. You should seek advice in the context of your own
personal circumstances prior to investing or taking out any product from your own independent adviser.
This material has been prepared and issued by Appian Asset Management Limited on the basis of publicly
available information, internally developed data and other sources believed to be reliable. While all reasonable
care has been given to the preparation of the information, no warranties or representation, express or implied are
given or liability accepted by Appian Asset Management Limited or its affiliates or any directors or employees in
relation to the accuracy, fairness or completeness of the information contained herein. Any opinion expressed
(including estimates and forecasts) may be subject to change without notice.
If you decide to invest in any of the Appian Funds, further information in relation to all risks is provided in the
relevant Fund Prospectus and supplements. This material is available from Appian Asset Management Limited,
42 Fitzwilliam Place, Dublin 2. If you invest in any of the Appian Funds, you may lose some or all of the money
you invest. The value of your investment may go down as well as up. This investment may be affected by changes
in currency rates.
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References to past performance are for illustrative purposes only and are not a reliable guide to future
performance. Projected returns are estimates only. Forecasted returns depend on assumptions that involve
subjective judgement and on analysis that may or may not be correct.
The above disclaimer and limitations of liability are applicable to the fullest extent permitted by law, whether in
Contract, Statute, Tort (including without limitation, negligence) or otherwise.
Appian Asset Management Limited is regulated by the Central Bank of Ireland.

Appian Unit Fund Prices
1 March 2018
Appian Value Fund
Appian Equity Fund
Appian SCOF

141.41
183.49
206.21

Appian Liquidity Fund
Appian Ethical Value Fund
Appian Burlington Property Fund

105.63
102.28
103.85

For more detailed information on each of our funds click here
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John Mattimoe
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Pat Kilduff
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Niall Dineen
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Click here for more information about our Investment Team

Kevin Menton
Director
Tel: (01) 662 3989 direct
Click here to email Kevin

Follow Appian on Twitter

John Flavin
Senior Relationship Manager
Tel: (01) 662 4053 direct
Click here to email John

Connect with Appian on LinkedIn
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