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Market moves: the bond manager’s perspective

Bryn Jones, manager of the Rathbone Ethical Bond Fund, talks about his portfolio in light of recent markets.
· Concerns surround higher inflation and direction of interest rates
· Volatility in equity markets likely to continue over summer

· Credit weakness may lead to good buying opportunities
· Portfolio remains defensively positioned.
Our action:

· We remain defensively positioned in high quality bonds, having anticipated a weakening credit market

· We continue to favour asset-backed securities, banks, building societies, and we hold very few cyclical assets

· Spreads on corporate bonds have widened following investors’ flight to quality out of equities and into government bonds.  Going forward, this should create some interesting buying opportunities

· More recently, we added to our asset-backed securities through a new holding, CRC Breeze Finance.  This is our first Euro-denominated bond, and is compelling due to its strong ethical theme - the financing of wind farms in Germany and France

· We are comfortable with the Euro position, believing that the currency will outperform Sterling over the next 12 months

· We also added to Fresh Finance, a mortgage-backed security (MBS) that invests in residential social housing in the UK.  We think this bond has one of the strongest AAA fixed-rate, MBS structures available, which is very attractive in this environment.
Bryn says:

“One area where we have some higher beta credit exposure is telcos, although we remain underweight versus the iboxx Sterling Non-Gilts Index.  We prefer holdings such as Telecom Italia and Telefonica where leverage is unlikely to increase significantly, compared to the likes of BT and Vodafone where balance sheets are more highly geared.  There has also been some softening in subordinated insurance where we are overweight.  Although this is typical for a period of heightened risk aversion, these bonds are protected to an extent through the higher yields that they offered.  Although we believe our holdings are fundamentally strong, we will be monitoring both of these sectors closely to assess any impact from general market weakness.
“In terms of duration, we prefer not to take large duration bets.  However, duration could prove a tricky call from here, with the risks of inflation and the possibility of higher rates versus the risks of too high rates causing lower growth, weaker equity markets and stronger bond markets.  With no clear direction, we are keeping duration as close to sector neutral as possible.”
-Ends-

To set up an interview with Bryn or for further information, please call:

David Holloway, Marketing Manager



020 7399 0189
The information contained in this note is for use by professional investors and journalists and must not be circulated to private clients or to the general public.
The Prospectus, the Simplified Prospectus (incorporating Key Features) and application forms may be obtained from Rathbone Unit Trust Management Ltd.  Rathbone Unit Trust Management Limited is authorised and regulated by the Financial Services Authority and a member of the IMA.  A member of the Rathbone Group.  Registered office: 159 New Bond Street, London W1S 2UD.  Registered in England No. 2376568.




































































































































