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Inflation Expectations
Help Boost Bond ETFs

BY MURRAY COLEMAN
INVESTOR'S BUSINESS DAILY

Since topping at 5.24% in late June,
yields on 10-year notes havebeen in
atailspin.

That's good news for exchange
traded fund investors looking to
make a little extra money from
their bond funds. While they aren’t
earning as much in interest, ETF
prices are rising.

For example, the price of iShares
Lehman 20+ Year Treasury
Bond™ is up 6.3% since June 27.
That’s about twice as much as its
gains during the past three months,
when investors started pumping up
bond ETF prices as inflation con-
cernseased.

“All of the ETFs have seen some
nice price appreciation in the last
few months,” said Bruce Zaro, chief
technical strategist at Delta Global
Advisors. “You're also getting a de-
cent amount of interest payments
ontop ofthat. With the longer-term
ETFs, that’s running above 4%.”

Not bad when inflation is around
3%right now. -

There's A Catch

But a few caveats exist. For one,
short-term bond ETFs aren’t partic-
ipating in the rally as much. The
shortest-term fund on the market is
iShares Lehman 1-3 Year Treasury
Bond**", In the past month, its total
return heading into Wednesday
was 0.51%. Over the past three
months, it gained 1.84%.

Compare that with stocks. The
S&P 500-hugging SPDRS™* re-
turned slightly more in the past
month, 0.86%. But in three months
itwasup 6.58%.

And don’t forget that while abond
ETF can serve as a buffer when
stocks sink, it also tends to weigh on
returns when stock markets rise,
Studies also show that over long pe-
riods, bonds tend to move in the
same direction as stocks most of the
time.

Soifbothstocks and bonds are ral-
lying, why go with the latter?

“There are some investors who
might want to play it more conserva-
tively to protect themselves if mar-
ketschange,” Zarosaid.

Enough Income?

Also, some retirees might already
have enoughto live on. For thosein-
vestors, a guaranteed income
stream is going to be more impor-
tant than capital appreciation.

In those cases, some advisers say,
it’s better to buy individual bonds
rather than funds. That way, inter-
estrates canbe locked in and less ex-
posed tomarket risks.

Neal Frankle argues that many in-
come-hungry investors still would
be better served putting their
money into stocks now. His Los An-
geles-based firm, Wealth Resourc-
es Group, specializes in managing
money for high net-worth conserva-
tive investors.

“There’s probably some limited
upside to bonds right now,” he said.
“But I'd much rather invest in com-
panies and sectors instead of specu-
lating in the direction of interest
rates. The gains you're going to be
able to make in equities over time
should be much greater than the
extraincome you make fromabond
fund'syield.”

B SEE MORE ETF SCREENS AND
TOOLS AT INVESTORS.COM/ETF
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