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10Y 30Y 10Y 30Y 10Y 30Y 10Y 10Y 30Y 10Y 30Y 10Y 10Y 7Y

IL BOND 1.875%22 .625%42 0.625%21 2.125 41 2.1%23 3.24%29 1.75%20 2.1%21 2.55%41 4.25%21 2%41 0.25%22 3%25 4.5%16

REAL YIELD -0.66 -0.12 -0.16 0.71 1.33 1.60 -0.18 5.41 4.60 -0.18 0.36 0.13 1.29 0.97

RPI/CPI 5.16 5.16 3.40 3.40 2.50 2.50 2.40 3.70 3.70 2.90 2.90 2.80 3.50 4.60

TOTAL RETURN 4.50 5.04 3.24 4.11 3.83 4.10 2.22 9.11 8.30 2.72 3.26 2.93 4.79 5.57

12MTH HEDGE 0.40 0.40 0.79 0.79 0.79 0.79 0.79 -0.29 -0.29 -0.79 -3.11 -1.98

TOT.RET. £ 4.50 5.04 3.64 4.51 4.62 4.89 3.01 9.90 9.09 2.43 2.97 2.14 1.68 3.59

CONV BOND 4%22 4.5%42 2%21 3.125%41 4.25%23 5.5%29 3.25%20 5%22 5%40 3.25%21 4%41 3.5%22 4.75%27 6%17

YIELD 2.09 3.09 1.92 3.00 3.32 3.74 1.50 6.81 6.93 1.94 2.51 1.64 4.18 3.34

SIMPLE BEIR 2.74 3.21 2.08 2.29 1.99 2.14 1.67 1.39 2.33 2.12 2.15 1.51 2.89 2.37

 Note : All yields have been annualised.
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UK US FR IT CAN

At the tail end of 2011, breakeven inflation rates generally around the globe rose, mainly as a result of the move higher in oil prices and the more positive tone in 

the equity markets. 

UK

In the UK, this has been exacerbated to a certain extent by a lack of supply in index-linked gilts over the past few weeks. Inflation has been stubbornly high for a 

long time but is set to fall sharply this year, reflecting base effects, including last year's VAT increase and commodity price rises dropping out of the annual 

comparison and slightly stronger sterling. 

Given this likely fall in UK inflation, UK breakevens appear to be a little high (see 10 year BEIR graph below). However, there appears to be a good correlation 

between UK BEIRs and the UK equity market. Should the current strength of equities be maintained, then we should be able to sell breakevens at higher levels e.g. 

selling 10 year breakevens at nearer 2.9% compared with the current 2.74% (see 10 year BEIR graph below). 

As for the breakeven curve, we feel that 50bps between 10s/30s in the UK appears to be a little steep i.e. 2.74% (10yr) to 3.24% (30yr). On that basis, when the 

time is right to buy breakevens, we would favour the longer end. 

EU

We feel that breakevens in the eurozone are at the moment fundamentally too low, given the ECB's target range of "below but close" to 2%. This would suggest a 

long run equilibrium breakeven of about 2.25%. This compares with the current 10 year breakeven (DBRi 3.75% 2020 v DBR 3.25% 2020) in Germany of 1.67% 

and 1.98% (FRTR 2.1% 2023 v FRTR 4.25% 2023) in France. see figures below.

Although a meaningful resolution of the eurozone problems does not look imminent, to say the least, over time German breakevens should revert back to at least 

2%. From a French perspective, the recent reports of President Sarkozy's idea of "social VAT" in his annual presidential address will have the effect of increasing 

the standard rate of VAT of somewhere between 2% - 4%. If you are holding French conventional bonds, consider buying French breakevens at these levels.   
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