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it may protect region's
retirees as population ages

By GENEVIEVE CUA

ASIAN governments need to start to
issue inflation-linked bonds if they
are to help their cirizens build their
retirement porifnlios.

At the moment no Aslan country
hias any inflation-linked bonds. Inves-
tors whe want some inflation hedge
can buy Treasury inflation-protected
securities, but this would spell US dolk-
lar risk for the Asian retiree.

SG oAssel Management's Michala
Marcussen, head of strategy and scu-
nemic research, is concerned about
inflation and the impact that it would
have on reliress, "Emerging Asia has
so far had a deflationary impact. But
in 20 years as its population ages, it
may have an inflationary effect. If
governmernts believe they can keep
inflation low, why aren't they issuing
inflatdon-linked bonds?

“The shift from a defined benefitio
defined coniribution pension system
is very tough from a social point of
view. You [oree individuals to take in-
flation, longsvity and capital risk. You
tell individuals to cover those with in-

 vestment risk and they don't know

how to do that. Developing good prod-

T uets for a defined contribution pen-

sion savings s & big chablenge for our
industry.”

Ms Marcussen’s own refirement
portfolio has equitles and inflation-
linked bonds. She is also considering
investing in real estate which offers
an inflation hedge.

“Yes, there is a risk that house
prices wh go up and down. But once
you're locked info the hausing market
you've secured yourseif {or your need

Ms Marcussen: Her own refirement
porifolio has equities and
inflation-linked bonds. Sheis also
considering investing in real estate
whick offers an inflation hedge.

for housing consumption. I1t's a big ac-
adamic debate an how ageing will im-
pact house prives. One of the interest-
ing things we should develop is a
pension product that will help you
with housing.”

Investors should alse be wary of
the supposed benefits of an invest-
ment in commodities, she says. This
is because the weight of new monies
into commodities has come from {i-
nancial investors, as opposed 1o fun-
damental investors in the past. This is
set to change the way the assets’
prices move in eorrelation to financial

markets. “Now that commuodities are
driven by financisl iavestors and ii-
quidity, will they be as de-correlatad
with vther assets as in the pasn? dMay-
be. But a lot of returns had come from
the shape of the forward curve which
was very inverted. Today, [orward
curves are much flatter. We have 1o be
very critical T econventional wisdom ™

She says thers are a number of
struvtura] frends that are wislding a
eyelical impact. One of these is ths
mand for long bonds among pensions
in Europe as part of their Habilivy
management. This has depresscd
Jong bond yields and fatened yield
curves. Pensions are also looking to
private equity and adding o the fren-
zy for the asset class.

!

Governments are also creating
soversign wealth funds, which will be
Inoking to invest, "We're going to see
in the fiture a lot more interest insac-
cuiring strategic companies. New in-
vestars will be looking to acquire high
technology or natural resources.”

SGAM s moderately overweight
on equities; it is also posiive on cor-
porate, high yield and emerging debt,
Ms Marcussen, however, is somewhai
concerned over the absence of husi-
ness spending among US corporales
which have, instead, taken on lever-
age W invest in financial markels.

“This year, we'll probably see &
more volatle picture in equities. But
the fundamentals  are  sull
OK ... We're crossing cur fingers
and hoping business spending will
pick up, becanse if it doesn't, it's likely
wa'Te heading for a more severe slow-
down in the US economy. 1t s much
more attractive today 1o have finan-
clal investinents, but ulitmately that
can't sustain isall”



