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Short-term bonds:
risk or opportunity?

OFI Financial Investment - RS Euro Credit Short Term
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a broader base of potential buyers,
making them more attractive.

Nicolas COULON
Fund manager-analyst - OFI AM

With money market rates in
negative territory, short-term
bond investments (0-3 years)
stand out as they enable investors to achieve positive returns.
Investors looking to secure some of
their assets in a jittery market following
months of gains can acquire exposure
to the bond markets at the short end
of the curve yet without having to
resign themselves to losing money.
Bear in mind that the Ester (the
eurozone’s overnight interbank rate
replacing the Eonia) stood at -0.58%
at end-September.
A money market fund must stick to investments with maturities of no more
than two years. A short-term bond
fund, on the other hand, can include
securities with maturities of up to three
years. This one-year difference offers a
yield surplus and a greater roll-down
effect, and therefore a higher expected
return.
An investor who is able to buy a bond
even before it is eligible for inclusion in
a money market fund will then benefit from its upside driven by increased
demand when it eventually joins the
universe of money market investments. This is because such bonds will
automatically become available to

Little risk of interest rate hikes in the
near future.
Holding bonds that mature in 3 years
is riskier than simply investing in
the money markets, but this risk will
materialise only if financing conditions
deteriorate (i.e. if interest rates and/
or risk premiums rise), which would
automatically pull down the price of
the bond concerned. This seems
unlikely to happen in today’s climate,
since three-year bond instruments
are still very much under the influence

of the ECB’s monetary policy which
is currently extremely accommodative.
The ECB offers a decent amount of
visibility on short-term interest rates
out to three years. Some market
observers were concerned that the
current spike in inflation caused by
the end of the crisis would prompt
the ECB to raise its key interest
rates rapidly, but this has not been
the case. The central bank believes
the current rate of inflation is only
temporary and it has not actually
met its medium/long-term target yet:
so no interest rate hikes are expected
until 2023.

A SHREWD SOLUTION AMID NEGATIVE INTEREST RATES
OFI Financial Investment - RS Euro Credit Short Term(2)
The OFI Financial Investment - RS Euro Credit Short Term fund invests mainly
in Investment Grade securities (i.e. rated above BBB-). Nonetheless, up to
10% of the portfolio can be reserved for high yield securities, thus offering the
investor an opportunity to receive a surplus yield while limiting their risk in light
of default rates currently observed in this segment of the market. We also offer
diversification into unlisted securities, which are a substantial source of yield.
These issuers may not have acquired Credit ratings from the market’s rating
agencies, but they should not be overlooked. We are able to assign ratings to
them thanks to the research carried out by our in-house credit analysts. This is
how we selected Bureau Veritas*, the certification specialist, which has no fewer
than four euro-denominated bonds totalling €1.7bn.
Meanwhile, our flexible management of interest rate risk through interest rate swaps
enables investors to protect themselves against this variable, thus eliminating one
of the risk factors inherent in this type of fund. Our flexible approach to allocation
(a High Yield component), ratings (issuers can be selected even if they are not
rated by the big rating agencies) and interest rate risk management (interest rate
swaps) means that investors looking to buy exposure to the short-term bond
markets can do so in conditions that optimise their risk/reward profile.
The OFI Financial Investment - RS Euro Credit Short Term fund now carries the
SRI label. So it at last gives investors an opportunity to help fund responsible
issuers that are rated by our in-house SRI analysts and that we rank in the
category of «leaders” (e.g. utility companies such as Portugal’s EDP* and Italy’s
Terna*), whereas the poorest ESG performers are systematically excluded from
the selection of our investment universe. The market for green bonds, meanwhile,
so far offers few bond issues with maturities of under three years.
*For illustrative purposes only. Any reference to a specific company or security is not to be construed as a recommendation
to buy, sell, hold, or invest directly in the company or its securities.
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The figures mentioned herein cover past years. The investments mentioned herein are one way to capture financial market returns in exchange for a certain amount of risk. Invested capital
and performances are not guaranteed, and there exists a risk of loss of capital. Source of indices cited: www.bloomberg.com
This promotional document is meant for professional and non-professional clients as defined by MiFID. Il t may
not be used for any other purpose than that for which it was intended and may not be reproduced, disseminated or
communicated to third parties in whole or in part without the express prior written consent of OFI Asset Management. No information contained in this document should be construed as possessing any contractual value whatsoever.
This document has been produced for purely informational purposes. It is a presentation designed and produced by
OFI Asset Management from sources deemed reliable. Links in this document to websites managed by third parties are
provided for informational purposes only. OFI Asset Management offers no guarantee whatsoever as to the content,
quality or completeness of such websites and accordingly may not be held liable for any use made of them. The presence of a link to a third-party website does not mean that OFI Asset Management has entered into any cooperative
agreements with this third party or that OFI Asset Management approves the information published on such websites.
The forward-looking projections mentioned herein are subject to change at any time and must not be construed as
a commitment or guarantee. The fund(s) mentioned in the document has/have been certified by the French Finan-

cial Markets Authority (AMF) or the Luxembourg Commission de Surveillance du Secteur Financier (CSSF) and is/are
authorised for marketing in France and, where applicable, in other countries where authorised by law. Prior to any
investment, assurance must be obtained that the investor is legally authorised to subscribe to the fund(s). The Key
Investor Information Document (KIDD) must be provided to fund subscribers prior to any subscription. The operating
rules, risk profile, and risk-reward profile and fees for investing in a fund are described in its KIID. The KIID and latest
periodic documents are available upon request from OFI Asset Management. The performances figures cited cover
past years. Past performances are not a reliable indicator of future performances. OFI Asset Management reserves the
right to modify the information in this document at any time and without prior notice. OFI Asset Management may not
be held liable for any decision made or not made on the basis of information contained in this document, nor for any
use that may be made of it by a third party. If a fund is subject to special tax treatment, such treatment depends on each
client’s individual situation and is subject to change at any time.
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