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There’s no need for investors to panic 
and sell their corporate bonds, as there 
are still returns to be made, despite 

speculation that the market is overvalued. 
Corporate bonds were the highest-selling 

IMA sector during last year, with net retail sales 
of £6 billion. For the fi rst eight months of the 
year, they topped the sales chart – and then 
began to dwindle from September onwards. 
Ben Bennett, credit strategist at Legal & 
General Investment Management, however, 
still thinks they make a sound investment. 

He says: “The economy is in a reasonable 
state and corporations within the economy 
have real strength. It’s pretty safe to buy the 
high-yield bonds, but in case of a double-
dip recession, I would steer away from those 
reliant on consumer spending, such as cyclical 
retailers and fi nancials.”

Andrew Wilson, head of investment at 
Towry Law, thinks yield-hungry investors 
are likely to stick with corporate bonds 
and suggests the best way is to invest 
through corporate bond funds. These vary 

dramatically in risk profi le, so he believes 
there should be something to suit everyone. 

But not all experts think corporate bonds 
are a safe bet. Mark Dampier, head of research 
at Hargreaves Lansdown, describes last year as 
a once-in-a-generation opportunity and is wary 
of the knock-on effect sovereign debt could 
have on the credit markets this year. “You 
may have missed the chance if you didn’t buy 
corporate bonds last year – if you’ve got them 
now, you might be sitting on some big profi ts, 
and I would be tempted to sell,” he says. 

Corporations use the markets to raise 
capital, so when you buy a bond, you are 
lending money to a company and the risk 
will be rated on the company’s likelihood to 
default on your loan.

Since the London Stock Exchange started 
listing bonds at the beginning of February 
this year, it has become easier than ever for 
investors to access credit markets. 
Esther Armstrong
* For more information on corporate bond 
funds go to page 66

WHO?
Andrew Haldane, the newly appointed 
executive director of fi nancial stability at 
the Bank of England, and avid football 
fan, said...

WHAT?
...banks shouldn’t just pay lower 
bonuses to staff, but should pay lower 
dividends to shareholders too.

WHERE?
In a speech in Liverpool, Haldane 
characterised the debt overhang built 
up by the banks, homeowners and 
companies in recent decades as a  
“hangover”.

WHY?
While the government has eased 
the pain by borrowing to support 
banks and the economy, it has only 
provided temporary relief. All sectors 
of the economy need to repay debt, 
particularly the UK’s disproportionately 
large banking sector, where much of 
the debt accumulated in the fi rst place. 

Haldane said a good start would be 
for banks to keep the extraordinary 
profi t they made last year, instead of 
paying it out in bonuses to staff and 
dividends to shareholders. 

That may not seem fair on 
shareholders, who suffered more 
than most when markets crashed. But 
Haldane’s fi gures show that throughout 
history, banks have paid more generous 
dividends than other companies, even 
during years like 2008, when banks lost 
$60 billion globally but paid out more 
than $60 billion to shareholders. As 
today, staff and shareholders benefi ted 
as banks grew more indebted. 

The recession has been grim for 
Marston’s shareholders. From mid-
2007 to the end of 2008, shares in the 

brewer and pub operator fell 80% – as much 
as many of the banks at the centre of the 
fi nancial crisis fell by.

Like the banks, pub chains 
borrowed heavily 
in the last 
decade. By 
securing the 
debt against the 
pubs they own 
and the income they earn from them, they 
raised money cheaply to buy more pubs and 
boost profi ts. 

This strategy worked until recession hit 
and drinkers and diners started staying home 
more. As some operators struggled to repay 
the interest on their loans, prices in the most 
indebted crashed.

Despite its £1 billion debt, Marston’s, 
which brews the famous Pedigree beer, as 
well as Banks and Hobgoblin, has come out 
fi ghting, raising even more money in a rights 
issue. It’s not using much of it to pay back 
debt, though. Instead, it’s taking advantage 

of low property prices and construction costs 
to build 60 new pubs.

Its plan, dubbed the F-Plan, is 
to attract more 
‘Females, Families, 
and Forty and 
Fifty-somethings’ 
with good food. 
The chairman has 

backed the plan with his own money, buying 
over 100,000 shares last year, and Marston’s 
new fi nancial director has also been buying.

At six times Marston’s average earnings a 
share, the share price is dirt cheap. So if the 
market’s wrong and management’s right, the 
chairman could do very well out of his trade.
Richard Beddard
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FAQs
How do the 
rating systems 
for bonds work?

Ratings are based on 
ability to pay interest 
and the likelihood of 
the capital debt being 
repaid on maturity. The 
best rating is triple A 
(or AAA). All bonds rated 
between AAA and BBB 
are called ‘investment 
grade’, and are at the 
lower-risk end of the 
bond market. Bonds 
rated BB or below are 
labelled ‘high yield’ or 
‘junk bonds’, and these 
will pay higher yields but 
are higher risk. A junk 
bond will offer attractive 
interest payments but 
the company behind it 
could well go bust.
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