Investing Secret? Inflation Protected Treasury Bonds (TIPS) Are Interesting?

TIPS are bonds issued by the US Presidency that guaranty you a fixed return And whatever inflation turns out to be yearly. &nbsp;These bonds are
one of the safest investments you can make because there's awfully almost no credit risk ( issued by the US executive ), liquidity risk ( TIPS are
heavily traded ), or inflation risk. These TIPS bonds adjust their principal worth and payout twice a year to compensate for any inflation. PIMCO's Bill
Gross, one of the most successful bond bosses in decades, endorsed inflation-protected bonds in early Jan 2009. "TIPS will benefit if and when the
govt's attempts to reflate ( the economy ) start to take hold." These attempts to reignite the world economy will lead to quicker inflation than is at
present priced into the instruments. Traditionally when the govt. Has stomped on the financial gas pedal to get the economy going by flooding the
market with liquidity it's led straight to increased future inflation. TIPS bonds let you be hedged against the danger of rising future inflation. Inflation is
an example of the first risks to a financially secure retirement. In my view TIPS inflation protected bonds are now highly interesting relative to regular
US treasury bonds which are in a "bubble" at the moment and will suffer if / when inflation concerns increase again. The "yield spread" between TIPS
bonds and regular treasury bonds is now about the most intense it's ever been ( in favor of TIPS being more enticing ). Now stockholders are way
more nervous about deflation ( because of the terribly weak economy ) than inflation, explaining why these inflation-protected TIPS bonds are priced
much more attractively than ordinary. You do not wish to buy flood insurance after the water is in your house. By that point, it is too late and the cost of
protection is too costly. Several financiers are not aware that these TIPS bonds are also a hedge against deflation because at expiration you get the
amassed principal cost of the inflation adjustments or par worth, whichever is larger. If there's enormous deflation for years your "real" return after
inflation / deflation would be fantastic as you would get the par price of the bonds at expiration. Perhaps they should call these "Deflation-Protected
Treasury Bonds"? The prospects for the economy is extremely doubtful at this time. Will it rebound in the 2nd twelve 2009 leading to rising inflation or
will it continue to spiral downward causing deflation? It appears to me that TIPS could be pretty solid investments in either eventuality. That is not true
for most other investments. &nbsp; One more reason to think about adding inflation-protected treasury bonds ( TIPS ) to your portfolio is the tough
portfolio diversification benefits they bring. The returns on TIPS bonds have low or negative link with the returns of plenty of other traditional
investments like stocks and regular bonds. The relationship of TIPS returns with the general market ( SP500 index ) during the last years has been
only 34%. Over longer amounts of time the link of TIPS bond returns with the market and with normal bonds has been close to nil. Rising inflation
expectancies are good for TIPS returns but in the near term are negative for the returns of stocks and bonds and vice versa. | regard myself as a fan
of exchange-traded funds ( ETF's ) due to their awfully low costs and superior tax potency ( and other reasons ). The most liquid exchange-traded fund
that invests in inflation-protected treasury bonds is the I-Shares ( Barclays ) fund with the symbol "TIP". The cost proportion on this ETF fund is only
.20%. The trailing 12-month yield on this ETF fund has been 6.46% ( including the inflation adjustments ). The Vanguard Inflation-Protected Stocks (
VIPSX) is a good inexpensive index mutual fund ( also a .20% cost proportion ). As with all bond funds that pay out interest earnings, these funds are
not really tax-efficient so they are better off held in a tax-deferred account ( 401K or IRA) if feasible. The yield on these TIPS funds is at present about
2.5% (and whatever inflation is going forward ). You may also buy these TIPS bonds at once from the US treasury on the internet.
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