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How do bonds work?
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Key components of bonds

Face Value Value at issue and maturity Fixed
Price : : : :
: What the bond is worth when its traded on the market before maturity Varies
(Capital Value)
Coupon Regular interest payments over the term of the bond Fixed
" Coupon + Principle
Coupon C

Coupon ﬁ.gtl Coupon ;?”, Eﬁ" Coupon $3.00 + $100

$3.00 ! $3.00 i $3.00 '

Year 1 Year 2 Year3



Interest
rates

Economic and
market conditions

Time to
maturity

Credit
Quality



The impact of interest rates

Bond Prices

Yield
(expected return)

Rising interest rates

VN

As interest rates rise, the coupon rate on existing
bonds is less attractive to investors. Bond prices fall,
and potential yield for buyers increases.

Falling interest rates

As interest rates fall, the coupon rate on existing
bonds is more attractive to investors. Bond prices
rise, and potential yield for buyers decreases.
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Median Monthly Asset Returns During Periods of Worst Quartile Equity Markets for
the Respective Australian and US Markets - 20 Years to 30 June 2020
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GFC - Cumulative Return from 12 October 2007 to 9 March 2009
COVID - 20 February 2020 to 23 March 2020
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The Australian Investment Grade Bond Market
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Current environment: shorter term securities

Australian Short Term Rates (%)
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Not all bonds are created equally...
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Inflation expectations are low, what does this mean?

Market Inflation Expectations %
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US Fed Funds Rate Change and Cumulative Performance of Global
Aggregate and Global Aggregate 1-3 Year
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Holding longer duration bonds can actually benefit investors when interest rates rise
and their investment horizon is longer than their duration

is a crucial factorin |
choosing fixed sheeeo
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Relative attractiveness of credit strategies

Rates of Return Across the Fixed Income Landscape
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Important information

Vanguard Investments Australia Ltd (ABN 72 072 881 086 / AFS Licence 227263) is the product issuer. We have not taken yours or your clients’ circumstances into account when preparing this
presentation so it may not be applicable to the particular situation you are considering. You should consider yours and your clients’ circumstances, and our Product Disclosure Statements (“PDSs”),

before making any investment decision or recommendation. You can access our PDSs at vanguard.com.au or by calling 1300 655 205. Past performance is not an indication of future performance. This
presentation was prepared in good faith and we accept no liability for any errors or omissions.

Bloomberg Finance L.P. and its affiliates (collectively, “Bloomberg”) are not affiliated with Vanguard and do not approve, endorse, review, or recommend the fund(s). BLOOMBERG and the Index are

trademarks or service marks of Bloomberg and have been licensed to Vanguard. Bloomberg does not guarantee the timeliness, accurateness, or completeness of any data or information relating to the
Index.

© 2020 Vanguard Investments Australia Ltd. All rights reserved.



