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The New Allure of TIPS 
 
TIPS gain favor as Mideast strife stokes inflation fears. 
 
By DEBORAH LYNN BLUMBERG Updated Feb. 26, 2011 12:01 a.m. ET 
 
The U.S. government bond market is locked in a vicious game of tug of war, with better 
U.S. economic data on one side and unstable Middle East and eurozone nations on the 
other. 
 
So far, global tensions have won out, sparking a rally in U.S. government bonds over the 
past few weeks as investors have looked for safety. The yield on the benchmark 10-year 
Treasury note has dropped to about 3.42% from the nine-month peak of 3.77% set Feb 9. 
 
Still, the yield was a tad higher than the 3.374% at the end of January. Many believe it 
will hit its year low of 3.25% and perhaps fall further if political unrest continues in the 
Middle East and little progress is made in solving the euro zone's debt problems. 
 
The main concern about the Middle East is that the protests will lead to a disruption in oil 
supply and a spike in prices. Weeks of turmoil have already toppled governments in 
Egypt and Tunisia. The subsequent protests in Libya have only increased the worries. 
This week, NYMEX crude popped to more than $100 a barrel for the first time since 
2008. 
 
At the same time, the cost of food and other commodities has also jumped. Rising 
demand from fast-growing emerging market countries, coupled with floods and droughts, 
have pushed up the price of corn by 94% in the past year and wheat by 70%. 
 
In this environment, Treasury inflation protected securities, or TIPS—government bonds 
that offer protection against rising prices—merit a good look. Some market participants 
believe TIPS will perform nicely, potentially better than nominal Treasuries, as worries 
continue to grow about high commodity and oil prices and the chance of runaway 
inflation. 
 
"The potential for inflation has become a widespread concern," says Lou Brien, a market 
strategist at DRW Trading Group in Chicago. "Middle East concerns are such that, even 
with adequate oil supplies, the market is pricing in the risk of some kind of event that 
changes that situation, and as a result, oil prices are surging. This kind of high-profile 



situation encourages traders to seek protection against inflation and thus buy TIPS." 
Already, TIPS have done well this year. As of Friday, the yield on the 10-year 
TIPS was 2.42 percentage points below that of the Treasury note, up from 2.28 
percentage points at the start of the year—the result of investors stocking up on the 
securities and driving prices up. 
 
TIPS are "the pure flight to quality with an inflation protection twist," said George 
Goncalves, managing director and head of U.S. interest rates strategy in the Americas at 
Nomura Securities. Increased TIPS buying could even be signaling "something as sinister 
as a double dip," Goncalves said, adding that "stagflation might be on our doorsteps." 
 
Stagflation is low growth and high inflation; it last hit the U.S. in the 1970s. 
 
TIPS Look Attractive as Inflation Fears Mount 
 
James Evans, a senior vice president and portfolio manager at Brown Brothers Harriman, 
has seen a pickup in interest in TIPS from clients over the past two to three months and 
suspects the asset class will continue to do well. 
 
Rising food costs "have increased the global psychological concern about inflation," 
Evans says. And many market participants are convinced that "once the inflation genie 
gets out of the bottle, it will be hard to stop," he says. 
 
Next week, market pros will closely follow developments in the Middle East and moves 
in oil prices, but they will also be on guard for the latest U.S. jobs report, scheduled for 
release on Friday. The weak job market has been a major drag on the economy recovery. 
 
TREASURIES' PRICES were helped Friday by a government report showing softer-
than-expected U.S. economic growth. The U.S. economy grew at a 2.8% rate in the 
fourth quarter, slower than the initial 3.2% reading. 
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