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NEW YORK (Dow Jones)--Here's a conundrum: consumer prices are soaring to levels 
not seen in 16 years, driven by surging food and energy prices, pinching consumers 
budgets. 
 
Yet financial advisers say individual investors should resist the urge to jump into 
securities that offer protection against escalating prices sold by the government, so-called 
TIPS or Treasury inflation-protected securities. 
 
The price surge, they say, will subside in the coming months as the economy weakens 
further and struggling consumers tighten their belts. Demand for energy and commodities 
will slow as the rest of the world is drawn into the downward spiral emanating from the 
bursting of the U.S. housing bubble. 
 
In other words, buying TIPs now would be buying into a pricey market that's about to 
start on a downward trend. Instead, investors should look to the agency and municipal 
debt markets, as well as certificates of deposits as areas that currently offer better overall 
returns. 
 
"Concerns about growth are going to overwhelm these near-term price pressures," said 
Michael Brandes, senior fixed income strategist at Citi Global Wealth Management. 
 
Brandes has been "fairly negative on TIPS," given their current lofty levels as inflation-
scared investors have rushed in, and given his view that economic woes will curb rising 
prices. Credit markets are still fragile, credit less available, and the U.S. labor market is 
weakening.  
 
"All that suggests that economic growth should slow and that the price pressures are 
going to decline," Brandes said. 
 
The TIPS market has already begun to correct, with prices falling across the board Friday 
as crude oil prices tumbled below $123 for the first time since June. Breakevens – the 
difference between TIPS yields and cash bond yields - remained steady, however, at 2.33 
percentage points on 10-year yields. That's down from the 2.61 points seen in early July, 
the highest level since August 2006, but still up from the low for the year at 2.20 points. 
 
"The best time to buy TIPS is when inflation expectations are low," said Gary Pollack, 
managing director at Deutsche Bank Private Wealth Management in New York. 



Pollack notes that having some TIPS makes sense as a basic portfolio component, but 
investors "have to be careful about exactly when to buy and sell them." 
 
To determine when to buy, investors must closely monitor the breakeven rate as it 
reflects expectations of where inflation will be over the maturity of the note. The slide in 
breakevens is set to continue for the next three to six months, Pollack said, and that's the 
time to buy. In a year from now, he said, as the economy recovers, inflation will be back 
on the rise. 
 
Aim For Returns 
 
For investors looking to protect their savings from the ravages of inflation right now, 
agency debt - bonds sold by mortgage giants Fannie Mae (FNM) and Freddie Mac (FRE) 
- are a good place to be, despite all the recent negative headlines. 
 
They pay a higher rate of return than U.S. Treasurys - some 0.60-0.70 point on the 10- 
year notes, for example - and are almost as safe, given that the Treasury's plan to support 
the two firms is set to be approved and signed into legislation soon. 
 
Both Brandes and Pollack also favor the municipal bond market, given the attractive 
price levels and the abundance of high quality securities in the market. Munis have 
cheapened lately as investors worried about the fate of the last two AAA-rated bond 
insurers have sold the securities. Rating agencies had said they could downgrade them 
both. 
 
Brandes said munis look "steep and cheap," meaning longer-term municipal debt looks 
more attractive given heavy selling there. And "even though we expect to see pressure on 
state and local budgets, and the housing downturn will impact a lot of municipalities, it 
doesn't matter who is in the White House, taxes are going higher." 
 
Certificates of deposit are a third option, and these are looking especially enticing these 
days given their high rates of returns. Investors can find rates of up to 5% for non-
callable CDs, well above the 3.44% rate on the five-year Treasury Friday. CD rates are 
higher because they must compensate investors for the lack of liquidity. 
 
The strains at financial institutions have also created a "fierce competition for deposits," 
Brandes said. "Investors can take advantage of that, and get pretty competitive CD rates," 
he said. 
 
(Deborah Lynn Blumberg writes about Treasurys for Dow Jones Newswires) 
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