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In the past ten years, media reports have been full of terms such as “zero interest” or “negative interest”. Due to the very low interest rates, an investment in the bond market, for example
through a bond fund, was correspondingly uninteresting. It would therefore come as no surprise if the background knowledge of how to invest in the fixed-income market with a sensible
strategy had been lost.

But interest rates are back and investing in bonds or bond funds seems to make sense again, and it offers a chance for attractive returns. And so, the question arises: “How does a bond
fund work ,and what should investors bear in mind when engaging in such an investment?

In this article, we are going to look at the following questions:

What is a bond fund?
What sorts of bond funds exist?
Why are bond funds interesting again?
What should investors bear in mind when investing in bond funds?

What is a bond fund?

If you want to invest in bonds, but don’t want to search for individual bonds yourself and would like to spread your risk broadly, then a bond fund is a good way to go.

What could be more obvious than for many investors to

pool their capital (already possible with smaller amounts)
and delegate the selection of bonds to experts?

Within a bond fund, investments are made across a variety of bonds from different issuers, countries and sectors, thus achieving broad risk diversification. When a bond matures in the fund,
the fund managers reinvest the capital released.



Investors can invest small amounts in a bond fund and do not have to worry about selecting securities or reinvesting coupons and expired bonds.

By purchasing fund shares, investors acquire co-ownership of the fund’s assets. As confirmation, the purchased fund units are booked into the securities account of the respective investors.

What sorts of bond funds exist?

A bond fund consists of bonds. The type of fund is determined by the specific bonds that are acquired for the fund. In principle, the issuers of bonds can be governments (on various levels)
or companies. These, then, are government bond or corporate bond funds.

Here is a brief overview of the essential characteristics of bond funds:

For investors, the first question should always be:

“Who is getting my money?“

As with any investment, investing in a bond fund is about trust and personal comfort, because it is a medium to longer-term investment. Do I want to put my capital at the disposal of states
or companies? Depending on the bonds in which such a fund invests, different risks may emerge for the investor.

Why are bond funds interesting again?

As with any investment, the crucial thing with bond funds is to “buy low (and sell high”). If you take into account the current coupon and the price of a bond, you can calculate the so-called
yield, a key figure in bond investments.

The higher the yield, the higher the possible return on an investment in a bond or a bond fund. It is important to know the following relationship

When the price falls, the calculated yield rises automatically.

This sounds complicated, but a simple example will illustrate this mechanism. The following graph shows the development of the yield of euro corporate bonds from a selected credit rating
sub-segment (in the investment grade segment) over the past ten years:
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In 2022, prices for corporate bonds fell sharply and yields increased accordingly. The key figure for yields on new investments is currently around 4.6%, which is the most attractive it has
been in the past ten years.

It is not possible to draw direct conclusions about future performance from the current yield. However, one thing is sure:

If you buy when the yield is high, your chance to achieve a higher return is better than if you buy at lower yields .

Yield alone should not be the only criterion for buying a bond fund, because usually a higher yield is also associated with a higher risk (e.g. default risk). Also, it is crucial for investors not to
compare bond segments that have completely different risk profiles, such as a euro government bond fund versus a fund that invests in high-yield corporate bonds.

What should investors bear in mind when investing in bond funds?

There is a variety of bond funds with different investment strategies available. Past performance is not reliable indicator of future development.

It is much more important to assess the current political and economic environment
This should then lead to an evaluation of whether the respective bond category and the yield level appear attractive for a new investment or not

Prior to investing, the investors should thoroughly analyse their individual investment needs. After all, every bond fund comes with risks, which the investors should know.

In addition to price fluctuations, issuers may also default. There is no guarantee on the paid-in capital, and loss of capital is also possible with a longer investment period.

Bond funds usually offer two alternatives:

distributing shares (with regular, usually annual distribution) and
accumulating shares (without distribution, for long-term capital accumulation through automatic reinvestment of income).

This means that when selecting a fund, you can decide whether you want regular income in the form of dividends or not.

Conclusion

Yields across all bond segments have risen significantly in recent months, resulting in numerous opportunities for investors on the interest rate markets. Bond funds are one investment
alternative in this context. They offer a broad degree of diversification and allow for small amounts being invested, often in the form of a monthly fund savings plan.

There are many bond funds with different investment strategies and corresponding risks. Before investing, interested investors should therefore find out exactly whether the respective fund
is suitable for their investment needs. 

Please note that an investment in securities also entails risks in addition to the opportunities described.

This document is an advertisement. Unless indicated otherwise, source: Erste Asset Management GmbH. The language of communication of the sales offices is German and the languages of communication of the
Management Company also include English.

The prospectus for UCITS funds (including any amendments) is prepared and published in accordance with the provisions of the InvFG 2011 as amended. Information for Investors pursuant to § 21 AIFMG is
prepared for the alternative investment funds (AIF) administered by Erste Asset Management GmbH pursuant to the provisions of the AIFMG in conjunction with the InvFG 2011.

The currently valid versions of the prospectus, the Information for Investors pursuant to § 21 AIFMG, and the key information document can be found on the website www.erste-am.com under “Mandatory
publications” and can be obtained free of charge by interested investors at the offices of the Management Company and at the offices of the depositary bank. The exact date of the most recent publication of the
prospectus, the languages in which the key information document is available, and any other locations where the documents can be obtained are indicated on the website www.erste-am.com. A summary of the
investor rights is available in German and English on the website www.erste-am.com/investor-rights and can also be obtained from the Management Company.

The Management Company can decide to suspend the provisions it has taken for the sale of unit certificates in other countries in accordance with the regulatory requirements.

Note: You are about to purchase a product that may be difficult to understand. We recommend that you read the indicated fund documents before making an investment decision. In addition to the locations listed
above, you can obtain these documents free of charge at the offices of the referring Sparkassen bank and the offices of Erste Bank der oesterreichischen Sparkassen AG. You can also access these documents
electronically at www.erste-am.com.

N.B.: The performance scenarios listed in the key information document are based on a calculation method that is specified in an EU regulation. The future market development cannot be accurately predicted. The
depicted performance scenarios merely present potential earnings, but are based on the earnings in the recent past. The actual earnings may be lower than indicated. Our analyses and conclusions are general in
nature and do not take into account the individual characteristics of our investors in terms of earnings, taxation, experience and knowledge, investment objective, financial position, capacity for loss, and risk tolerance.

Please note: Past performance is not a reliable indicator of the future performance of a fund. Investments in securities entail risks in addition to the opportunities presented here. The value of units and their earnings
can rise and fall. Changes in exchange rates can also have a positive or negative effect on the value of an investment. For this reason, you may receive less than your originally invested amount when you redeem
your units. Persons who are interested in purchasing units in investment funds are advised to read the current fund prospectus(es) and the Information for Investors pursuant to § 21 AIFMG, especially the risk
notices they contain, before making an investment decision. If the fund currency is different than the investor’s home currency, changes in the relevant exchange rate can positively or negatively influence the value of
the investment and the amount of the costs associated with the fund in the home currency.

We are not permitted to directly or indirectly offer, sell, transfer, or deliver this financial product to natural or legal persons whose place of residence or domicile is located in a country where this is legally prohibited. In
this case, we may not provide any product information, either.

Please consult the corresponding information in the fund prospectus and the Information for Investors pursuant to § 21 AIFMG for restrictions on the sale of the fund to American or Russian citizens.

It is expressly noted that this communication does not provide any investment recommendations, but only expresses our current market assessment. Thus, this communication is not a substitute for investment
advice, does not take into account the legal regulations aimed at promoting the independence of financial analyses, and is not subject to a prohibition on trading following the distribution of financial analyses.

This document does not represent a sales activity of the Management Company and therefore may not be construed as an offer for the purchase or sale of financial or investment instruments.

Erste Asset Management GmbH is affiliated with the referring Sparkassen banks and Erste Bank.

Please also read the “Information about us and our securities services” published by your bank.
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Johann Griener has worked at Erste Asset Management in Sales Retail since 1 January 2001. In this function he supported for example the Sparkasse banks in Austria, with a current
focus on Upper Austria. His scope of duties includes the servicing, training, training and education of Sparkasse employees who work in the securities field. This means creating and
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holding presentations in the local branches and in Erste Asset Management for the purpose of promoting sales of Erste Asset Management GmbH and Erste Immobilien KAG funds.
He also supports the Sparkasse banks (Austria-wide) in their own investments (nostro business). In addition, Griener is developing numerous publications for internal
and external use. The “1x1 of Investment Funds” that he wrote is found in all of the branch offices of Erste Bank and the Sparkasse banks as basic reading and an
introduction for customers on how investment funds work.

Griener began his career in 1988 as an employee at the bank counter in a local Sparkasse bank. There he learned the banking business, from a savings book to
loans to investment operations. After a few years at the Sparkasse, he decided to continue his studies at the Vienna University of Economics and Business, with a focus on “banks”
and “securities”. After completing his master’s degree, he remained loyal to the Sparkasse sector and has been working at Erste Asset Management since.

His motto: “Only a day with laughter is a good day”
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