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The first half of 2018 has proven challenging for many areas in the global bond market. In this note, we take a detailed look 
at how the fund navigated the turbulence. 

If 2017 offered a relatively benign environment for investing, 

the first half of 2018 has proven to be markedly different. 

Volatility has been the prevalent theme, caused initially by 

the prospect of higher inflation and interest rates – in the US 

in particular – and latterly by deepening global trade tensions 

and political conflict in Italy.     

As a result, most parts of the global bond markets have 

declined year to date. Given raised expectations for US 

inflation and rates, US dollar assets, both government and 

investment grade credit, underperformed their euro and 

sterling-denominated counterparts. Yields on US Treasuries 

rose substantially, at times pushing through the 3% barrier, 

and the yield curve continued to flatten. Investment grade 

credit spreads moved substantively wider, for the first time in 

a long time. Meanwhile, emerging market bonds 

experienced the biggest declines – local currency emerging 

market government debt lost around 6.4% over the six 

months, on average. 

Fund performance 

As was the case in 2017, the fund has been positioned short 

interest rate duration, long spread duration since the start of 

2018. This long spread duration, and particularly the fund’s 

exposure to subordinated financials, detracted from 

performance as spreads widened. Equities holdings also 

detracted (see Figure 1).  

However, the fund’s peripheral eurozone government bond 

exposure and the decision to derive a substantial amount of 

duration from euro assets in the early part of the year, 

combined with our decision to switch this peripheral 

eurozone exposure largely into US Treasuries from April 

onwards, helped returns.  

Investors should be aware that past performance is not a 

guide to future performance. The value of investments and 

the income from them will rise and fall. This will cause the 

fund price, as well as any income paid by the fund, to fall as 

well as rise and investors may not get back the amount 

originally invested. Also, the value of an investment may fall 

if the issuer of a fixed income security held is unable to pay 

income payments or repay its debt (known as a default). 

 

Figure 1. Performance contribution 
 

 
Past performance is not a guide to future performance. 

Source: Barclays Point, M&G, 30 June 2018. Total performance shown is in GBP and gross of ongoing charges to show performance contribution of 

assets at the portfolio level. 
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Total fund returns, year to date and calendar years 

(%) 

Currency YTD 2017 2016 2015 2014 2013 

GBP -1.4 5.8 8.1 -0.9 5.2 7.7 

EUR -2.2 4.3 7.0 -1.6 4.7 7.2 

USD -0.8 6.5 8.0 -1.2 4.9 7.3 

 

Past performance is not a guide to future performance 

Source: Morningstar, Inc., as at 30 June 2018. Sterling I class shares, 
Euro A-H class shares and USD A-H class shares, net income reinvested, 
price-to-price basis. (Please note that not all share classes are registered 
for sale in all countries. Please see the Prospectus for details.)  

 

Duration 

Positioning: We held duration well short of a neutral position 

for the entire six-month period, due to our belief that the 

overall trajectory of bond yields over the medium term is 

upwards. However, at times we began to move away from 

our aggressively short duration position (which went as high 

as 2.7 years in May before being cut back to 2.3 years in 

June), particularly with regards to US assets (see Figure 2).  

During the first quarter of 2018, we increased the proportion 

of duration derived from euro assets. We favoured euro 

duration given the steepness of eurozone government bond 

curves at that time compared to US and UK curves. 

However, following the strong performance of our peripheral 

eurozone government bond exposure (and as bund yields 

continued to rally), we then moved entirely away from any 

euro-derived duration. UK duration is firmly back in positive 

territory, close to its highest level in more than a year. 

By the end of June, EUR duration stood at zero, while nearly 

all duration came from US dollar assets: USD 2.1 years; GBP 

0.3 year.  

Impact: Over the six months, our duration positioning was 

positive – proving particularly helpful in months when yields 

spiked, such as January. Furthermore, our choice of markets 

from which to derive duration was also beneficial – euro 

duration in the early months, then switching in favour of US 

dollar assets.  

Please note that the fund may use derivatives to profit from 

a rise or a fall in the value of an asset. Should the asset’s 

value vary in an unexpected way, the fund may incur a loss. 

Investment grade credit 

Positioning: The fund has once again been significantly 

overweight investment grade credit for the whole of the first 

half of 2018, as we have continued to find investment grade 

more attractive than high yield (see Figure 3). The fund is 

significantly overweight spread duration, (around 7 years 

versus 4.1 year for the comparative composite index), 

reflecting our positive view on the global economy and on 

corporate bond spreads. 

While we have not made substantive changes to our 

positioning in response to recent bouts of volatility, we have 

moved away from some of the areas in which we found 

particular value in 2017, following strong performance. We 

partially reduced our European subordinated financial debt 

in January, in favour of selected European financial equities, 

which looked more attractive.  

Today, we are particularly focusing on high-quality US paper 

(both short-dated US Treasuries and investment grade 

credit) and as a result, the fund’s average credit quality now 

stands close to its highest level since launch. After spreads 

widened in June, we did add a little credit risk back into the 

portfolio, focused on new issues and financials.  

Impact: Our long spread duration position detracted, due to 

widening in credit spreads in the latter stages of the period. 

Our overweight position in financials and, in particular, 

subordinated financials, was a leading cause of negative 

returns. In May, for example, the 10-year iTraxx EUR IG 

Index, through which we have a substantial exposure to 

European credit, lost around 1.5%, mainly due to Italian 

instability. While we have been partially reducing our 

exposure to financials over the last few months, we have 

around 16% exposure to subordinated financial bonds. 

The fund’s exposure to asset-backed securities (ABS) was 

beneficial over the six months – the nature of the asset class 

means that it acts as a good diversifier in times of volatility.  

Figure 2. Duration contributions 

 

Source: M&G, 30 June 2018. Please note, portfolio data are based on 

internal sources, are unaudited and may differ from information shown 

in the Monthly Fund Review. 
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High yield 

Positioning: We continued to reduce our high yield 

exposure in the early months of 2018, with the reduction 

focused around subordinated debt. Exposure reached as low 

as 10.8% in March. While we have remained substantially 

underweight the asset class for the whole of the year to date, 

we marginally increased our exposure in late May and June, 

taking advantage of the market sell-off to capture some 

attractive opportunities. We bought issues from names 

including Wind Tre and Telecom Italia, which had both been 

particularly affected by the country’s political turmoil. 

Impact: The small size of our high yield exposure, coupled 

with the asset class’s relatively better performance than 

investment grade credit, meant that it had only a small impact 

on the fund’s performance so far in 2018. 

 

Government bonds 

Positioning: After stellar performance by European 

peripheral government bonds in the early months of 2018, 

we took the opportunity to sell down nearly all this exposure 

– switching first into investment grade credit in April and then 

into five-year Treasuries in early May. This proved to be a 

particularly timely decision, given the impact on yields of the 

subsequent Italian political crisis later in May. 

Our risk-free allocation was weighted towards core 

European government bonds up until March. In April, we sold 

some German and French bonds to buy supranational and 

quasi-sovereign bonds issued mainly in sterling. We have 

also been finding value in selected long-dated emerging 

market hard currency bonds from countries such as Brazil, 

Mexico, Colombia and Argentina, although emerging market 

exposure remains small at around 1.6%. 

Impact: The fund’s government bond holdings added value 

over the six months. The fund benefited from its peripheral 

eurozone government bond holdings, and the timing of the 

decision to sell out of them following strong performance.  

Equities 

Positioning: We continue to find equities attractive at the 

margin, although portfolio exposure has not climbed above 

5%. In January, we added around two percentage points, to 

take exposure from 2.6% to 4.7%, and it hovered around this 

level thereafter. We mainly bought European bank equity, for 

example shares in Société Générale, AXA, Lloyds Bank and 

BNP Paribas, which looked more attractive than comparable 

European subordinated financial debt.  

Figure 3. Asset allocation over time 
 

 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: M&G, 30 June 2018. Please note, portfolio data are based on internal sources, are unaudited and may differ from information as shown in the 

Monthly Fund Review.   
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Impact: Our equity exposure hurt performance over the six 

months. Around half of the fund’s exposure is to financials – 

these lost more than 10% in May alone, for example. The fund’s 

exposure to the auto industry through names such as Daimler 

and BMW also hurt performance, as these stocks latterly came 

under pressure from the threat of US-imposed tariffs. 

Outlook 

We remain positive on the outlook for credit into the second 

half of 2018, but cautious on prospects for government 

bonds. For full details on the fund’s latest positioning and 

outlook, please see our recent note: “M&G Optimal Income 

Fund: Reorienting towards better value areas”. 

M&G 

July 2018 

The fund allows for the extensive use of derivatives. 

 

For Investment Professionals, Institutional Investors and Professional Investors only. Not for onward distribution. No other persons should rely on any information 

contained within.  

 

Distribution of this document in or from Switzerland is not permissible with the exception of the distribution to Qualified Investors according to the Swiss Collective 

Investment Schemes Act, the Swiss Collective Investment Schemes Ordinance and the respective Circular issued by the Swiss supervisory authority ("Qualified 

Investors"). Supplied for the use by the initial recipient (provided it is a Qualified Investor) only.  In Spain the M&G Investment Funds are registered for public distribution 

under Art. 15 of Act 35/2003 on Collective Investment Schemes as follows: M&G Investment Funds (1) reg. no 390, M&G Investment Funds (2) reg. no 601, M&G Investment Funds 

(3) reg. no 391, M&G Investment Funds (5) reg. no 972, M&G Investment Funds (7) reg. no 541, M&G Investment Funds (9) reg. no 930, M&G Investment Funds (12) reg. no 1415, 

M&G Investment Funds (14) reg. no 1243, M&G Global Dividend Fund reg. no 713, M&G Global Macro Bond Fund reg. no 1056 and M&G Optimal Income Fund  reg. no 522, M&G 

(Lux) Investment Funds 1 reg. no 1551. The collective investment schemes referred to in this document (the "Schemes") are open-ended investment companies with variable 

capital, incorporated in England and Wales in respect of M&G Investment Funds and in Luxembourg in respect of M&G (Lux) Investment Funds. In the Netherlands, all funds 

referred to are UCITS and registered with the Dutch regulator, the AFM. For Hong Kong only: The Funds referred to in this document may not be authorised by the Securities & 

Futures Commission of Hong Kong (‘the SFC’) and may not be offered to the retail public in Hong Kong. The Funds may only be offered to Professional Investors (as defined in the 

Securities and Futures Ordinance). If you have any questions about this financial promotion please contact M&G Investments (Hong Kong) Limited. For Singapore only: The Funds 

referred to in this document are each a restricted scheme under the Sixth Schedule to the Securities and Futures (Offers of Investments) (Collective Investment Schemes) 

Regulations of Singapore and are not authorised by the Monetary Authority of Singapore (MAS) and are not registered for retail public distribution in Singapore. M&G Investments 

(Hong Kong) Limited and M&G International Investments Limited and the Funds referred to in this document may not be authorised, recognised or regulated by the local regulator 

in your jurisdiction. This information is not an offer or solicitation of an offer for the purchase or sale of investment shares in one of the Funds referred to herein. Purchases of a 

Fund should be based on the current Prospectus. The Instrument of Incorporation Prospectus, Key Investor Information Document, the, annual or interim Investment Report and 

Financial Statements, are available free of charge, in paper form, from the ACD: M&G Securities Limited, Laurence Pountney Hill, London, EC4R 0HH, GB; or one of the following: 

M&G International Investments Limited, German branch, mainBuilding, Taunusanlage 19, 60325 Frankfurt am Main, the Austrian paying agent Société Générale Vienna Branch, 

Zweigniederlassung Wien Prinz Eugen-Strasse, 8-10/5/Top 11 A-1040 Wien, Austria; the Luxembourg paying agent:  Société Générale Bank & Trust SA, Centre operational 28-

32, place de la Gare L-1616 Luxembourg; the Danish paying agent: Nordea Bank Danmark A/S Issuer Services, Securities Services, Hermes Hus, Helgeshøj Allé 33, Postbox 850, 

DK-0900, Copenhagen C, Denmark; Allfunds Bank, Calle Estafeta, No 6 Complejo Plaza de la Fuente, La Moraleja, 28109, Alcobendas, Madrid, Spain; M&G International 

Investments Limited or its French branch; from the French centralising agent of the Fund: RBC Investors Services Bank France; or from the Swedish paying agent: Nordea Bank 

AB (publ), Smålandsgatan 17, 105 71 Stockholm, Sweden.  For Switzerland, please refer to M&G International Investments Switzerland AG, Talstrasse 66, 8001 Zurich. For Italy, 

they can also be obtained on the website: www.mandgitalia.it. For Ireland, they are available in English language and can also be obtained from the Irish facilities agent, Société 

Générale SA, Dublin Branch, 3rd Floor IFSC House – The IFSC Dublin 1, Ireland. For Germany and Austria, copies of the Instrument of incorporation, annual or interim Investment 

Report, Financial Statements and Prospectus are available in English and the Prospectus and Key Investor Information Document/s are available in German. Before subscribing 

investors should read the Prospectus, which includes investment risks relating to these funds. The information contained herein is not a substitute for independent advice. In 

Hong Kong, this financial promotion is issued by M&G Investments (Hong Kong) Limited, Office: 16/F, Man Yee Building, 68 Des Voeux Road, Central Hong Kong; and, elsewhere, 

by M&G Securities Limited registered in England, No. 90776, authorised and regulated by the Financial Conduct Authority in the UK. Registered office: Laurence Pountney Hill, 

London EC4R 0HH. The Portuguese Securities Market Commission (Comissão do Mercado de Valores Mobiliários, the “CMVM”) has received a passporting notification under 

Directive 2009/65/EC of the European Parliament and of the Council and the Commission Regulation (EU) 584/2010 enabling the fund to be distributed to the public in Portugal. 
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