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Active Fixed Income 
Absolute Return Bond Fund 

Performance and Attribution 

Credit markets were roughly flat through the quarter in both total returns and excess returns. Amidst that 

environment the fund has outperformed the benchmark, primarily due to favourable credit selection. 

 

Key positive contributors: 

• Our exposure to financials performed well as interest rates increased in key developed markets, thus 

supporting bank profitability. Sub-Financials in particular have continued to perform well 

• Our Oil&Gas exposure has outperformed this quarter again, as key operators in that space are supported 

by supply bottlenecks and prospects of higher growth 

 

Key negative contributors: 

• Rates strategies recorded negative performance during the month, primarily driven by the 

underperformance of our exposure to UK duration vs USD & EUR duration. The Bank of England has 

struck an increasingly hawkish tone of late, and whilst we do not believe that the economic data will 

realise in a way that allows the Bank to become more hawkish (relative to other global central banks), we 

have acknowledged that short-term inflationary pressures are dominating the market’s narrative and have 

closed the trade for the time being. 

• Exposure to Adler group, which has been hit with allegations on their balance sheet valuation and has 

been targeted by short sellers. The company has recently announced measures as part of a debt-

reduction exercise, which is in line with our belief in the company’s commitment to de-leveraging. 

Positioning 

During Q3 we have focused on taking advantage of short-term moves in the USD Credit market and slightly 

increased our exposure in that space. As Emerging Market Debt continued to be shaken by concerns around the 

resilience of the Chinese Real Estate market, we are looking for opportunities to add diversified exposure in that 

space, whilst reducing exposure to other higher risk portions of the portfolios, particularly our long-standing 

overweight to Pan-European sub-financials. 

 

Main portfolio themes 

• We have brought Rates positioning closer to neutral given the level on uncertainty around inflation. On 

the one hand, we believe that over the long run deflationary pressures will re-surface, and the 

deleveraging which is under way in China supports that view. But on the other hand, short-term 

inflationary pressures are dominating the narrative and Central Banks in Developed Market seem to be 

set to intervene to keep it in control, whether it is transitory of not.  
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• In the credit space, we are adopting a more cautious stance, reducing higher-yielding positions which 

have done well such as our European Coco exposure and specific Emerging Market issuers, preferring 

diversified exposure to the latter. 

• We maintained the cash buffers that we had built up in Q2, ready to be deployed in case credit markets 

enter a phase of correction. 

 

Absolute Return Bond Plus Fund  

Performance and Attribution 

Credit markets were roughly flat through the quarter in both total returns and excess returns. Amidst that 

environment the fund has outperformed the benchmark, primarily due to favourable credit selection and 

performance of our systematic strategies. 

 

Key positive contributors: 

• Our exposure to financials performed well as interest rates increased in key developed markets, thus 

supporting bank profitability. Sub-Financials in particular have continued to perform well 

• Our Oil&Gas exposure has outperformed this quarter again, as key operators in that space are supported 

by supply bottlenecks and prospects of higher growth 

• Systematic strategies, which focus on alternative sources of returns in the highly liquid FX, futures and 

Credit-Default Swap index markets, have performed well in the quarter, having positioned for higher yields 

in the Rates market. 

 

Key negative contributors: 

• Our exposure to Emerging Market Debt and High Yield detracted from performance as those markets 

underperformed Developed Market Investment Garde markets 

• Rates strategies recorded negative performance during the month, primarily driven by the 

underperformance of our exposure to UK duration vs USD & EUR duration. The Bank of England has 

struck an increasingly hawkish tone of late, and whilst we do not believe that the economic data will 

realise in a way that allows the Bank to become more hawkish (relative to other global central banks), we 

have acknowledged that short-term inflationary pressures are dominating the market’s narrative and have 

closed the trade for the time being. 

• Exposure to Adler group, which has been hit with allegations on their balance sheet valuation and has 

been targeted by short sellers. The company has recently announced measures as part of a debt-

reduction exercise, which is in line with our belief in the company’s commitment to de-leveraging. 

 

Positioning 

In July and August, we moved from a neutral stance to a slightly more defensive positioning as we were 

concerned about the tightness in credit spreads and rising government yields. After Emerging Markets came 

under pressure in September, we took this as an opportunity to increase our exposure in that space, which we 

funded by a reduction in High Yield exposure which had been more resilient. 
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Main portfolio themes 

• We have brought Rates positioning closer to neutral given the level on uncertainty around inflation. On 

the one hand, we believe that over the long run deflationary pressures will re-surface, and the 

deleveraging which is under way in China supports that view. But on the other hand, short-term 

inflationary pressures are dominating the narrative and Central Banks in Developed Market seem to be 

set to intervene to keep it in control, whether it is transitory of not.  

• In the credit space, we are adopting a more cautious stance, reducing higher-yielding positions which 

have done well such as our European Coco exposure and specific Emerging Market issuers, preferring 

diversified exposure to the latter. 

• We increased our cash buffers, and we stand ready to deploy capital in case credit markets enter a phase 

of correction. 

 

Active Corporate Bond All Stocks 

Performance and Attribution 

During the quarter, the fund delivered strong positive outperformance versus the benchmark, gross of fees 

Key positive contributors: 

• Small overweight in credit beta, credit selection and credit allocation positioning were the main drivers of 

performance 

• At the sector level, positive contributions came from the underweight in senior utilities as well as the 
overweight to oil & gas and travel and leisure 

• At the single name level, the top performers (all overweight) were led by BP, AA Bond, Warner Music 

Key negative contributors: 

•       The underweight to sub-sovereign sector was a small detractor although this was more than offset by the 
top performing sectors 

•       The single name detractors were led by the overweight to HSBC and EDF 

• Rates detracted a little given neutral positioning over Q3 

Positioning 

Main portfolio themes: 

• Overall portfolio beta sideways over the quarter amidst low credit spread volatility for now despite 

fluctuating macro backdrop and seasonally heavy new issuance in September, reflecting on-going 

liquidity support from central bankers as well as improving corporate fundamentals 

• We continued to be invested in selective reopening sectors (travel & leisure via Heathrow/Manchester 
airports, retail via Hammerson) 
 

• However also traded up in quality in credit selection for example, we added A-rated banks (BMO, OP 

bank) 

• We continued to look for carry opportunities via sub-bank and insurance paper and some select pub 
names 
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• In terms of duration we remained neutral during the period as we reassessed inflation outlook and 

possible Bank of England’s reaction function 

• We maintained healthy cash & Gilts buffers ready to be deployed in case credit markets enter a correction 

 

Active Corporate Bond Over 10 Year 

Performance and Attribution 

During the quarter, the fund delivered positive outperformance versus the benchmark, gross of fees. 

Key positive contributors: 

• Credit selection positioning was the main driver of performance 

• At the sector level, positive contributions came from the overweight to financial services, oil & gas and 
senior banks 

• At the single name level, the top performers (all overweight) were led by GE, BP, and AA Bond 

Key negative contributors: 

•       The overweight to insurance and real estate detracted over the period 

•       The single name detractors were led by the overweight to HSBC and EDF 

• Rates detracted given neutral positioning over Q3 

Positioning 

Main portfolio themes: 

• Overall portfolio beta slightly down over the quarter amidst low credit spread volatility for now despite 

fluctuating macro backdrop and seasonally heavy new issuance in September, reflecting on-going 

liquidity support from central bankers as well as improving corporate fundamentals 

• We continued to be invested in selective reopening sectors (travel & leisure via Heathrow/Manchester 
airports, retail via Hammerson) 
 

• We continued to look for carry opportunities via sub-bank and insurance paper and some select pub 
names 

• In terms of duration we remained neutral during the period as we reassessed inflation outlook and 

possible Bank of England’s reaction function 

• We maintained healthy cash & Gilts buffers ready to be deployed in case credit markets enter a 

correction. 

 

Active GBP Collateralised and Corporates Fund 

Performance and Attribution 

During the quarter, the fund delivered positive outperformance versus the benchmark, gross of fees. 

Key positive contributors: 

• Credit allocation, credit selection and rates positioning were the main drivers of performance 

• At the sector level, positive contributions came from the positions in senior utilities as well as the 
overweight to travel and leisure and underweight to retail 

• At the single name level, the top performers (all overweight) were led by BP, AA Bond, Warner Music 
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Key negative contributors: 

•       The underweight to insurance sector was a small detractor although this was more than offset by the top 
performing sectors 

•       The single name detractors were led by the overweight to HSBC and EDF 

 

Positioning 

Main portfolio themes: 

• Overall portfolio beta slightly down over the quarter amidst low credit spread volatility for now despite 

fluctuating macro backdrop and seasonally heavy new issuance in September, reflecting on-going 

liquidity support from central bankers as well as improving corporate fundamentals 

• We continued to be invested in selective reopening sectors (travel & leisure via Heathrow/Manchester 
airports, retail via Hammerson) 
 

• We continued to look for carry opportunities via sub-bank and insurance paper and some select pub 
names 

• In terms of duration we remained neutral during the period as we reassessed inflation outlook and 

possible Bank of England’s reaction function 

• We maintained healthy cash & Gilts buffers ready to be deployed in case credit markets enter a correction 

. 

 

Buy and Maintain 

• The portfolio return was negative for the third quarter, driven by a rise in underlying government bond 
yields despite a tightening in credit spreads. Inflation concerns took centre stage as supply disruptions 
were visible in many areas such as European natural gas storage levels, a shortage of UK lorry drivers 
and high shipping container rates. Federal reserve Chair Jay Powell and his counterparts at other central 
banks, view the inflation spike as transitory and that disruptions caused by the pandemic and will settle 
down next year.  However, 10-year gilts yields reached 1% by the end of the quarter (the highest level for 
over two years), signalling that the market sees risks to the upside 

 

• Accommodative monetary and fiscal policy has meant that there continues to be a significant amount of 
liquidity in markets which has in turn supported risk asset prices. Investment grade credit spreads are 
trading at 15-year tights and the S&P reached an all-time high during the quarter. Expectations are that 
the Federal Reserve will begin to taper (scale back) its asset purchase programme in the fourth quarter. 
Fears are that the prospect of higher inflation in conjunction with a tightening of monetary conditions may 
weigh on asset prices over the medium-term. 

 

• Gas prices in the UK have risen significantly since the start of the year. The impact has been mainly 
focused upon smaller suppliers (some forced out of business) which have not hedged their forward gas 
purchases adequately. We did not have any exposure to any of these smaller suppliers. Our exposure to 
gas in the Fund is mainly to regulated gas ‘networks’ that will recover their regulatory allowances through 
whichever supplier ends up serving the end customer. Among the larger players, that do supply gas to UK 
customers, Centrica has the most exposure and will likely take an earnings hit from higher input prices. 
However, they are in a strong financial position and we don’t expect a material credit impact. 
 

• The Fund is focused on securities that suit a hold-to-maturity approach while also offering long-term 
value. In accordance with the buy & maintain philosophy, we seek to look through periods of volatility 
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such as we have seen during the pandemic. As such, trading activity continues to be predominantly 
related to Fund flows. During the quarter we participated in a new 50-year bond from Wellcome Trust 
rated AAA.  Wellcome Trust operates as a non-profit organisation offering medical and health facilities to 
people, funding researcher and scientists to explore ideas in science, vaccines, and medical innovation. It 
is a politically and financially independent foundation funded by a c.£29bn investment portfolio. 
 

• Looking ahead, our view is that the global economy is mid-cycle, however, supply disruptions, energy 
shocks and China headwinds threaten to detract from growth. While our base case is for inflation to 
moderate next year, if persistent supply disruptions in conjunction with higher wage demands materialise, 
a stagflation type scenario is notable a risk to the downside. 

 

Core Plus Fund 

Performance and Attribution 

The fund outperformed the benchmark during the quarter, primarily due to favourable credit selection. 

Key positive contributors: 

• Our Emerging Market Corporate exposure, primarily in Huarong which we took exposure to in Q2 given 

our high conviction that the company would avoid default.  Bonds rallied back towards par on the back of 

the news of a state-backed rescue plan 

• Our sub-Financial exposure in Europe and in the UK continues to deliver positive performance despite 

higher volatility in rates market 

• Our Oil&Gas exposure has outperformed this quarter again, as key operators in that space are supported 

by supply bottlenecks and prospects of higher growth 

 

Key negative contributors: 

• Our overweight to USD Credit. USD Credit slightly underperformed Sterling Credit during the quarter, 

having outperformed in the first half of the year 

• Rates strategies recorded negative performance during the month, primarily driven by the 

underperformance of our exposure to UK duration vs USD & EUR duration. The Bank of England has 

struck an increasingly hawkish tone of late, and whilst we do not believe that the economic data will 

realise in a way that allows the Bank to become more hawkish (relative to other global central banks), we 

have acknowledged that short-term inflationary pressures are dominating the market’s narrative and have 

closed the trade for the time being. 

• Exposure to Adler group, which has been hit with allegations on their balance sheet valuation and has 

been targeted by short sellers. The company has recently announced measures as part of a debt-

reduction exercise, which is in line with our belief in the company’s commitment to de-leveraging. 

 

Positioning 

During Q3 we have focused on taking advantage of short-term moves in the USD Credit market and slightly 

increased our exposure in that space. As Emerging Market Debt continued to be shaken by concerns around the 

resilience of the Chinese Real Estate market, we are looking for opportunities to add diversified exposure in that 

space, whilst reducing exposure to other higher risk portions of the portfolios, particularly our long-standing 

overweight to Pan-European sub-financials. 
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Main portfolio themes 

• We have brought Rates positioning closer to neutral given the level on uncertainty around inflation. On 

the one hand, we believe that over the long run deflationary pressures will re-surface, and the 

deleveraging which is under way in China supports that view. But on the other hand, short-term 

inflationary pressure are dominating the narrative and Central Banks in Developed Market seem to be set 

to intervene to keep it in control, whether it is transitory of not.  

• In the credit space, we are adopting a more cautious stance, reducing higher-yielding positions which 

have done well such as our European Coco exposure and specific Emerging Market issuers, preferring 

diversified exposure to the latter. 

• We maintained the cash buffers that we had built up in Q2, ready to be deployed in case credit markets 

enter a phase of correction 

 

Global Corporate Bond Fund  

Performance and Attribution 

The fund outperformed the benchmark during the quarter, primarily due to favourable credit selection. 

Key positive contributors: 

• Our Emerging Market Corporate exposure, primarily in Huarong which we took exposure to in Q2 given 

our high conviction that the company would avoid default.  Bonds rallied back towards par on the back of 

the news of a state-backed rescue plan 

• Our sub-Financial exposure in Europe and in the UK continues to deliver positive performance despite 

higher volatility in rates market 

• Our Oil&Gas exposure has outperformed this quarter again, as key operators in that space are supported 

by supply bottlenecks and prospects of higher growth 

• Management of our USD Credit exposure. We entered the quarter with an underweight in USD Credit 

given the tight valuations in that space. After the mild sell-off in July we closed that underweight, thus 

taking advantage of marginally more attractive valuations. 

 

Key negative contributors: 

• Rates strategies recorded negative performance during the month, primarily driven by the 

underperformance of our exposure to UK duration vs USD & EUR duration. The Bank of England has 

struck an increasingly hawkish tone of late, and whilst we do not believe that the economic data will 

realise in a way that allows the Bank to become more hawkish (relative to other global central banks), we 

have acknowledged that short-term inflationary pressures are dominating the market’s narrative and have 

closed the trade for the time being. 

• Exposure to Adler group, which has been hit with allegations on their balance sheet valuation and has 

been targeted by short sellers. The company has recently announced measures as part of a debt-

reduction exercise, which is in line with our belief in the company’s commitment to de-leveraging. 
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Positioning 

During Q3 we have focused on taking advantage of short-term moves in the USD Credit market and monetising 

the short positioning that we had been keeping in that space since the beginning of the year. As Emerging Market 

Debt continued to be shaken by concerns around the resilience of the Chinese Real Estate market, we are 

looking for opportunities to add diversified exposure in that space, whilst reducing exposure to other higher risk 

portions of the portfolios, particularly our long-standing overweight to Pan-European sub-financials. 

 

Main portfolio themes 

• We have brought Rates positioning closer to neutral given the level on uncertainty around inflation. On 

the one hand, we believe that over the long run deflationary pressures will re-surface, and the 

deleveraging which is under way in China supports that view. But on the other hand, short-term 

inflationary pressure are dominating the narrative and Central Banks in Developed Market seem to be set 

to intervene to keep it in control, whether it is transitory of not.  

• In the credit space, we are adopting a more cautious stance, reducing higher-yielding positions which 

have done well such as our European Coco exposure and specific Emerging Market issuers, preferring 

diversified exposure to the latter. 

• We maintained the cash buffers that we had built up in Q2, ready to be deployed in case credit markets 

enter a phase of correction 

 

High Yield Bond Fund 

Performance and Attribution 

 

The Global High Yield PMC fund delivered an absolute total return of -0.57% and an underperformance of -
0.66% versus the Benchmark ICE BoAML Global High Yield BB-B USD hedged (Gross of fees). 

 

High yield markets continued to produce strong returns. Our overweight positioning to higher spread names 
benefited and was the main contributor to positive performance, however positioning to Chinese Homebuilders 
was the cause of negative returns for the strategy. 

 

Positioning 

 

• We have maintained a higher spread than the index, with valuations high and low volatility we have low 

downside expectations and are positioned for positive carry 

• Positioning within industry remains broadly the same at the global level 

• We retained our preference for the US market however European bonds on a relative spread basis 

became more attractive and we added to positions 

 

Outlook 

• With the overall credit quality of the index higher than in recent years, we remain positive on global high 

yield.  We still expect spreads to prove attractive and potentially move to new lows as the draw of material 
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positive income increases. Additionally, our positioning to single B rated credits will be supportive if the 

rates rise persist as they are more protected due to their lower duration 

• Default rates continue to trend towards zero and have started to see a return to upgrades. Most 

corporates remain highly conscious of their balance sheets and even with the continued recovery, the 

environment remains creditor friendly as attentions shift from raising debt for liquidity towards managing 

and reducing that debt.  We consequently expect more M&A and re-sizing of corporates. 

• ESG will continue to be a factor as companies seek to reduce carbon footprints; corporates are likely to 

be rewarded for ESG-friendly activity. 

 

 

Index-Linked Bond Fund 

The fund outperformed the benchmark during the quarter amidst volatile Rates markets. 

The widely held view that the UK and Europe face prospects of low growth and inflation in the medium term (UK 

because of Brexit and Europe because of structural issues) was challenged during the quarter, particularly in 

September, as realised inflation prints were higher than expected across the western world. In the UK we have 

seen underwhelming high-frequency growth data and a government committed to reigning in spending, however 

supply bottlenecks due to Covid and Brexit are feeding directly into inflation. 

Key to the performance of the fund during the quarter was the recognition that ‘bottleneck’ inflationary pressures 

would persist for longer than central banks were comfortable with. As our corporate analysts started to term out 

the date when they expected resolution of supply bottlenecks, we moved to an overall underweight duration bias 

in the fund. We believe that extended periods of higher inflation have the potential to feed through to inflation 

expectations and that most of the world’s central banks will find it hard to stand by as inflation expectations rise.  

During the quarter we removed our bias to own Gilts vs. other global government bonds, after a re-appraisal the 

MPCs reaction function –we had incorrectly believed there would be more willingness to look through supply 

related disruptions if demand data remained tepid. We no longer believe this to be the case. Although our bias to 

own Gilts detracted from performance early in the quarter, we avoided being on the wrong side of the dramatic 

moves that occurred late in the quarter. 

In Europe, the fund benefited from weakness in French government bonds as early polls for the first round of the 

2022 presidential election point to a large part of the vote going to far-right candidates. The fund also benefitted 

from weakness in short-dated German government bonds, as markets re-assessed the potential for inflation in 

Europe and started to grapple with the idea that, even in Europe, interest rates may rise. 

Outlook 

Narratives about inflation have shifted away from the US and are now focussing on supply bottlenecks that are felt 

everywhere in the world. There is now a broad consensus that these bottlenecks will be with us for at least a few 

more quarters. But as Chinese domestic demand weakens amid tightening credit conditions in the all-important 

property sector, and as Covid re-emerges as a threat to northern hemisphere health systems in the winter 

months, the near-term potential for rapid expansion of inflation-fear looks more muted than it did last quarter. We 

have brought positioning closer to neutral but will continue to take tactical positions when the market offers 

opportunities 

 

Secure Income Assets Fund 

The Fund drew capital into six new investments in Q3 2021. These investments were across our core asset 

classes (corporate debt, infrastructure debt and real estate debt) and in multiple sub-sectors, including digital 



2021 Q3 PMC Fund Commentaries 
 

12 

Confidential 

infrastructure, renewables and offices. Increased supply of opportunities reflects reopening activity and increasing 

business (and consumer) confidence. 

 

Corporate balance sheets and economic activity are improving, providing a broadly strong lending environment. 

Defaults remain low, albeit we remain cautious as furlough and other lockdown support measures are withdrawn 

into year-end. The combination of a reduction in support with other global issues including higher inflation, global 

supply chain disruption and energy price hikes, is creating some near-term headwinds. We are conscious of the 

fact that some sectors require enhanced selectivity given on-going sensitivity to footfall and consumer 

spending/confidence (e.g. Retail and Offices). Credit spreads continue to trade at near all-time tights but despite 

this some value remains given credit and structural benefits & market inefficiencies. The value premium remains 

versus public markets with private markets finding a floor at wider levels. 

 

UK Fixed Interest All Stocks 

The fund outperformed the benchmark during the quarter amidst volatile Rates markets. 

 

The widely held view that the UK and Europe face prospects of low growth and inflation in the medium term (UK 

because of Brexit and Europe because of structural issues) was challenged during the quarter, particularly in 

September, as realised inflation prints were higher than expected across the western world. In the UK we have 

seen underwhelming high-frequency growth data and a government committed to reigning in spending, however 

supply bottlenecks due to Covid and Brexit are feeding directly into inflation. 

 

Key to the performance of the fund during the quarter was the recognition that ‘bottleneck’ inflationary pressures 

would persist for longer than central banks were comfortable with. As our corporate analysts started to term out 

the date when they expected resolution of supply bottlenecks, we moved to an overall underweight duration bias 

in the fund. We believe that extended periods of higher inflation have the potential to feed through to inflation 

expectations and that most of the world’s central banks will find it hard to stand by as inflation expectations rise.  

During the quarter we removed our bias to own Gilts vs. other global government bonds, after a re-appraisal the 

MPCs reaction function –we had incorrectly believed there would be more willingness to look through supply 

related disruptions if demand data remained tepid. We no longer believe this to be the case. Although our bias to 

own Gilts detracted from performance early in the quarter, we avoided being on the wrong side of the dramatic 

moves that occurred late in the quarter. 

 

In Europe, the fund benefited from weakness in French government bonds as early polls for the first round of the 

2022 presidential election point to a large part of the vote going to far-right candidates. The fund also benefitted 

from weakness in short-dated German government bonds, as markets re-assessed the potential for inflation in 

Europe and started to grapple with the idea that, even in Europe, interest rates may rise. 

The fund’s corporate exposure has performed well as credit spreads continued to cruise amidst choppy rates 

markets. We see no sign of demand for corporates abating despite very tight valuations. 

 

UK Fixed Interest over 15 year 

The fund outperformed the benchmark during the quarter amidst volatile Rates markets. 

The widely held view that the UK and Europe face prospects of low growth and inflation in the medium term (UK 

because of Brexit and Europe because of structural issues) was challenged during the quarter, particularly in 

September, as realised inflation prints were higher than expected across the western world. In the UK we have 

seen underwhelming high-frequency growth data and a government committed to reigning in spending, however 

supply bottlenecks due to Covid and Brexit are feeding directly into inflation. 
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Key to the performance of the fund during the quarter was the recognition that ‘bottleneck’ inflationary pressures 

would persist for longer than central banks were comfortable with. As our corporate analysts started to term out 

the date when they expected resolution of supply bottlenecks, we moved to an overall underweight duration bias 

in the fund. We believe that extended periods of higher inflation have the potential to feed through to inflation 

expectations and that most of the world’s central banks will find it hard to stand by as inflation expectations rise.  

 

During the quarter we removed our bias to own Gilts vs. other global government bonds, after a re-appraisal the 

MPCs reaction function –we had incorrectly believed there would be more willingness to look through supply 

related disruptions if demand data remained tepid. We no longer believe this to be the case. Although our bias to 

own Gilts detracted from performance early in the quarter, we avoided being on the wrong side of the dramatic 

moves that occurred late in the quarter. 

 

In Europe, the fund benefited from weakness in French government bonds as early polls for the first round of the 

2022 presidential election point to a large part of the vote going to far-right candidates. The fund also benefitted 

from weakness in short-dated German government bonds, as markets re-assessed the potential for inflation in 

Europe and started to grapple with the idea that, even in Europe, interest rates may rise. 
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Multi Asset 
Diversified Fund 

The DF returned 1.1% over the quarter. Its long-term comparator of developed global equities (as measured by 

the FTSE Developed World Index, 50% hedged to GBP) returned 1.3%. Since inception the DF has returned + 

8.5% p.a. Realised returns for the long-term comparator (FTSE Developed World Index, 50% hedged to GBP) 

were +13.5% p.a. Our long-term return expectation (for both developed equities as well as for the Diversified 

Fund) is around risk-free rates +3.5-4% or c. 4.25% since inception. We don’t expect the DF to match equity 

returns in an extended market rally given the DF’s diversified composition and in general expect the DF to 

outperform equities in a downmarket given its diversified asset allocation. 

The fund’s realised volatility since inception reflects 64% of the volatility of its long-term comparator, developed 

global equities (as measured by the FTSE Developed World Index, 50% hedged to GBP). This is in line with the 

fund’s volatility target. 

Contributions to Fund Return 

Japanese equities, UK property and listed private equity, were the main contributors to performance over the 

quarter.  Emerging Market equities, UK credit and Emerging Market debt local currency detracted from 

performance. 

Fund Positioning  

There were no changes to fund positioning over the quarter. 

 

Dynamic Diversified Fund 

The DDF returned 0.5% over the quarter. This takes since inception performance to 7.1% p.a. versus the 

objective of 4.9%. 

Contributions to Fund Return  

• The main asset contributions to performance came from Japanese equities, UK property (the LGIM 
Managed Property Fund is now up 10.5% year-to-date) and UK equities. Overseas currency exposure 
provided a positive impact on fund performance, primarily from a weaker pound against the US dollar.  

• Emerging market equities were not surprisingly the largest drag on returns, with a smaller knock-on effect 

to Asia-Pacific equtiies. The Gold miners basket (included under North American equities below) also 

detracted from performance despite the gold price itself being broadly flat. Other detrators came from 

fixed income as a result of higher gilt yields 

 

Fund Positioning 

Within the DDF we made the following changes over the quarter: 

Equities. We bought some Chinese shares after the panic, on expectations that regulators would act to 

support the market, and took profits shortly after. We retained bought put protection on part of emerging 
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market equities and increased equity option protection in developed markets, reflecting stronger equities 

and at the time concerns about a renewed outbreak of the delta variant in China. 

We added US small caps following a period of relative under-performance versus large cap equities, as 

we believe that as vaccinations and re-opening continue at least some of that underperformance should 

unwind. 

Finally, we switched our North American equity index fund exposure from a standard fund to a Future 

World fund as part of our ongoing integration of ESG considerations into the fund. 

Government bonds. We sold out of our Canadian bond position in favour of US treasuries as the 

Canadian housing market has continued to accelerate and the Bank of Canada is likely to tighten 

monetary policy. In addition, we reduced our exposure to Australian government bonds which have out-

performed other markets as more of the country entered COVID lockdown. 

• Emerging Market debt. We added to the Croatian bond position as the clock is ticking down to EUR 
membership and the ECB support that comes with it. We also added to our Czech local debt. We sold out 
of our South African bond position after gains. 

• Alternatives. We added a basket of sustainable infrastructure stocks (e.g. renewables energy, water 
utilities, networks), to partly replace our broader infrastructure holding.  

• Currency. We removed the additional hedging on the Canadian dollar, Australian dollar and Korea won, 
both of which have been relatively weak. 

 

Diversified Multi-Factor Equity Fund 

Market review 

On balance, the third quarter was a positive one for risk assets, but not all contenders shared in the spoils. The 

quarter ended with an equity market correction, although they were still up over the period, following the news 

surrounding alarming debt levels at China’s largest property developer, Evergrande, and growing concerns 

worldwide that inflation might be more persistent than previously anticipated. Meanwhile, in the US, talks stalled in 

Congress over the infrastructure bill and budget plan, both believed to be crucial to President Biden’s agenda. 

Japanese equities, in local currency, also had strong performance as new LDP leadership and general elections 

raise the prospect of a stronger mandate for the new government. Emerging market equities, by contrast, were 

the weakest performers and were down over the quarter, particularly impacted by the weakness in Chinese 

equities following the Evergrande debacle and frequent regulatory intervention from the government in several 

areas of Chinese commerce. Developed market sovereign bonds were broadly flat with yields falling towards the 

start of the quarter, but rising towards the end given the aforementioned inflation concerns.. 

 

Fund review 

The Diversified Multi-Factor Equity Fund was up 0.5% in the second quarter of 2021, finishing ahead of its 

comparator of market-cap equities with a similar regional weighting which gained 0.4%. This means that so far in 

2021, the fund remains ahead of its comparator by 1.2%, having gained 12.9% whilst the comparator gained 

11.8% 

 

This brings the fund return since inception to 7.4% p.a. which is behind the comparator, which has returned 9.9% 

p.a. 
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Performance drivers 

As economies continued to reopen during the quarter, attention turned to price rises in the commodity space and 

more broadly due to imbalances in supply and demand. This was the key driver of rising government bond yields 

over the quarter which had a detrimental impact on low volatility stocks in many regions. These can be sensitive 

to rising interest rates causing them to underperform during the quarter, particularly in the US. 

 

The fund outperformance was driven predominantly by emerging markets this quarter, with value and low volatility 

outperforming significantly in the region. Another key driver is due to the stock weighting scheme, as the largest 

stocks in the emerging market index underperformed during Q3, therefore DMEF’s approach of a more diversified 

stock weighting scheme benefitted performance. Stock concentration in market-cap indices is a commonly 

discussed risk within the North America, is not just a US problem, we are increasingly seeing it in emerging 

markets as well. 

 

As equities rose slightly over the quarter, the fund’s lower market exposure (as measured by beta) detracted 

slightly from the overall fund performance 

 

Euro Diversified Fund 

The EDF returned 0.5% over the quarter. Its long-term comparator of developed global equities (as measured by 

the FTSE Developed Index, 50% hedged to EUR) returned 1.1%.  

Since inception the EDF has returned + 6.6% p.a. Realised returns for the long-term comparator (FTSE 

Developed Index, 50% hedged to EUR) were +11.4% p.a. Our long-term return expectation (for both developed 

equities as well as for the EDF) is around risk-free rates +3.5-4% or c. 3.25% since inception. We don’t expect the 

EDF to match equity returns in an extended market rally given the EDF’s diversified composition and in general 

expect the EDF to outperform equities in a downmarket given its diversified asset allocation. 

The fund’s realised volatility since inception reflects 62% of the volatility of its long-term comparator, developed 

global equities (as measured by the FTSE Developed Index, 50% hedged to EUR). This is in line with the fund’s 

volatility target. 

Contributions to Fund Return 

Japan equities, listed Private Equity and North American equities were the main contributors to performance over 

the quarter. Emerging Market equities and Asia Pacific (ex Japan) equities detracted from performance.  

Fund Positioning  

There were no changes to positioning over the quarter 

Euro Dynamic Diversified Fund 

The EDDF returned 0.2% over the quarter. This takes since inception performance to 6.7% p.a. versus the 

objective of 3.7%. 

Contributions to Fund Return  

• The main asset contributions to performance came from Japanese equities, Infrastructure & US inflation-
linked bonds 
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• In terms of negative contributors, emerging market equities was the worst performer, with Asia-Pacific 
equities also detracting  

 

Fund Positioning 

Within the EDDF we made the following changes over the quarter:  

• Equities. We decided to leave the bought puts on Emerging market equities in place for the time being 
given risk scenarios around China’s lockdown and impact on wider EM. We also increased equity option 
protection, reflecting stronger equities, and declining premium costs as implied volatility declined. 

Finally, we added US small caps as we believe that as vaccinations and re-opening continue at least 
some of that underperformance should unwind and sold out of European small caps.  

 
Government bonds. We sold out of our Canadian bond position in favour of US treasuries as the 
Canadian housing market has continued to accelerate and the Bank of Canada is likely to tighten 
monetary policy. 

 

• Emerging Market debt. We sold out of our South African bond position after strong performance. 

 

• Currency. We added a long Peruvian sol position, pushing against the politically-driven weakness. 

 

Future World Multi-Asset Fund 

The Future World Multi-Asset Fund returned 0.7% over the quarter versus its formal comparator (ABI 40-85% 
sector) which returned 1.2% over the quarter. The fund has returned 7.3% p.a. since inception (June 2018) versus 
the sector which has returned 5.9% p.a..The fund’s realised volatility since inception is 8.9% and reflects 58% of 
the volatility of its long-term comparator, developed global equities (as measured by the FTSE Developed World 
Index, 50% hedged to GBP). This is slightly below the fund’s volatility target 
 
Contributions to Fund Return 
 
Japanese equities, North American equities and listed Private Equity were the main contributors to performance 
over the quarter. Emerging Market equities and UK credit detracted from performance. 
 
Fund Positioning  
 
We added to our sustainable listed infrastructure over the quarter through a basket of Sustainable Networks 
stocks that cover sectors including the electricity grid, transportation and communication. We also added to 
sustainable bonds, including the first “green” UK gilt issued. We are taking advantage of new issuance to build the 
allocation over time and target a 3% allocation for this asset class in the near term, funded from a reduction in 
sovereign bonds. 
 
 
Multi-Asset Fund 

The Multi-Asset Fund returned 0.7% over the quarter versus its formal comparator (ABI 40-85% sector) which 

returned 1.2%. It has returned +8.4% p.a. since inception compared to its formal comparator (ABI which has 

returned 7.6% p.a..  
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The fund’s realised volatility since inception is 7.5% and reflects 67% of the volatility of its long-term comparator, 
developed global equities (as measured by the FTSE Developed World Index, 50% hedged to GBP). This is in 
line with the fund’s volatility target.  
 
Contributions to Fund Return 

Japan equities, North American equities, listed Private Equity, were the main contributors to performance over the 

quarter.  Emerging Market equites and UK credit detracted from performance. 

Fund Positioning  

There were no changes to fund positioning over the quarter. 

Retirement Income Multi-Asset Fund  

RIMA’s return was 0.2% over the period. This takes since inception performance to 6.3% p.a. versus the objective 

of 3.9% p.a.. 

Contributions to Fund Return  

• The main asset contributions to performance came from UK property and Japan equities. Overseas 
currency also added, or commensurately currency hedging detracted from returns, reflecting a weaker 
pound.  

• Emerging Market equities, UK credit and US equities detracted from performance. 
 

Fund Positioning  

Within RIMA, the following changes occurred over the period: 

• Equities. We increased equity option protection, reflecting stronger equities, and declining premium 
costs as implied volatility declined. We also decided to leave the bought puts on Emerging market 
equities in place for the time being given risk scenarios around China’s lockdown and impact on wider 
EM. We added US small caps as we believe that as vaccinations and re-opening continue at least some 
of that underperformance should unwind (+0.5%). We also added to gold miners (+0.5%) and introduced 
a Networks basket (+0.5%). By contrast we reduced our exposure to factor equities (-0.5%). 

• Government bonds. We increased our exposure to gilts during the quarter (+4%) but pared this back 
towards the end on increasing near term inflation concerns.  At the same time increased our hedges on 
US treasuries (-2.5%) and German bunds (-3%). By the end of the quarter we had reduced the former 
removed the hedge on the latter. We also increased our exposure to US inflation linked bonds (+2%) as 
we do not have high conviction in a fundamentally disinflationary outlook.  We sold out of our Canadian 
bond position (-2%) in favour of US treasuries as the Canadian housing market has continued to 
accelerate and the Bank of Canada is likely to tighten monetary policy. In addition, we reduced our 
exposure to Australian government bonds (-1%) which have out-performed other markets as more of the 
country enters COVID lockdown. Finally, we added to our position in Czech bonds (+1%) on valuation 
grounds.  

• Emerging Market debt. We added to the Croatian bond position (+0.5%) as the clock is ticking down to 
EUR membership and the ECB support that comes with it. We sold out of our South African bond 
position (-0.5%) after a period of strong performance 

• Currency. We removed the additional hedging on the Canadian dollar and Korea won, both of which 
have been relatively weak. 
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Real Assets 
LPI Income Property Fund 

The Fund returned 2.59% in Q3 2021, with performance underpinned by income and the capitalisation of RPI 

linked rental growth. 11 rent reviews were completed in the quarter on an upward only basis. All of these were 

reviewed in line with RPI. The sale of a supermarket asset in Littlehampton completed in Q3 at a price 14% above 

its valuation. The disposal represents the decision to recycle capital from weaker assets and generate capital to 

facilitate further investments. As noted in Q2, the Fund has conditionally exchanged contracts to acquire a new 

headquarters office building in Cardiff. The deal is structured as a forward commitment, conditional on practical 

completion of the asset. From completion, the property will be let to an investment grade corporate for 25 years 

with annual rent increases in line with RPI, capped at 5%. The Fund continues to actively pursue additional 

pipeline assets to facilitate Fund growth and deployment of capital. All assets that we consider for the Fund’s 

pipeline offer investment grade covenants and are aligned to the Fund’s strategy of securing suitable stock, both 

on and off market, which will deliver appropriate returns while meeting the investment criteria. 

 

The Managed Property Fund  

The Managed Property Fund The market continues its positive trajectory with total returns in the quarter again 

remaining positive across all sectors. The Industrial sector drove the greatest returns, but of particular note were 

both the Retail and Leisure sectors which have benefitted strongly from the lifting of restrictions during the 

summer. Retail growth was primarily driven by Retail Parks which have proved extremely relevant and adaptable 

to new shopping habits. Whilst underweight Retail overall, the Fund holds over 50% of our Retail exposure to this 

sub-sector. The Leisure sector has also returned positive growth and, notwithstanding further lockdowns, we 

expect continued performance in this sector. Total rent collection since the pandemic began is now averaging 

over 90% with quarter on quarter improvements in collection rates clearly visible across all sectors. Whilst the 

fund did not undertake any transactions in Q3 we continue to invest and upgrade the portfolio to ensure we hold 

high quality and sustainable properties. The ongoing  capital expenditure across the portfolio resulted in a number 

of leasing transactions during Q3, including new office lettings at Lotus Park Staines, 101 Victoria Street Bristol, 

245 Hammersmith, Cambridge Science Park and Apex Reading, and positive leasing activity continued in the 

Industrial sector at the assets in Solihull, Harrow and Basingstoke. The Retail and Leisure sector also 

experienced an increase in leasing deals, with a number of regears at Wilmslow, Liverpool and Hull, underpinning 

the quality of the Fund’s assets in all sectors. 
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Contact us 

 

For further information about LGIM, please visit lgim.com or contact your usual LGIM representative 

 

 

 

 

 

 

LGIM Disclaimer and important legal notice  

The information contained in this document (the ‘Information’) has been prepared by Legal & General Investment 
Management Limited, or by Legal and General Assurance (Pensions Management) Limited and/or their affiliates 
(‘Legal & General’, ‘we’ or ‘us’). Such Information is the property and/or confidential information of Legal & 
General and may not be disclosed by you to any other person without the prior written consent of Legal & 
General. 
 
No party shall have any right of action against Legal & General in relation to the accuracy or completeness of the 
Information, or any other written or oral information made available in connection with this publication. Any 
investment advice that we provide to you is based solely on the limited initial information which you have provided 
to us. No part of this or any other document or presentation provided by us shall be deemed to constitute ‘proper 
advice’ for the purposes of the Pensions Act 1995 (as amended). Any limited initial advice given relating to 
professional services will be further discussed and negotiated in order to agree formal investment guidelines 
which will form part of written contractual terms between the parties.  
 
Past performance is no guarantee of future results. The value of an investment and any income taken from it is 
not guaranteed and can go down as well as up, you may not get back the amount you originally invested.  
The Information has been produced for use by a professional investor and their advisors only. It should not be 
distributed without our permission.  
 
The risks associated with each fund or investment strategy are set out in this publication, the relevant prospectus 
or investment management agreement (as applicable) and these should be read and understood before making 
any investment decisions. A copy of the relevant documentation can be obtained from your Client Relationship 
Manager.  
 
Confidentiality and Limitations:  
 
Unless otherwise agreed by Legal & General in writing, the Information in this document (a) is for information 
purposes only and we are not soliciting any action based on it, and (b) is not a recommendation to buy or sell 
securities or pursue a particular investment strategy; and (c) is not investment, legal, regulatory or tax advice. Any 
trading or investment decisions taken by you should be based on your own analysis and judgment (and/or that of 
your professional advisors) and not in reliance on us or the Information. To the fullest extent permitted by law, we 
exclude all representations, warranties, conditions, undertakings and all other terms of any kind, implied by statute  
or common law, with respect to the Information including (without limitation) any representations as to the quality, 
suitability, accuracy or completeness of the Information.  
 
Any projections, estimates or forecasts included in the Information (a) shall not constitute a guarantee of future 
events, (b) may not consider or reflect all possible future events or conditions relevant to you (for example, market 
disruption events); and (c) may be based on assumptions or simplifications that may not be relevant to you.  

 
 

  
  

 
 

 
 
 

 

https://twitter.com/LGIM
https://www.linkedin.com/company/legal-&-general-investment-management/
https://www.youtube.com/channel/UCUmfV6VjfydEykC6QzXNPSQ
https://www.lgim.com/uk/en/insights/podcast/
https://www.lgim.com/uk/en/insights/podcast/
https://www.lgimblog.com/
https://www.lgimblog.com/
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The Information is provided ‘as is' and 'as available’. To the fullest extent permitted by law, Legal & General 
accepts no liability to you or any other recipient of the Information for any loss, damage or cost arising from, or in 
connection with, any use or reliance on the Information. Without limiting the generality of the foregoing, Legal & 
General does not accept any liability for any indirect, special or consequential loss howsoever caused and on any 
theory or liability, whether in contract or tort (including negligence) or otherwise, even if Legal & General has been 
advised of the possibility of such loss.  
 
Third Party Data:  
 
Where this document contains third party data ('Third Party Data’), we cannot guarantee the accuracy, 
completeness or reliability of such Third Party Data and accept no responsibility or liability whatsoever in respect 
of such Third Party Data.  
 
Publication, Amendments and Updates:  
 
We are under no obligation to update or amend the Information or correct any errors in the Information following 
the date it was delivered to you. Legal & General reserves the right to update this document and/or the 
Information at any time and without notice.  
 
Although the Information contained in this document is believed to be correct as at the time of printing or 
publication, no assurance can be given to you that this document is complete or accurate in the light of 
information that may become available after its publication. The Information may not take into account any 
relevant events, facts or conditions that have occurred after the publication or printing of this document.  
 
Telephone Recording:  
 
As required under applicable laws Legal & General will record all telephone and electronic communications and 
conversations with you that result or may result in the undertaking of transactions in financial instruments on your 
behalf. Such records will be kept for a period of five years (or up to seven years upon request from the Financial 
Conduct Authority (or such successor from time to time)) and will be provided to you upon request.  
Legal & General Investment Management Limited. Registered in England and Wales No. 02091894. Registered 
Office: One Coleman Street, London, EC2R 5AA. Authorised and regulated by the Financial Conduct Authority, 
No. 119272.  
 
Legal and General Assurance (Pensions Management) Limited. Registered in England and Wales No. 01006112. 
Registered Office: One Coleman Street, London, EC2R 5AA. Authorised by the Prudential Regulation Authority 
and regulated by the Financial Conduct Authority and the Prudential Regulation Authority, No. 202202.  
The LGIM Workplace Savings division on behalf of both Legal and General Assurance Limited. Registered in 
England and Wales No. 00166055. Authorised by the Prudential Regulation Authority and regulated by the 
Financial Conduct Authority and the Prudential Regulation Authority. As well as Legal & General (Portfolio 
Management Services) Limited. Registered in England and Wales No. 02457525. Authorised and regulated by 
the Financial Conduct Authority, No. 146786. Registered Offices: One Coleman Street, London, EC2R 5AA. 
 


