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The Fund returned 0.6% in Q2 and 5.5% over one 

year compared to the IA £ Strategic bond sector’s     

-0.5% and 0.4% over the same periods.  

 

Despite US treasury yields generally rising through 

to mid-May and hitting a new 7 year high for the US 

10-year yield of 3.13%, core government bond yields 

pushed somewhat lower again towards the end of 

May, with credit spreads widening reasonably over 

the period.   

 

Market complacency was disturbed in May by 

concerns over a new populist government in Italy 

and a sharp deterioration in some emerging market 

currencies. This anxiety then drove a significant safe 

haven move led by German bunds. The 10yr bund 

yield reached 0.19%, the lowest in more than a year, 

while the equivalent gilt yield briefly touched 1.1%, 

its lowest since September.  

 

After the sharp correction lower in core government 

bond yields in late May as financial market fears 

escalated, bond yields initially rose slightly as 

economic data and central bank meetings dominated 

proceedings in early June. While the US raised rates 

as expected, a more dovish message from the ECB 

amidst continued global trade tensions saw core 

government bond yields little changed over the 

month as credit markets weakened still further.  

 

 

 

Performance Review 

 Sanlam Strategic Bond Fund 

Source: Sanlam FOUR, Morningstar and Lipper as at 30/06/2018.        
             

Past performance is not an indicator of future performance. 

P Accumulation GBP 5.5 15.2 2.7 7.9 9.1

I Accumulation GBP 5.2 14.9 2.5 7.8 -

A Accumulation GBP 4.8 14.4 2.1 7.2 8.4

IA £ Strategic Bond 0.4 6.5 2.9 2.3 7.7

12 Months to Jun-18 Jun-17 Jun-16 Jun-15 Jun-14

Portfolio Contribution 

Source: Sanlam FOUR and Bloomberg as at 30/06/2018. 

The Fund’s positive returns were mainly driven by its more 

active macro positioning in both government bonds and 

currencies in the second quarter, as further credit spread 

widening ensured that the fund’s more strategic credit 

positioning provided somewhat less assistance to total 

returns than was the case in Q1 and 2017. In 2018, tactical 

positioning had delivered 1.4% while strategic credit 

positioning -1% to the end of June.  

P Accumulation GBP 02/03/12 0.6 0.4 5.5 7.7 8.0 7.5

IA £ Strategic Bond -0.5 -1.5 0.4 3.2 3.9 4.4

I Accumulation GBP 08/05/14 0.6 0.3 5.2 7.4 n/a 7.8

IA £ Strategic Bond -0.5 -1.5 0.4 3.2 n/a 3.1

A Accumulation GBP 06/07/12 0.5 0.1 4.8 7.0 7.3 6.8

IA £ Strategic Bond -0.5 -1.5 0.4 3.2 3.9 4.4

5yrs
Since 

Inception
Inception QTR YTD 1yr 3yrs

  

3 year 

TR* 2018 2017 2016 2015 2014 2013 2012* 

Tactical  12.3 1.4 2.9 6.2 0.9 2.8 0.9 1.0 

Core Government Bonds 11.1 0.9 3.6 5.2 1.0 2.5 0.2 1.3 

Core Currency (USD, EUR, 

JPY) 1.2 0.5 -0.7 1.0 -0.1 0.3 0.7 -0.3 

Strategic  12.5 -1.0 10.6 4.1 1.8 7.4 0.5 7.8 

Non-Core Government/FX 0.3 -0.1 0.0 0.3 -0.6 0.0 -3.6 0.0 

Investment Grade (IG) Bonds 10.5 -0.7 8.5 2.5 2.8 5.1 2.1 7.5 

Sub - IG (or no rating) Bonds 1.7 -0.2 2.1 1.3 -0.5 2.3 2.0 0.3 

Tactical + Strategic 24.8 0.4 13.5 10.3 2.7 10.2 1.4 8.8 
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The active tactical positioning in government bonds greatly 

benefitted the Fund in May, adding 0.75% to performance 

in this month alone. We sold all of the Fund’s Italian bond 

exposure earlier in May as it became clear that a populist 

government was about to be formed and Italian bond yields 

began to respond accordingly to their anti-markets rhetoric.  

 

With risks of a rise in market volatility more elevated, a core 

government bond position was immediately added to the 

Fund through a combination of US treasuries, German 

bunds and gilts. The interest rate duration of this position 

was also raised shortly afterwards. Some profits were then 

taken as yields dropped sharply near month-end.  

 

Increasing exposure in Tesco bonds to a 5% weighting 

ahead of their results in April added 0.32% to performance 

as anticipated debt buybacks at attractive premiums 

materialised. As is often the case during periods of stress 

for markets, credit spreads widened somewhat in May and 

worsened again in June. A 2% exposure in a short-call 

Generali bond, negatively impacted by Italian sentiment, 

was the worst performer for the Fund with -0.11%.  

 

Credit weakness was fairly broad based in May and June, 

subtracting some longer term holdings in subordinated 

financials, such as Old Mutual (subsequently tendered for 

at a 5% premium in early July) under particular downside 

pressure into quarter end. There were, however, some 

positive contributions from certain US dollar special 

situations, including a Cheniere Energy convertible bond 

and a Teva Pharmaceuticals bond. A Standard Life 

perpetual bond position was sold after it had become 

somewhat overvalued, adding 0.12% in Q2, on anticipation 

of a possible tender offer.   

 

The US dollar rebounded, as interest rate differentials 

finally proved supportive in Q2. The Fund had held both 

short sterling and euro positions against the US dollar from 

mid-April but these gains were initially offset by a negative 

contribution from a long Japanese yen position (viewed as 

a safe haven hedge for another volatility pick-up) against 

the dollar. As financial risks started to escalate from Italy 

and emerging markets in particular, we added further safe 

haven exposure in the Swiss Franc. This proved to be just 

in front of a sharp pick-up in market volatility that saw safe 

haven currencies outperform reasonably. Overall the 

actively managed FX contribution to May performance was 

+0.39 before an underweight position in the Euro versus 

the US dollar added 0.09% in June.  

Global Bond Market Overview 

UK government bonds have led the way over the quarter and the 12-month period on a 

local currency basis, benefiting from a relatively weaker growth and inflation profile, 

that kept interest rates largely in check. A significantly stronger US dollar versus 

sterling in Q2 2018 meant that any USD based bond index would have outperformed 

significantly for a GBP based investor. European government bonds did better over 

one year for a GBP based investor, due in part to a stronger euro over the period. 

 

Emerging markets were the weakest of the bond asset classes over the quarter and 

12-month period as a combination of US Treasury weakness and credit spread 

widening saw bond investors preferring safer assets. Bond market returns generally 

were very low or negative during the latest quarter. 

12 month total return Local TR TR GBP 

US Government 
-0.65 -2.05 

UK Government 
2.16 2.16 

European Government 
1.73 2.62 

Global High Yield 
1.11 -0.32 

Emerging Markets USD 
-1.04 -2.44 

Global Aggregate Corporate 
1.49 -0.05 

Source: Bloomberg Barclay Indices as at 30/06/2018 

3 month total return Local TR TR GBP 

US Government 
0.10 6.35 

UK Government 
0.21 0.21 

European Government 
-0.85 0.07 

Global High Yield 
-2.17 4.05 

Emerging Markets USD 
-2.40 3.82 

Global Aggregate Corporate 
-0.53 5.80 
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Market Outlook: Macro Summary 

Trade tensions seem to have returned again 

between the US and China. A trade war could prove 

to be a serious drag on global economic growth over 

the medium term if a compromise cannot be 

reached, with the potential for higher prices and 

associated inflation risks. This dynamic can also 

potentially temper global growth prospects, allowing 

major central banks, including the more hawkish US 

Federal Reserve, to apply greater caution in 

removing monetary stimulus, while inflation remains 

persistently low.  

 

The June rate setting meetings of the Fed and the 

ECB have merely served to highlight the continued 

divergence of economic growth and inflation 

prospects in the US and Eurozone respectively.   
Source: Bloomberg as at 30/06/2018. 

Portfolio Positioning and Activity 

While we remain fairly constructive on government bonds 

over the coming months, we continue to actively manage 

the Fund’s exposure by duration and region. The Fund has 

a relatively low duration position in government bonds in 

early July, with yields near the bottom of their recent trading 

range and ahead of near term supply concerns.  

 

A 10yr German government bond is held on a fully FX 

hedged basis versus Italy, where concerns over their budget 

should see higher relative yields in the near term. We 

anticipate better yield levels for adding duration in gilts later 

in July, amidst our more constructive stance for government 

bonds should financial market volatility pick up again. 

 

In credit we are being particularly cautious but with 

valuations much more attractive than earlier in the year, we 

see a greater set of opportunities being presented in the 

coming months for longer term investors in higher quality 

credit. We prefer undervalued bonds for the longer term in 

the investment grade and its crossover credit area, which 

have a lower propensity for downside credit risks and 

attractive levels of ongoing income.  We have added 

selectively to existing bond holdings including Tesco 

property, Co-Op Group and a Santander UK preference 

share.  Recent dislocations in the credit market have also 

provided some potential new opportunities for exploration, 

for example amongst US retailers.  

 

The US dollar up-trend has continued to be well supported 

by widening relative interest rate differentials. We continue 

to actively manage the Fund’s currency positioning in the 

near term, with a bias towards being overweight the US 

dollar and holding safe haven currencies should volatility 

return.  

 

As a result, the Fed are now actively considering two further rate hikes in 2018, while the ECB have pushed back a 

potential first-rate hike since 2011 until at least the second half of 2019. This latter forward guidance is more in line 

with recent economic data disappointment and our own expectations that major central banks, including the Fed, are 

likely to remain somewhat cautious in removing monetary stimulus, while inflation remains persistently low.  

 

The Bank of England seem more inclined to raise rates in the coming months but policymakers will still require further 

evidence of economic growth momentum and as Brexit concerns weigh on sentiment.   

 

Italian political risks have hardly dissipated, despite slightly lower bond yields again in mid-June. The most likely 

scenario in Italy is that the new populist government will fall in line with the established Eurozone rules over the 

medium term.  
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Important Information 
 

The Fund has holdings which are denominated in currencies other than sterling and may be affected by movements in exchange rates. Consequently the value of an investment may rise 

or fall in line with the exchange rates.  

Most of the fund is invested in bonds. The government or company issuer of a bond might not be able to repay either the interest or the original loan amount and therefore default on the 

debt. This would affect the credit rating of the bond and, in turn, the value of the fund. Investment in bonds and other debt instruments (including related derivatives) is subject to interest 

rate risk. If long-term interest rates rise, the value of your shares is likely to fall. 

The fund can invest in derivatives.  Derivatives are used to protect against fluctuations in currencies, credit risk and interests rates or for investment purposes. There is a risk that losses 

could be made on derivative positions or that the counterparties could fail to complete on transactions.  

The value of this portfolio is subject to fluctuation and past performance is not necessarily a guide to future performance. The performance is calculated for the portfolio and the actual 

individual investor performance will differ as a result of initial fees, the actual investment date, the date of reinvestment and dividend withholding tax. All terms exclude costs. Fluctuations 

or movements in exchange rates may cause the value of underlying investments to go up or down. Do remember that the value of participatory interests or the investment and  the  

income  generated  from  them  may go down as well as up  and  is  not guaranteed,  therefore,  you  may  not  get  back  the  amount  originally  invested  and potentially risk total loss of 

capital. Therefore, the Manager does not provide any guarantee either with respect to the capital or the return of a portfolio. The Manager has the right to close any Portfolios to new 

investors to manage them more efficiently in accordance with their mandates. Collective Investment Schemes are traded at ruling prices and can engage in borrowing and scrip lending. 

Collective Investment Schemes (CIS) are generally medium to long term investments. A schedule of fees and charges and maximum commissions is available on request free of charge 

from the Manager, the Investment Manager or at www.sanlam.ie. 

Issued and approved by Sanlam FOUR Investments UK Limited (“Sanlam FOUR”), a limited liability company incorporated in England & Wales with registered number 5809399 and 

having its registered office at 1 Ely Place, London EC1N 6RY.  Sanlam FOUR is authorised and regulated in the United Kingdom by the Financial Conduct Authority (FRN 459237) to 

undertake regulated investment business. 

The Fund is a sub-fund of the Sanlam Universal Funds plc, a company incorporated with limited liability as an open-ended umbrella investment company with variable capital and 

segregated liability between sub-funds under the laws of Ireland and authorised by the Central Bank. The Fund is managed by Sanlam Asset Management (Ireland) Limited, Beech 

House, Beech Hill Road, Dublin 4, Ireland, Tel + 353 1 205 3510, Fax + 353 1 205 3521 which is authorised by the Central Bank of Ireland, as a UCITS Management Company and 

Alternative Investment Fund Manager, and is licensed as a Financial Service Provider in terms of Section 8 of the South African FAIS Act of 2002. Sanlam Asset Management is a 

registered business name of Sanlam Asset Management (Ireland) Limited. Sanlam Asset Management has appointed Sanlam FOUR Investments UK Ltd as Investment Manager to this 

fund.  

This document  is  provided  to  give  an  indication  of  the  investment  and  does  not constitute an offer/invitation to sell or buy any securities in any fund managed by us nor a 

solicitation to purchase securities in any company or investment product. It does not form part of any contract for the sale or purchase of any investment. The information contained in this 

document is for guidance only and does not constitute financial advice.  

The fund price is calculated on a net asset value basis, which is the total value of all assets in the portfolio including any income and expense accruals. Trail commission and incentives 

may be paid and are for the account of the manager. Performance figures quoted are from Sanlam FOUR and are shown net of fees. Performance figures for periods longer than 12 

months are annualized. NAV to NAV figures are used. Calculations are based on a lump sum investment. 

Please note that all Sanlam FOUR Funds carry some degree of risks which may have an adverse effect on the future value of your investment. Any offering is made only pursuant to the 

relevant offering document, together with the current financial statements of the relevant fund, and the relevant subscription/application forms, all of which must be read in their entirety 

together with the Sanlam Universal Funds plc prospectus, the Fund supplement, the MDD and the KIID. All these documents explain different types of specific risks associated with the 

investment portfolio of each of our products and are available free of charge from the Manager or at www.sanlam.ie. No offer to purchase securities will be made or accepted prior to 

receipt by the offeree of these documents, and the completion of all appropriate documentation. Use or rely on this information at your own risk. Independent professional financial advice 

should always be sought before making an investment decision as not all investments are suitable for all investors.  

This document contains information intended only for the person to whom it is addressed or presented (Investment Professionals, defined as Eligible Counterparties or Professional 

Clients), and is intended for evaluation purposes, with no licence to use the content or materials within. It must not be distributed to general public, or relied upon by Retail Investors. 

The opinions are those of the author at the time of publication and are subject to change, without notice, at any time due to changes in market or economic conditions. Whilst  care  has  

been  taken  in compiling  the  content  of  this  document, neither Sanlam FOUR nor any other person makes any guarantee, representation  or  warranty,  express  or implied as to its 

accuracy, completeness or fairness of the information and opinions contained in this document, which has been prepared in good faith, and to the fullest extent permissible under UK law. 

Some parts/sections of this document may been compiled from external sources.  Whilst  these  sources  are believed  to  be  reliable,  the  information  has  not  been  independently  

verified and is subject to material amendment, revision and updating, therefore no representation is made as to its accuracy or completeness. No reliance may be placed for any purpose 

whatsoever on the information, representations or opinions contained in this document nor shall it or any part of it form the basis of or act as an inducement to enter into any contract for 

any securities, and to the fullest extent permissible under UK law no liability is accepted or any such information, representations or opinions. The comments should not be construed as a 

recommendation of individual holdings or market sectors, but as an illustration of broader themes.  

Statements in this document that reflect projections or expectations of future financial or economic performance of a strategy, or of markets in general, and statements of any Sanlam 

FOUR strategies’ plans and objectives for future operations are forward-looking statements. Actual results or events may differ materially from those projected, estimated, assumed or 

anticipated in any such forward-looking statement. Important factors that could result in such differences, in addition to the other factors noted with forward-looking statements, include 

general economic conditions such as inflation, recession and interest rates, political or business conditions or in the tax or regulatory framework in the UK or other relevant jurisdictions, 

any of which could cause actual results to vary materially from the future results implied in such forward-looking statements. No assurance can be given as to the future results that will be 

achieved. 

Sanlam FOUR makes no representation as to whether any illustration/example mentioned in this document is now or was ever held in any Sanlam FOUR Fund or Model Portfolio. 

Examples / Illustrations shown are only for the limited purpose of analysing general market, economic conditions or highlighting specific elements of the research process.  

All of the information herein should be treated as confidential material with no less care than  that  afforded  to  the  addressee's  own  confidential  material  of  the  most  sensitive nature 

Neither Sanlam FOUR nor any other person accepts responsibility or liability whatsoever for any loss howsoever arising, either directly or indirectly from any use of this presentation or its 

contents or otherwise arising in connection therewith. It should not be copied, faxed, reproduced, divulged or redistributed or passed on, directly or indirectly, to any other person or 

published in whole or in part, for any purpose, without the express written consent of Sanlam FOUR. 

This document  may  constitute  material  non-public  information,  the  disclosure  of  which  may  be prohibited by law, and the legal responsibility for its use is borne solely by the 

recipient. 

There is no certainty the investment objectives of the portfolios or strategies mentioned in this document will actually be achieved and no warranty or representation is given to this effect. 

Sanlam FOUR funds mentioned in this document are only available for sale in certain jurisdictions.  For  the  avoidance  of  doubt,  this  document  is  not intended  to  promote  these 

Funds  to  any  person  in  any  jurisdiction  where  such  promotion  is  not  permitted  under  applicable  laws  and  regulations. Potential investors in these Funds should inform 

themselves of the applicable laws and regulations of the countries of their citizenship, residence or domicile and which might be relevant to any type of transaction in shares/units of our 

Funds. By accepting the terms of this disclaimer, you expressly acknowledge that you are, as the case may be, an investor who is legally or otherwise duly authorised to seek information 

about our Funds. ZD0718(57)1018 UKInst 
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