
  

This is a marketing communication 

Liontrust SF Monthly Income Bond Fund: Q3 2022 review 
Fund managers: Stuart Steven, Aitken Ross, Kenny Watson and Jack Willis 
 
The Fund returned -11.8% over the quarter, compared with the -9.2% average return from the IA Sterling 
Corporate Bond sector (the comparator benchmark) and -13.5% return from the iBoxx Sterling Corporates 5-
15 Years Index (the target benchmark)*†.   
 
Market backdrop 
Financial markets came under significant pressure over the third quarter, despite an initially strong start. The 
combination of persistent inflation pressures and tightening monetary policy against a weakening economic 
growth outlook continued to fuel fears over the threat of recession. 

The strong start to the quarter was driven by expectations for a dovish pivot by central banks following July’s US 
CPI figure which came in below expectations, heightening optimism that inflation had peaked. 

However, this momentum was short lived as central bankers responded forcefully, making it clear that their 
priority remains firmly on returning inflation to target levels through restrictive monetary policy. This view was 
re-enforced by inflation data coming in ahead of expectations over the remainder of the quarter. 

As a result, 2022 continues to be one of the most challenging years since records began for bonds globally, with 
the world government bond index falling -21.3% year to date.  

The US Federal Reserve ultimately delivered back-to-back 75bps rate hikes over the quarter, which, combined 
with the resolute hawkish commentary by Fed members, led to a rise in terminal rate expectations, driving 
treasury yields higher.  

Meanwhile, the Bank of England also delivered consecutive 50bps interest rate hikes over the quarter. This 
likewise saw gilt yields move sharply higher, a move which accelerated aggressively in September following the 
announcement of the Government’s mini-budget. The new Chancellor announced a considerable, larger than 
expected, unfunded fiscal package. The implication of a significant increase in government borrowing put further 
pressure on Gilt yields. The pound reached a new record low, falling 8.3% versus the US dollar over the quarter, 
amidst investor concern with the current government’s credibility. 

The size and the scale of the yield moves in the gilt market resulted in a collateral crisis in the UK pension fund 
market, particularly amongst liability driven investment funds. To avert further forced selling, the Bank of 
England intervened, pausing their quantitative tightening programme and buying long-dated gilts. 

In Europe, the European Central Bank also began its rate hiking cycle during the quarter, with consecutive hikes 
totalling 1.25% during the period, in order to combat rising inflation which continues to be dominated by energy 
prices given its dependence on Russian energy.  

This monetary tightening came in spite of a backdrop of further deterioration in economic data in the US, UK 
and Europe. Consumer confidence is at, or near, all-time lows; PMIs remain firmly in negative territory (in the 
UK and Europe); and a negative US Q2 GDP growth figure confirmed a technical recession. 
 
Fund review 
The Fund outperformed the iBoxx benchmark owing to positive attribution from its underweight duration 
position (the Fund began the month 1 year short of index duration, a position which was briefly widened to 2.5 
years short during July) and defensive/non-cyclical sector allocation towards the likes of utilities and telecoms. 



 

This was partly offset by a negative stock selection effect, as some of the Fund’s selections in insurance, telecoms 
and travel/leisure weakened.  

We continued to manage Fund duration actively through the quarter. The Fund began the period short of 
duration by around 1 year (solely UK), but as it became clear in July that strong inflation prints and hawkish 
rhetoric from central banks were undermining the market, we moved to around 2.5 years underweight (-2yrs 
US; -0.5yr UK).  

By quarter-end, following a sharp rise in gilt yields, we were of the view that gilt yields were above fair value, 
offering a very attractive entry point. We therefore closed off the short duration position in the UK and flatten 
the Fund’s curve exposure. Following the long-end sell off at the end of September, we closed our 3s30s 
steepener for a profit of 40bps. We also saw a very attractive entry point in the short end of the curve and 
entered into a 3 year interest rate swap to receive a fixed rate of 5.673%. 

We still maintain a 0.5 year short position in the US, as we believe the US economy has more headroom to 
weather additional hikes if inflation remains persistent. Overall, our net futures overlay position is now broadly 
duration neutral.  

Fund trading activity in specific credits remained muted, with new corporate new issuances being sporadic due 
to volatile conditions, but also due to the relatively quiet period of the year. Despite this, we were able to add a 
couple of names at attractive new issue premiums and achieve a few relative value switches within specific 
names. 

We added a new high coupon issue from Zurich Insurance Group, which came at a very attractive yield for a 
highly rated issuer. Zurich is a favoured name in our Fund, as the company has a strong competitive advantage 
from both a sustainability and a credit perspective. Solvency ratios are at record high levels, meaning the 
company is well capitalised to weather any financial headwinds and we expect it to be profitable in a high yield 
environment.  

We also participated in a sustainability-linked new issue from Compass Group, a company that provides catering 
and support services, which we think has superior growth and margin progression. The issue also came at an 
attractive valuation and a high coupon. We funded the position by trimming small increments from our existing 
holdings in the real estate and leisure sectors, both of which had performed relatively well from a total return 
perspective year to date. 

We gradually reduced our position in Haleon, the consumer healthcare business. Some negative commentary 
around the litigation of one of its OTC drugs led the bond’s spread to widen slightly; even though we were 
comfortable with the company fundamentals, we trimmed our holding to reduce further volatility and 
uncertainty with the name.  

Regarding relative value trades, we switched out of Annington paper of different maturities to consolidate a 
position in its new issue, as we aimed to lengthen our spread duration and at the same time picked up some 
spread in the process.  

We also made a relative value switch within the housing association sector, from Southern Housing into Optivo, 
with the latter being a higher quality company and offering a better spread on a risk-adjusted basis in our view.  
 
Outlook 
The outlook remains challenging, with central bankers facing the difficult trade-off between raising interest rates 
to combat persistently high inflation and the impact this has on a deteriorating economic growth outlook. This 
more challenging economic outlook will undoubtedly impact corporate profitability.  

However, we believe that investment grade credit is supported by strong fundamentals, with both gross and net 
leverage at record low levels and debt maturity profiles having been termed out. Interest coverage is still at 
historical highs, which places companies in a position to weather margin compression. Underlying earnings have 
grown and remain robust, with cash-to-debt ratios very high.  

We believe the market is pricing in too many interest rate hikes, given rates are ineffective at reducing supply-
side inflation. Retail sale volumes are already contracting and the slow pass-through of rate hikes (due to fixed 



 

rates and term funding) will likely result in a greater economic slowdown if the BoE hikes as much as the market 
expects. 

In our view, a combination of attractive spread levels, high government bond yields and strong corporate 
fundamentals supports credit from a total return perspective over the medium to longer term. Government 
bonds have fallen sharply in 2022, giving up most of their gains over the last decade. At the same time, 
investment grade credit spreads are close to 25yr highs, excluding market shocks. In combination, this has 
resulted in all-in corporate bond yields moving to levels last seen in early 2000.  

In terms of interest rate positioning, we are targeting active duration management rather than a large structural 
short, hence we have closed the duration short, moving to a neutral position with the flexibility to move long or 
short in future.  

 
 
 
Discrete years' performance*, to previous quarter-end: 
Past performance does not predict future returns 

  Sep-22 Sep-21 Sep-20 Sep-19 Sep-18 
Liontrust Sustainable Future Monthly Income Bond B 
Gr Inc -22.4% 4.7% 3.7% 5.0% 0.8% 
iBoxx Sterling Corporates 5-15 years -25.4% 0.4% 4.5% 10.9% 0.2% 
IA Sterling Corporate Bond -20.5% 1.3% 4.2% 9.0% 0.1% 

*Source: FE Analytics, as at 30.09.22, B share class, total return, net of fees and interest reinvested. 
 
For a comprehensive list of common financial words and terms, see our glossary at: liontrust.co.uk/benefits-of-
investing/guide-financial-words-terms 
 

Key Risks and Disclaimer 
†Past performance is not a guide to future performance. The value of an investment and the income generated 
from it can fall as well as rise and is not guaranteed. You may get back less than you originally invested. The issue 
of units/shares in Liontrust Funds may be subject to an initial charge, which will have an impact on the realisable 
value of the investment, particularly in the short term. Investments should always be considered as long term. 
Investment in the Fund involves foreign currencies and may be subject to fluctuations in value due to movements in 
exchange rates. The value of fixed income securities will fall if the issuer is unable to repay its debt or has its credit 
rating reduced. Generally, the higher the perceived credit risk of the issuer, the higher the rate of interest. The 
Distribution Yield is higher than the Underlying Yield because the fund distributes coupon income and the fund’s 
expenses are charged to capital. This has the effect of increasing dividends while constraining the fund’s capital 
appreciation. Issued by Liontrust Fund Partners LLP (2 Savoy Court, London WC2R 0EZ), authorised and regulated in 
the UK by the Financial Conduct Authority (FRN 518165) to undertake regulated investment business. This is a 
marketing communication. This document should not be construed as advice for investment in any product or 
security mentioned, an offer to buy or sell units/shares of Funds mentioned, or a solicitation to purchase securities 
in any company or investment product. Examples of stocks are provided for general information only to demonstrate 
our investment philosophy. It contains information and analysis that is believed to be accurate at the time of 
publication, but is subject to change without notice. While care has been taken in compiling the content of this 
document, no representation or warranty, express or implied, is made by Liontrust as to its accuracy or completeness, 
including for external sources (which may have been used) which have not been verified. It should not be copied, 
forwarded, reproduced, divulged or otherwise distributed in any form whether by way of fax, email, oral or otherwise, 
in whole or in part without the express and prior written consent of Liontrust. Always research your own investments 
and if you are not a professional investor, please consult a regulated financial adviser regarding the suitability of such 
an investment for you and your personal circumstances.  

22/705 
 

https://www.liontrust.co.uk/benefits-of-investing/guide-financial-words-terms
https://www.liontrust.co.uk/benefits-of-investing/guide-financial-words-terms

