
 

 

UCITS HAVE NO GUARANTEED RETURN AND PAST PERFORMANCE IS NOT A GUIDE TO FUTURE PERFORMANCE 

 

• The M&G (Lux) Absolute Return Bond Fund is a flexible, multi-strategy bond fund that seeks to provide steady positive returns, 
with a strong emphasis on minimising volatility and drawdowns during difficult market conditions. 

• After decades of ultra-loose monetary policy, fixed income investing has become more challenging, and we believe a flexible, 
diversified approach will be needed to navigate today’s market environment. 

• Drawing on the collective expertise of M&G’s Wholesale Fixed Income team, the fund managers invest across a diverse range 

of global bond markets.  

Please note that the value and income from the fund's assets will go down as well as up. This will cause the value of your investment to 
fall as well as rise. There is no guarantee that the fund will achieve its objective and you may get back less than you originally invested. 
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Why did we launch the strategy?  

One of the key reasons we decided to launch the fund, back 

in December 2016, was our belief that the risk/reward profile 

had turned against bond investors. This was especially the 

case for cautious investors, seeking steady positive returns 

without too much volatility. Decades of ultra-loose monetary 

policy had pushed global bond yields to record lows, limiting 

the future return potential of many fixed income assets. At 

the same time, duration at an index level had significantly 

increased, which meant bonds had become more volatile 

due to their greater sensitivity to movements in interest rates. 

In the three years since the fund was launched, this trend 

has only continued, with the amount of negative-yielding 

debt in the world recently hitting an all-time high of more than 

US$17 trillion. Average duration has also continued to rise, 

with the interest rate risk of the Barclays Global Aggregate 

Corporate Bond Index now at more than 7 years (Figure 1). 

This trend reinforces our view that fixed income investors are 

likely to face an increasingly challenging market backdrop 

over the coming years. We believe that navigating today’s 

low yield environment will require a flexible approach where 

the fund managers have the freedom to invest across a 

diverse range of global fixed income assets and strategies. 

You should be aware that investments in bonds are affected 

by interest rates, inflation and credit ratings. It is possible that 

bond issuers will not pay interest or return the capital. All of 

these events can reduce the value of bonds held by the fund.  

How do we construct the portfolio? 

The M&G (Lux) Absolute Return Bond Fund is a flexible, 

multi-strategy bond fund that seeks to provide steady 

positive returns, with a strong emphasis on minimising 

volatility and drawdowns during difficult market conditions. 

Diversification is a key part of the strategy, with co-fund 

managers Jim Leaviss and Wolfgang Bauer able to draw on 

the collective expertise of M&G’s wider fixed income team. 

We see this very much as a ‘best ideas’ fund, which is able 

to capitalise on the most compelling opportunities across 

global bond markets (Figure 2, overleaf). 

The starting point of the investment strategy, and therefore 

the central focus of the fund managers, is the fund’s rigorous 

risk control framework. This is designed to minimise volatility 

and monthly drawdowns during difficult market conditions, 

with the aim of keeping one-month ex-post volatility to a 

maximum of 5% and one-month drawdowns to 2%. 

Strict risk management controls are in place to help minimise 

the probability of the fund exceeding these trigger levels. 

These include formal investment manager and risk oversight 

reviews, as well as limits on actively adding risk to the 

portfolio at aggregate level. 

Figure 1. The risk/reward profile has turned against 
fixed income investors 

 

Source: M&G, Bloomberg, 31 July 2019 

Past performance is not a guide to future performance 
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The fund managers invest across three broad categories. 

This approach is designed to blend a range of assets with 

different risk profiles to build a portfolio with the potential to 

perform in a variety of market conditions.  

• Defensive credit – Strategies designed to provide a 

steady stream of returns while minimising volatility 

and downside risks. This category focuses on 

defensive assets, such as short-dated investment 

grade corporate bonds, senior tranches of asset-

backed securities (ABS) and senior-secured, high 

yield floating rate notes (FRNs). 

• Opportunistic credit – Within this category, the 

managers look to take advantage of idiosyncratic 

opportunities across global bond markets, supported 

by M&G’s highly experienced team of credit 

analysts. This category covers a diverse range of 

trading ideas which may include: primary market 

opportunities offering a compelling new issue 

premium, credit from companies where we see 

strong turnaround potential, or bonds that we feel 

are fundamentally mispriced by markets. 

• Macro views – Diverse and uncorrelated sources of 

return through a variety of government bond and 

currency strategies. To implement their views on 

interest rates and inflation, the managers are able to 

invest across developed market, emerging market 

and inflation-linked government bond markets. 

Capturing value across a diverse 

opportunity set 

The fund managers are able to access an extremely broad 

range of investment opportunities spanning multiple fixed 

income asset types, regions and trading strategies, including 

active currency views. This allows for considerable flexibility 

to switch between different areas of the fixed income market 

according to where they see the best relative value. At the 

same time, the managers have complete discretion to avoid 

areas where they see poor relative value and are not 

constrained by the requirement to follow any particular bond 

index. 

A recent trade, which illustrates our approach on the macro 

side, was the purchase of sterling-denominated Italian 

government bonds as spreads widened sharply following 

last year’s political turmoil. We believed the market had 

overstated the risk that Italy would fail to meet its debt 

obligations, although we were mindful of re-denomination 

risk from euros to lira in the event that Italy exits the Euro 

area. Purchasing Italian bonds in sterling insulated us from 

this risk. The bonds subsequently rallied as easing political 

tensions saw its spread over gilts tighten sharply (Figure 3). 

Figure 2. A ‘best ideas’ fund  

 

Source: M&G, 31 August 2019. ( ) = number of people within team/function 

Figure 3. Buying GBP Italy bonds to avoid re-
denomination risk 

 
Source: Bloomberg, 31 August 2019 

Past performance is not a guide to future performance 



On the credit side, we would highlight our recent move out of 

credit default swaps (CDS) towards physical cash bonds. Euro 

CDS indices held up better than Euro cash bonds during the 

credit sell-off in 2018, and have also recovered more strongly 

during the credit rally in 2019. As a result, CDS spreads are 

currently towards the tighter end of their 2018/19 trading range. 

In contrast, spreads on cash bonds remain closer to their 

recent wides, offering better compensation for taking credit risk 

and more potential for further tightening (Figure 4). 

What has happened so far? 

Since its launch in December 2016, the fund has delivered 

resilient investment performance against a challenging 

market backdrop. The fund remains on track to achieve its 

aim of delivering a total return (combined income and capital 

growth) of at least 2.5% per annum above three-month 

EURIBOR, before any charges are taken, in any market 

condition and over any three-year period (Figure 5). 

Portfolio volatility and drawdowns have also remained well 

below their specified thresholds of keeping one-month, ex-

post annualised volatility below 5% and one-month current 

drawdowns below 2% – maximum  monthly drawdown being 

1.82% and maximum volatility only reaching 2.95%. 

Please note that the value and income from the fund's assets 

will go down as well as up. This will cause the value of your 

investment to fall as well as rise. There is no guarantee that 

the fund will achieve its objective and you may get back less 

than you originally invested. 

Over the past three years, we have navigated three distinct 

trading environments: the benign market conditions of 2017, 

the ‘risk-off’ sentiment that dominated 2018, and the strong 

recovery in credit markets in 2019, punctuated with periods 

of volatility amid ongoing trade war tensions. 

While 2018 was undoubtedly a challenging year for the fund, 

with credit spreads widening sharply in response to concerns 

over slowing global growth and rising trade war tensions, we 

were able to mitigate these headwinds through a number of 

defensive measures, such as our tactical credit hedge 

(implemented through CDS index positions) and by our 

decision to add interest rate duration ahead of the fall in 

government bond yields in the second half of the year.  

Our highly rated residential mortgage-backed securities (RMBS) 

also held up relatively well, with lower volatility compared to 

sterling corporate bonds, while our currency positions helped to 

offset some of the weakness in sterling, illustrating the benefits 

of deriving returns from a variety of sources. 

Furthermore, we have been able to capture much of the rally 

in credit markets in 2019. While the prices of many of our 

corporate bond holdings declined in 2018, we remained 

confident in the security of their future income streams based 

on our assessment of the credit quality of the issuers. We 

therefore maintained the majority of our credit positions and 

have benefited from the sharp recovery in credit markets this 

year. We were also able to capitalise on the significant 

mispricing in the primary corporate bond market towards the 

end of 2018, purchasing new issues from companies such 

as Volkswagen and Tacheda at significant discounts to their 

usual trading ranges, highlighting how volatility can create 

opportunities for active managers. 

Figure 4. Current spread level vs 2018/19 spread 
range   

 

Source: Bloomberg, 31 August 2019 

Past performance is not a guide to future performance 

Figure 5. Performance since fund launch  

 

Period 
YTD 

% 

2018 

% 

2017

% 

2016

% 

2015

% 

2014

% 

Fund (gross) 6.3 -2.0 3.1 n/a n/a n/a 

Fund (net) 5.4 -3.2 1.8 n/a n/a n/a 

3-mth 

EURIBOR + 

2.5% 

1.5 2.1 2.2 2.3 2.5 2.8 

Morningstar 

Alternative 

Long/Short 

Credit 

sector 

4.2 -1.5 -2.4 1.5 2.8 5.4 

Source: Morningstar Inc.,  as at 31 August 2019, Euro A class shares, income 

reinvested, price-to-price. Fund performance shown is both gross returns (before 

the Ongoing Charge Figure is taken) in line with the objective of the fund and net 

returns (after the Ongoing Charge Figure has been taken) to illustrate how charges 

affected the performance. Investors should note that the net return is what they 

would receive and is therefore the more relevant figure. 

Past performance is not a guide to future performance 



De-risking into market strength 

Looking ahead, we expect markets will still be driven by two 

opposing forces. On the one hand, major central banks 

around the world have become increasingly 

accommodative in their monetary policy stance, 

implementing measures which should prove supportive for 

fixed income markets. On the other hand, geopolitical 

pressures continue to build, particularly in relation to the 

ongoing trade dispute between the US and China. In our 

view, the dichotomy between these two opposing forces – 

central bank support and geopolitical risks – will keep 

market volatility elevated for the time being.  

In this environment we want to avoid taking too much market 

risk; we have therefore taken the opportunity to de-risk the 

fund on the back of recent market strength. Following the 

strong rally in core government bond yields since the start of 

the year, we have reduced interest rate duration from around 

2 years in January to around 1.4 as at the end of August. 

On the credit side, we have reduced spread duration from 

slightly above 4 years at the end of December to around 3.1 

years at the end of August. We have also reduced our 

exposure to some higher beta credits, such as subordinated 

financials and corporate hybrids, where the risk/reward profile 

now looks less appealing compared to the start of the year. 

While we expect market conditions to remain challenging 

over the next few months, we would stress that periods of 

market volatility can provide a rich source of opportunities for 

active bond fund managers. By keeping some powder dry, 

we will be well placed to take advantage of any future 

dislocation in asset prices and re-introduce risk as and when 

valuations become more compelling. 

Currencies remain an additional source of diversification for 

the fund, which can be used both to reduce and to add risk. 

We view currency investing as an extension of fixed income 

investing, allowing us to express our views on interest rates, 

inflation and growth, as well as being a proxy for certain 

commodity markets.  

We currently have a barbell approach, consisting on the one 

hand of defensive ‘safe-haven’ currencies – such as the 

Japanese yen, Swiss franc and US dollar – and on the other 

hand, smaller opportunistic positions, such as the Russian 

ruble and the Mexican and Colombian pesos. Having a good 

understanding of the correlation between different asset 

classes and currencies helps to construct a diversified 

portfolio, designed to offer an element of protection during 

‘risk-off’ markets, while capturing some of the upside during 

periods of market strength (Figure 6). 

M&G 

September 2019 

 

The fund allows for the extensive use of derivatives. 

 

 

Figure 6. Diversification of assets 

 

Source: M&G, Bloomberg, May 2019. 5-year correlations; currencies are vs EUR. IG and HY correlations are based on duration-hedged returns (spread effects only). 
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The fund may invest more than 35% in securities issued by any one or more of the governments listed in the fund 

prospectus.  Such exposure may be combined with the use of derivatives in pursuit of the fund objective.  It is currently 

envisaged that the fund’s exposure to such securities may exceed 35% in the governments of Germany, Japan, UK, USA 

although these may vary subject only to those listed in the prospectus. 

Further risks associated with the fund can be found in the fund’s Key Investor Information Document. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

UCITS HAVE NO GUARANTEED RETURN AND PAST PERFORMANCE IS NOT A GUIDE TO FUTURE PERFORMANCE 
 

 

 

 

For Investment Professionals and Institutional 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 (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. This information is not an offer or 

solicitation of an offer for the purchase 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, annual or interim Investment Report and Financial Statements, are available free of charge, in paper form, from 

one of the following – M&G International Investments S.A., 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 S.A. or its French branch; the French centralising agent of the fund: RBC Investors Services Bank France; or the Swedish paying agent: Nordea Bank AB 

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

Générale, Paris, Zurich Branch, Talacker 50, P.O. Box 5070, 8021 Zurich, which acts as the Swiss representative of the Schemes (the "Swiss Representative") and acts as their 

Swiss paying agent. 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. For Greece, they are available in English, except the Key Investor Information Document/s which is available in Greek, from the Greek Representative: Eurobank Ergasias 

S.A. 8, Othonos Street, 10557 Athens. Before subscribing investors should read the Prospectus, which includes a description of the investment risks relating to these funds. 

The information contained herein is not a substitute for independent investment advice. This financial promotion is issued by M&G International Investments S.A. Registered Office: 

16, boulevard Royal, L 2449, Luxembourg. 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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