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November 2022 

We present our Q4 2022 outlook for the Global Unconstrained Bond Strategy which incorporates  
our core markets, emerging markets and global credit views. 

By the Global Fixed Income Team 

Q3 performance summary 
The ongoing challenging environment for global bonds, saw the strategy return a negative 6.93% in total return 
terms against the benchmark performance of negative 6.98%. The favourable currency moves contributed 74 basis 
points (bps) of outperformance, however, a negative contribution from local bond market positioning offset all the 
gains, netting a modest relative return of 5 bps in total.  

Global Unconstrained Bond Strategy Q3 performance 

GLOBAL UNCONSTRAINED BOND STRATEGY 

Total Gross Return -6.93% 

Benchmark Return -6.98% 

Outperformance 0.05% 

Local Management   

Total Effect ( Local ) -0.69% 

Total Currency Effect 0.74% 

Total Effect 0.05% 

 
Source: Nikko AM, as at 30 September 2022 

This is provided as supplementary information to the performance reports prepared and presented in compliance with the Global Investment 
Performance Standards (GIPS®). Returns are based on a representative account of the Global Unconstrained Bond strategy. In addition, returns are 
US Dollar based and are presented gross of management fees only. The benchmark for this strategy is the Bloomberg Barclays Global Aggregate 
Bond Index The copyright and intellectual rights to the index displayed above are the sole property of the index provider. Returns for calculation 
periods in excess of one year are annualised, but those for the periods of less than one year are not annualised. Numbers in the table may not sum 
to total due to rounding. The Firm claims compliance with the Global Investment Performance Standards (GIPS ®) and has prepared and presented 
this report in compliance with the GIPS. GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this 
organization, nor does it warrant the accuracy or quality of the content contained herein. Past performance does not guarantee future returns. Any 
comparison to a reference index or benchmark may have material inherent limitations and therefore should not be relied upon. To obtain a GIPS 
Composite Report, please contact GIPS_inquiry@nikkoam.com. 
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Total currency effect on relative performance 

 Total Currency Effect 0.74%

Short EUR/USD 0.33%

Short NZD/USD 0.25%

Short CNY/USD 0.15%

Long MXN/USD 0.04%

Long PLN/USD -0.05%

Long INR/USD -0.04%

other 0.06%
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Total effect in detail                                                                              Gross cumulative returns since incpetion 

 

 

 

 

 

 

 

 

 

 

 

Source: Nikko AM, as at 30 September 2022 

 

 

 

 

 
 
 

* Canadian provinces, New Zealand local government funding agency 

** EM external debt 

*** Asia, EBRD, IFC 

**** State of California & New York 

*****Underexposure to EUR/GBP/AUD denominated issues 

Source: Nikko AM, as at 30 September 2022 

Gross annualised rolling returns since incpetion 

Performance periods ended 30 Sept 2022 3 Months 6 Months 1 Year Since inception 

Global Unconstrained Bond Strategy -6.93% -14.29% -16.96% -14.50% 

Bloomberg Barclays Global Agg Index -6.98% -14.63% -20.43% -16.64% 

Excess return 0.05% 0.34% 3.47% 2.14% 

Source Nikko AM, as at 30 September 2022. This is provided as supplementary information to the performance reports prepared and presented 
in compliance with the Global Investment Performance Standards (GIPS®). Returns are based on a representative account of the Global 
Unconstrained Bond strategy. In addition, returns are US Dollar based and are presented gross of management fees only. The benchmark for this 
strategy is the Bloomberg Barclays Global Aggregate Bond Index The copyright and intellectual rights to the index displayed above are the sole 
property of the index provider. Returns for calculation periods in excess of one year are annualised, but those for the periods of less than one 
year are not annualised. Numbers in the table may not sum to total due to rounding. The Firm claims compliance with the Global Investment 
Performance Standards (GIPS ®) and has prepared and presented this report in compliance with the GIPS. GIPS® is a registered trademark of CFA 
Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained 
herein. Past performance does not guarantee future returns. Any comparison to a reference index or benchmark may have material inherent 
limitations and therefore should not be relied upon. To obtain a GIPS Composite Report, please contact GIPS_inquiry@nikkoam.com. 

Total Effect ( Local ) -0.69%

Derivatives -0.66%
CDS

US IG 0.07%
US HY 0.02%

EUR IG -0.01%
EUR Xover 0.34%

Futures
Long 90Day Dec 22 Eurodollar -0.05%

Long 10Y UST -0.56%
Swaps

 GB2s vs SW2s 0.19%
AU1s12s -0.12%

NZ2s -0.22%
PZ1s -0.15%
HF3s -0.16%

Corporate 0.84%
Underexposure 0.84%

Government related -0.80%
Local authority* -0.01%

Foreign sovereign** -0.08%
Supranational*** -0.34%

Taxable Municipals**** -0.70%
Other***** 0.33%

Securitised -0.31%
DKK Covered Bonds -0.80%
SEK Covered Bonds -0.15%

Underinvestment in US 0.64%
Treasury 0.23%

mailto:GIPS_inquiry@nikkoam.com
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Portfolio positioning 
During the  quarter markets  experienced greatly increased volatility, with all major asset classes posting excessive 
declines. This very fragile global market sentiment came about as investors became increasingly alarmed with 
looming recessionary fears driven by an ever more hawkish stance of key central banks. The major supply disruptions 
of energy flows to Europe and more recently market volatility caused by the UK government’s fiscal announcement 
in late September, further added fuel to the fire.  Given the uncertain environment, investors continued to de-risk in 
favour of safe haven assets, including the US dollar itself, pushing the dollar index to levels not seen in decades. In 
fixed income, the relentless rise in global price pressures kept bond yields on an upward trajectory, with the yield of 
US 10-year Treasuries soaring 100 bps since the end of June. Bond yields in Europe also marked an equally sharp 
correction, with 10-year German Bunds selling off from 1.3% at the end of June to 2.1% at the quarter end.  

In terms of FX positioning, the team preferred a higher allocation to the US dollar, particularly versus the euro as 
Russia’s weaponisation of energy supplies continued to question Europe’s position to secure enough sources of 
energy to last through the winter.  We also maintained our underweight allocation to the Chinese Renminbi, as the 
ongoing zero Covid policy, and in turn, recurrent lockdowns, have continued to weigh down the currency on the back 
of waning growth momentum, despite policy maker’s efforts to stimulate activity via monetary and fiscal policy 
measures.  Weak China generally exerts downward pressure on the regional economies, particularly those with strong 
trade linkages. On this basis, we also decided to reduce allocation to the New Zealand dollar itself, expecting the latter 
to struggle in this environment.  

During the period, government bonds markets remained under heavy selling pressure as inflation continued to 
surprise the upside. On the expectation for an imminent pivot by the Federal Reserve (Fed), we initiated a number of 
curve strategies such as long 90-day December Eurodollar futures in addition to long 10-year US bond futures. 
However, the stickiness of inflation has seen increased hawkish rhetoric from the Fed, pushing the potential Fed pivot 
further down the line. The short-dated swap positions in New Zealand, Poland and Hungary have also been impacted 
by the grind higher in the US interest rates, further detracting from the relative performance. Due to supportive 
valuations, we remained overweight in government-related and securities credits; however, these continued to sell 
off in tandem with higher global interest rates. In the Treasury space, we maintained an under-exposure to Europe's 
interest rate risk due to the clouded outlook for inflation, on the back of elevated energy prices—a natural 
consequence of the war in Ukraine. This, together with our decision to sell out of Italy ahead of domestic elections, 
has contributed positively to relative performance, partially offsetting losses accrued from curve positioning in CEE 
and the dollar bloc countries. 

Q4 outlook 
The team sees global inflation falling in the coming quarters however there remains a significant degree of 
uncertainty as to when core inflation pressures will begin to decelerate given the persistence of consumer demand, 
particularly in services. The US is leading the way in terms of disinflation in goods, due to both the strength of the US 
dollar and greater energy independence, with gasoline prices tracking oil prices lower in recent months, while core 
consumer goods prices are likely to see relief from an ongoing easing in global supply chains. Services inflation, 
however, remains far more persistent as record tightness in labour markets translates into firmer wage dynamics, 
though we are starting to see tentative signs of declining job vacancies. 

In Europe goods inflation remains more unpredictable given the region’s greater dependency on energy supplies, 
driven in particular by an urgent need to replace Russian natural gas supplies. Nevertheless, even here we are seeing 
tightness in labour markets translate into higher services inflation. Yet, once again we see hopeful signs of a near-
term peak in energy prices as a front loading of energy supplies during the summer months, coupled with the 
prospects of both a mild winter and voluntary reductions in energy consumption which could keep imported gas 
prices contained through the winter months. 

Given the lags in their relative monetary policy cycle, the team continues to prefer US duration over its European 
counterpart as the European Central Bank (ECB) appears to be on the path for further hikes while the team believes 
the Fed is closer to the end of its hiking cycle, with an inverted yield curve flashing warning sign of a potential 
overtightening.  Danish covered market is an attractive relative value option versus European government duration.  
We continue to favour municipal spread risk over corporate risk given the near zero default rate for municipal credits. 

Outside of the US and Europe the team also sees select opportunities in other developed rates markets. New Zealand 
screens as the cheapest developed local rates market. Meanwhile, we are seeing significant weakness in the domestic 
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property market which, in the team's opinion, is likely to result in a reversal of monetary policy tightening in the 
coming quarters as consumer spending is squeezed significantly. Following the recent turmoil in the UK rates market, 
the team is positioned for a tactical normalisation of elevated policy risks as the UK government continues to reverse 
its controversial tax cuts. This should elevate pressure on the Bank of England in the coming months, with short-term 
rate expectations unlikely to be realised, in the team’s opinion. 

The team sees significant value in several emerging market local rates markets given the pre-emptive tightening cycle 
of many emerging central banks. The team believes that short-term interest rate expectations in Poland and Hungary 
are excessive given the domestic growth outlook is set to deteriorate sharply in the coming months, though a 
resolutely hawkish ECB is continuing to push regional terminal rate expectations higher in the near term.  Value in 
both South Africa and Mexico local government bonds gave the domestic inflation outlook remains benign relative 
to developed markets, yet both already trade at a significantly higher real rate. The team is far more selective in both 
EM currencies and sovereign bonds given the external pressure coming from the Fed’s aggressive hiking cycle, 
favouring a select group of countries with strong ties to the US, such as Mexico. 

We expect the credit market to remain volatile in the final quarter of the year. The market may only stabilise when 
central banks reach the pivotal point in their efforts to raise rates and cap inflation. The latter point might only be 
reached in 2023. However, some parts of the market are starting to look attractive. Investment grade bonds sold off 
over proportional to high yield bonds and now offer value for total return investors. For the high yield market, we are 
less optimistic; we expect default rates to go up and bond valuation may remain under pressure. 

 

 

Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for 
distribution only under such circumstances as may be permitted by applicable laws. This document does not constitute personal 
investment advice or a personal recommendation and it does not consider in any way the objectives, financial situation or needs 
of any recipients. All recipients are recommended to consult with their independent tax, financial and legal advisers prior to any 
investment.  

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any 
investments or participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM’s investment 
strategy in any way. The information and opinions in this document have been derived from or reached from sources believed in 
good faith to be reliable but have not been independently verified. Nikko AM makes no guarantee, representation or warranty, 
express or implied, and accepts no responsibility or liability for the accuracy or completeness of this document. No reliance should 
be placed on any assumptions, forecasts, projections, estimates or prospects contained within this document. This document 
should not be regarded by recipients as a substitute for the exercise of their own judgment. Opinions stated in this document may 
change without notice.  

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. 
Estimates of future performance are based on assumptions that may not be realised. Investors should be able to withstand the 
loss of any principal investment. The mention of individual securities, sectors, regions or countries within this document does not 
imply a recommendation to buy or sell.  

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this 
document, provided that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or 
requirements.  

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that 
intended by Nikko AM is strictly prohibited.  

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in 
Japan nor is it intended for distribution to persons in Japan.  Registration Number: Director of the Kanto Local Finance Bureau 
(Financial Instruments firms) No. 368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers 
Association. 

United Kingdom and rest of Europe: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised 
and regulated in the United Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084).  This document constitutes a 
financial promotion for the purposes of the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the 
FCA in the United Kingdom, and is directed at professional clients as defined in the FCA Handbook of Rules and Guidance. 
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United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering 
or distribution of a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified 
entity. Nikko Asset Management Americas, Inc. is a United States Registered Investment Adviser. 

Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), 
and intermediaries only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority 
of Singapore. 

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and 
intermediaries only. The contents of this document have not been reviewed by the Securities and Futures Commission or any 
regulatory authority in Hong Kong.  Nikko Asset Management Hong Kong Limited is a licensed corporation in Hong Kong. 

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, 
FSP22562). It is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only. 

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its 
contents. No offer to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended 
to be read by the addressee only and must not be passed to, issued to, or shown to the public generally.  

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in 
Kuwait by the Kuwaiti Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in 
Kuwait on the basis a private placement or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 
and the bylaws thereto (as amended). No private or public offering of the Strategy is being made in Kuwait, and no agreement 
relating to the sale of the Strategy will be concluded in Kuwait. No marketing or solicitation or inducement activities are being 
used to offer or market the Strategy in Kuwait.  

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is 
authorised and regulated by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial 
Conduct Authority (the FCA) in the United Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or 
sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior written 
permission from Nikko AME. 

This document does not constitute investment advice or a personal recommendation and does not consider in any way the 
suitability or appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with 
this document, Nikko AME is not treating that person as a client for the purposes of the FCA Rules other than those relating to 
financial promotion and that person will not therefore benefit from any protections that would be available to such clients.  

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material 
interests, may at any time make purchases and/or sales as principal or agent, may provide or have provided corporate finance 
services to issuers or may provide or have provided significant advice or investment services in any investments referred to in this 
document or in related investments. Relevant confidential information, if any, known within any company in the Nikko AM group 
or Sumitomo Mitsui Trust Holdings group and not available to Nikko AME because of regulations or internal procedure is not 
reflected in this document. The investments mentioned in this document may not be eligible for sale in some states or countries, 
and they may not be suitable for all types of investors.  

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as 
contemplated by the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal 
Decree80/98, nor does it constitute an offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of 
Oman as contemplated by Article 139 of the Executive Regulations to the Capital Market law (issued by Decision No. 1/2009). This 
document is not intended to lead to the conclusion of any contract of whatsoever nature within the territory of the Sultanate of 
Oman.  

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct 
an independent investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer 
to the public and should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in full or 
in part for any purpose whatsoever without a prior written permission from Nikko Asset Management Europe Ltd (Nikko AME). 
No transaction will be concluded in your jurisdiction and any inquiries regarding the Strategies should be made to Nikko AME.  

United Arab Emirates (excluding DIFC):  This document and the information contained herein, do not constitute, and is not 
intended to constitute, a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. 
The Strategy is only being offered to a limited number of investors in the UAE who are (a) willing and able to conduct an 
independent investigation of the risks involved in an investment in such Strategy, and (b) upon their specific request.  
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The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities 
Authority or any other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the 
named addressee only and should not be given or shown to any other person (other than employees, agents or consultants in 
connection with the addressee's consideration thereof).  

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management 
Europe Ltd. 

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no 
circumstances is, to be construed as, an offering of financial investment products or services.  Nikko AM is not making any 
representation with respect to the eligibility of any person to acquire any financial investment product or service.  The offering 
and sale of any financial investment product is subject to the applicable regulations of the Republic of Korea. Any interests in a 
fund or collective investment scheme shall be sold after such fund is registered under the private placement registration regime 
in accordance with the applicable regulations of the Republic of Korea, and the offering of such registered fund shall be conducted 
only through a locally licensed distributor. 
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