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MARKET DEVELOPMENT

D

uring December, the US fixed income market remained broadly stable and the 10y
yield climbed slightly during the last week of the year. This month could have been
more difficult for the bond market as global risk receded, pushing equity markets to record
highs. Despite some good news leading to a significant decrease of uncertainties, the 10y
Treasury yield did not climb above 2%. The month began with a nice surprise, a higher PMI
in China (both manufacturing and services) which could prompt the markets to forecast a
rebound of the activity in the country. The unemployment figures in the US were strong with
266,000 job creations, the unemployment rate dropping to 3.5% and wage growth at +3.1%
YoY. The final FOMC of the year occurred, unsurprisingly, with no rate hike and a probable
status quo for the whole of 2020. In the UK, Boris Johnson’s triumph was perceived as a
relief: his “get Brexit done” policy will eventually be implemented. At the same time, the
US administration revealed that phase one of the trade deal with China would be signed
in January. In Europe, Christine Lagarde chaired her first ECB meeting and mentioned two
important things: the ECB is aware of the collateral damage of the negative rate policy and,
in the course of 2020, they will review their strategy in depth (mission, objectives, toolbox,
communication…).
PORTFOLIO STRATEGY
In December, the Investment Adviser actively managed the duration of the portfolio,
trading exclusively US Treasuries. The main strategic decision of the month was to decrease
the duration of the portfolio sharply on the 19th December, before the Christmas and
New Year holidays, as the risk of a correction of long bonds (with 10y climbing above 2%
and 30y reaching 2.5%) was increasing dramatically. The Investment Adviser sold all the
US Treasuries maturing in 2026, 2029 and 2049 and as a result, the longest maturity was a
bond maturing in November 2024. Four Treasury notes maturing in 2021 (in March, May,
July and September) were purchased at the same time. These important transactions led to
a sharp decrease of the modified duration from 5 to 3.7. However, regarding the real yield
strategy, the 30y TIPS position has been maintained and unchanged.
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INVESTMENT APPROACH

The Fund is a diversified bond
fund, investing in bonds
predominantly denominated in
USD, including Sovereigns,
Supranationals and Agencies
(together SSAs), corporate
bonds across all sectors and
financials. A strong conviction
portfolio of 30-60 issuers,
seeking exposure to all
continents (including
developed as well as
emerging markets), all types of
ratings from AAA/Aaa to BB/
Ba2 (Standard & Poor’s/
Moody’s) and non-rated bonds
(10% maximum), senior or
subordinated debt (hybrid
corporates and Tier II bank
debt) with either fixed or
floating coupon rates.

INVESTMENT OBJECTIVE

To achieve a total return
through a combination of
capital growth and income by
investing in a globally
diversified portfolio of fixed
income securities.

MARKET OUTLOOK
The Investment Adviser’s outlook remains tied to two major themes, the macroeconomic
situation (including growth and inflation) and Central Banks’ behavior. Inflation risk remains
subdued in the US and substantially below the ECB’s target in the Eurozone. Growth is
lower (mainly in China and Germany, possibly in the UK depending on Brexit consequences)
except in the US for the time being, where the domestic economy remains robust, however
markets and central banks are aware that this safe haven position is temporary. The
Team believe that yield curves may flatten, increasing fears of a significant global growth
slowdown spreading into the domestic economy. In the short term, the US yield curve
could steepen due to the Fed’s purchases in the short term US bills and notes markets in
order to increase the size of its balance sheet and fix the turmoil in the repo market.
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In the US market, the Investment Adviser believes that long term US Treasuries are still
attractive and may increase duration against escalating global trade tensions, recession
fears and the implementation of the QE4. Considering inflation expectations, the Team
will maintain a significant exposure to US inflation protection securities. According to the
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Investment Adviser, a flatter US curve slope can still not be excluded in the middle term,
with markets concerned that the Fed may stay behind the curve. The Team believe that the
best strategy today is to invest in a timely manner, maintaining a selection of short term
high quality corporate bonds and investment grade emerging markets bonds, combined
with a barbell strategy on the US Treasury yield curve, with an overweight of 1-2y combined
with long dated US Treasuries (both nominal and real yields). The Fed has delivered its
first three rate cuts since the financial crisis and the FOMC may be forced to implement
more rate cuts should global growth continue to weaken, trade tensions remain and the
dollar strength persist. In this context, the Investment Adviser believes that the Fed, after
a probable pause during the first quarter of 2020, will continue to ease monetary policy in
the coming months and increase its QE4 at some point if needed.
In Europe, the Investment Adviser believes that current macro conditions and Brexit
uncertainties support the recent accommodation measures from the ECB. Following the
decisions made in September, the Team believe that monetary policy should be less
aggressive, with central bankers asking some major governments to implement a common
fiscal stimulus policy. The first mission of Christine Lagarde will be to provide the German
Government with enough convincing evidence. In the Investment Adviser’s view, the ultraaccommodative monetary policy (negative rates in particular) has probably reached its
limits.
As for Emerging Markets, the Investment Adviser will continue to monitor the spreads’
patterns closely (for both governments and corporates) and Emerging Markets countries
ability to absorb trade shocks in the context of weak FX and a broad commodity market
which is under pressure.
In conclusion, the Team still believe that the best performing asset class is a mix of high quality
short term Investment Grade bonds (USD denominated corporates and emerging markets)
combined with long term US Treasuries. This said, and given the current environment of a
global spread widening risk, the Investment Adviser may continue to increase the weight
of US Treasuries, whilst reducing exposure to the three other pillars (corporate spreads
in dollars, emerging markets in dollars and corporate spreads in euro). The Team believe
that a mix of High Grade corporate carry and US Treasuries will present an opportunity to
deliver a robust performance in the coming months; despite a very low yield environment
and an already strong performance delivered by the Fund since inception.

PERFORMANCE DATA

As at end of December 2019

Past performance is not an indicator of future performance.
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IMPORTANT INFORMATION
The views and statements contained herein are those of the Eric Sturdza
Group in their capacity as Investment Advisers to the Funds as of
16/01/2020 and are based on internal research and modelling.
WARNING
The contents of this document have neither been reviewed nor endorsed
by the Central Bank of Ireland or any other regulatory authority. If you are
in any doubt about any of the content of this document you should obtain
independent professional advice.
BLOOMBERG DISCLAIMER
Bloomberg Index Services Limited. BLOOMBERG® is a trademark and
service mark of Bloomberg Finance L.P. and its affiliates (collectively
“Bloomberg”). BARCLAYS® is a trademark and service mark of Barclays
Bank Plc (collectively with its affiliates, “Barclays”), used under license.
Bloomberg or Bloomberg’s licensors, including Barclays, own all
proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg
nor Barclays approves or endorses this material, or guarantees the
accuracy or completeness of any information herein, or makes any
warranty, express or implied, as to the results to be obtained therefrom
and, to the maximum extent allowed by law, neither shall have any liability
or responsibility for injury or damages arising in connection therewith.

by the Financial Conduct Authority. Further this communication is not an
offer or an invitation to purchase financial instruments but intended as
information. The information contained in this communication does not
represent a research report. E.I. Sturdza Strategic Management Limited
has not considered the suitability of investment against your individual
needs and risk tolerance. Shares in the Fund should only be purchased
by persons with professional experience and investors should refer to the
Fund Prospectus and/or KIID for detailed information about potential risks
involved in investing in financial instruments as well as the latest half yearly
report and unaudited accounts and/or annual report and audited accounts.
The information contained herein is estimated, unaudited, may be subject
to change and reflects the performance of the relevant fund offered by E.I.
Sturdza Strategic Management Limited during the period indicated. Any
opinions or estimates expressed herein are at the date of preparation and
are subject to change without notice; however no such opinions or estimates
constitute legal, investment, tax, or other advice. Individual performance of
the Fund may vary and historical data is not an indication of future results.
The value of the Fund and the income which may be generated from it can
go down as well as up and therefore investors must be able to bear the risk
of a substantial impairment or loss of their entire investment. This document
is intended for information purposes only and is not intended as an offer
or recommendation to buy, sell or otherwise apply for shares in the Fund.
E.I. Sturdza Strategic Management Limited, 3rd Floor, Frances House, Sir
William Place, St Peter Port, Guernsey GY1 1GX. Part of the Eric Sturdza
Banking Group. Company Registration Number: 35985.
DISCLAIMER - SWISS DOMICILED RECIPIENTS

Data presented herein is obtained via Bloomberg PORT where stated.
Any such data is subject to change from the date of production of this
document. Such changes may impact upon comparative data between
the investment and benchmark presented. Such information therefore is
provided for reference purposes only, is subject to change and should not
be relied upon for an investment decision.
GENERAL DISCLAIMER - APPLICABLE TO UK DOMICILED RECIPIENTS
This communication is issued in Guernsey by E.I. Sturdza Strategic
Management Limited which is regulated by the Guernsey Financial Services
Commission. Any investments or investment services mentioned in this
communication are not intended for retail customers. Consequently, this
communication is only made available to professional investors and eligible
counterparties and should not be relied upon by any person that does
not possess professional experience in relation to investments. If you are
in any doubt as to whether you possess suitable experience in relation
to investments please consult your financial adviser. Past performance
is no guarantee of future results. Under no circumstances should this
document be forwarded to anyone in the United Kingdom who is not a
professional client or eligible counterparty as defined by the Financial
Conduct Authority. For the purpose of distribution in the United Kingdom
this material has been issued by E.I. Sturdza Investments Limited, Claridge
House, 32 Davies Street, London, W1K 4ND which is an appointed
representative of Mirabella Advisers LLP which is authorised and regulated

E.I. Sturdza Funds Plc and its sub-funds are Irish funds authorized by the
Irish Central Bank. They are approved for distribution in Switzerland by
FINMA. The Swiss representative and paying agent is Banque Eric Sturdza
SA, rue du Rhône 112, 1204 Geneva / Switzerland. Investors should refer to
the fund prospectus and/or KIIDs for detailed information about potential
risks associated with investments in financial instruments as well as the latest
half yearly report and unaudited accounts and/or annual report and audited
accounts. The prospectus, KIIDs, Articles of association, semi-annual and
annual reports of E.I Sturdza Funds Plc can be obtained, free of charge, at the
seat of the Swiss representative, Banque Eric Sturdza SA. The information
contained herein is estimated, unaudited, may be subject to change and
reflect the performance of the relevant funds during the period indicated.
Any opinions or estimates expressed herein are at the date of preparation
and are subject to change without notice. No such opinions or estimates
constitute legal, investment, tax or other advice. Individual performance of
the funds may vary and historical data is not an indication of future results.
The value of the funds and the income which may be generated from it
can go down as well as up and therefore investors must be able to bear
the risks of a substantial impairment or loss of their entire investments. Past
performance is no guarantee of future results. Performance data do not take
into consideration commissions and costs charged at the time of issuance
and/or redemption of the shares. This document is intended for information
purposes only and is not intended as an offer or recommendation to buy,
sell, or otherwise apply for shares in the funds.

For professional investor use only. Please see important information at the end of this document.

Page 3 of 3

