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AllianzGI is one of the world’s leading active investment managers, managing USD 692 billion in 
assets, including over USD 242 billion in global fixed income (as at December 31, 2020).
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In September, a raft of more hawkish central 
bank policy statements against the backdrop 
of heightened inflation concerns pushed global 
sovereign bond yields sharply higher. 10-year US 
Treasury yields ended the month 18bps higher at 
1.49%, with other developed bond markets following 
the US lead. In currency markets, the US dollar was 
the main beneficiary, on a trade weighted basis, rising 
to one-year highs. Oil markets rallied with WTI crude 
hitting $75/barrel, a level last seen in October 2018. 
Other commodities generally followed suit. This all 
resulted in investors worrying both about stagflation 
and inflation.

In the credit markets, spreads were mixed on 
the prospect of tighter monetary policy as well 
as concerns over risks in China. Apart from new 

regulations on various sectors such as technology, 
gaming, and education, we also saw one of the 
largest Chinese real estate firms effectively defaulting. 
Investment Grade corporate spreads were 3bps 
narrower; the Global High Yield universe was 7bps 
wider overall, but this was driven by emerging market 
names as developed country names were flat to 
slightly tighter. 

In this context, the portfolio was up slightly as interest 
rate effects were outweighed by positive credit 
contributions; our banking names were also notably 
beneficial. The performance was ahead of traditional 
credit indices thanks to the short duration of the 
portfolio; the equity index hedge was also helpful as 
stock markets weakened. 

Portfolio strategy and activity
During the month we added some new names in 
banking, capital goods, and telecoms. We exited 
positions in healthcare, non-bank financials, and 
energy.

Cyclical growth in the US remains strong while 
Chinese growth seems to be decelerating. Europe 
offers potential upside as vaccine take-up progresses. 
Companies have taken the opportunity to term 
out existing debt at low levels; supply is therefore 
expected to decline while investor demand for yield 
remains strong. Therefore, we still expect a favourable 
backdrop for risk sentiment and market dynamics 
over the coming months. 

Investment grade spreads are screening rich while 
high yield spreads look fairly valued overall, albeit 
with the favourable technical and pockets of value. 
With most high yield companies having been able 
to term out their debt and an earnings recovery, our 
estimated default rate for the next 12 months, while 
ticking up slightly, should remain low at around 1%. 
Emerging Market spreads appear cheap to default 

expectations while US and Europe look rich, however 
this is mostly from Asia and recent news flow has 
reminded us that spreads can remain wide for long 
periods.

OPEC discipline combined with accommodative 
monetary policy should support oil and other 
commodity prices although the impact of China 
may hit Iron and Copper. Developed economies are 
tentatively opening up again, which should then 
favour more cyclical and Covid-hit areas. 

Shortages in semiconductors, supply-chain 
disruptions, higher gas prices and labour inflation will 
show through in certain businesses that cannot pass 
on higher costs.
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Commissions, trailing commissions, management fees and expenses all may be associated with exchange traded 
mutual funds (ETFs) and mutual funds. Please read the prospectus before investing. ETFs and mutual funds are not 
guaranteed, their values change frequently and past performance may not be repeated. There are risks involved with 
investing in ETFs and mutual funds. Please read the prospectus for a complete description of risks relevant to the ETF 
and mutual fund. Investors may incur customary brokerage commissions in buying or selling ETF and mutual fund 
units. This communication is intended for informational purposes only and is not, and should not be construed as, 
investment and/or tax advice to any individual.

Certain statements contained in this documentation constitute forward-looking information within the meaning of 
Canadian securities laws. Forward-looking information may relate to a future outlook and anticipated distributions, 
events or results and may include statements regarding future financial performance. In some cases, forward-looking 
information can be identified by terms such as “may”, “will”, “should”, “expect”, “anticipate”, “believe”, “intend” or other 
similar expressions concerning matters that are not historical facts. Actual results may vary from such forward-looking 
information. Evolve undertakes no obligation to update publicly or otherwise revise any forward-looking statement 
whether as a result of new information, future events or other such factors which affect this information, except as 
required by law.


