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The Fund returned 3.4%*† over the quarter, compared with the 2.3% return from the iBoxx Sterling Corporate 
All Maturities Index comparator benchmark and the average return from IA Sterling Corporate Bond sector, 
also a comparator benchmark, of 2.3%. 
 
Market backdrop 
 
Financial markets generally had a strong start to the year, as stronger than anticipated economic data and falling 
headline inflation heightened optimism of a soft landing and that central banks are approaching the end of the 
monetary policy tightening. 

This optimism was further supported by the reopening of the Chinese economy, with the potential easing of 
supply chain pressures supporting lower inflation and stronger growth more broadly. 

However, as we progressed through the period, core inflation continued to surprise to the upside, alongside 
more resilient economic data, raising the prospect of a prolonged period of higher interest rates. 

In March, renewed inflation concerns were eclipsed by the significant volatility following the collapse of Silicon 
Valley Bank (SVB) in the US, which was swiftly followed by Credit Suisse’s plight in Europe. SVB’s demise marked 
the second largest bank failure in US history, after suffering large deposit outflows following a failed equity raise 
to bolster its capital position due to losses on its long-dated Treasuries investments. 

This sparked fears about contagion risks for the broader banking sector resulting in large deposit outflows from 
US regional banks and the re-introduction of emergency funding programmes by the Federal Reserve.  

These fears were further amplified by the downfall of Credit Suisse, which saw similarly large deposit outflows 
amidst waning confidence in the bank after it revealed regulator concerns regarding accounting irregularities 
after already being under heightened scrutiny. Ultimately, this led to government intervention in order to save 
the bank, with a last-ditch sale to UBS agreed which included significant guarantees and backing by the Swiss 
government. 

Most notably for bond investors, the rescue deal resulted in the full write-down of the bank’s AT1 securities, 
despite ranking senior to equity investors who received some compensation, undermining the conventional 
bank loss absorption capital structure. 

This understandably undermined confidence in the AT1 asset class, and subordinated bank debt more broadly, 
with bond investors concerned that in the event of resolution they may actual rank junior to equity holders. 

Investor concerns over the resilience of the global banking system saw a flight to safety, causing a significant 
rally in government bonds and resulting in strong returns from duration assets including corporate bonds and 
growth stocks.  

Volatility and banking sentiment recovered towards the end of the quarter, as all major central banks came out 
to reiterate their confidence in the financial system with the risks largely seen as contained, which reassured 
investors. 

 
Fund review  
 



Trading activity was high during the quarter. We topped up our favoured names across financials, telecoms, 
insurance and utilities and a few names in real estate.  

Our sector allocation remains similar, with a slight increase in the banking and utilities sector and a small 
decrease in insurance and telecoms.  

In terms of disposals, we exited positions in Medical Properties and Aroundtown. Regarding Aroundtown, we 
lost confidence in the management strategy as they seemed to favour shareholders over bondholders in their 
investment decisions. We exited the position on increasing concerns of further potential downside risk. Poor 
market sentiment and negative headlines around the tenant performance in Medical Properties’ portfolio led 
us to dispose of our holding.  

We were quite active in new deals, participating in new issues from Lloyds, BNP and ING in the banking sector, 
which came at attractive valuations. We also added a new issue from National Grid, which we thought offered 
good value relative to existing bonds. We participated in a new issue from Prologis, a highly rated logistics 
focused property company that offered an attractive new issue premium.  

We implemented several relative value switches in the banking, insurance and telecoms sectors as we saw 
several dislocations given recent market turmoil. We reduced spread duration within our insurance holdings, 
switching out of longer dated L&G, Axa and Royal London paper into shorter dated bonds from L&G, and 
Rothesay Life, as credit curves flattened with the long end outperforming. We also repatriated some US dollar 
denominated telecom names, namely Vodafone and Deutsche Telekom, into sterling equivalents due to recent 
outperformance of dollar denominated credit. 

We were also very active in terms of our duration positioning over the quarter. Keeping in mind our fair value 
yield target of 2.5% - 3.0% for UK 10 year government bonds, we started the year 1.25 years long duration versus 
the benchmark when yields were standing at 3.67%. 

In the aftermath of both the Federal Reserve and Bank of England stepping down to 25bps hikes, we saw yields 
coming down towards our target, and therefore we reduced our duration positioning to 0.75 years long. We saw 
this reversing in February when stronger than expected GDP data, supportive consumer confidence and PMIs 
meant that the UK was in a stronger economic position and had avoided a technical recession. As a result, we 
reinstated our positioning to 1.25 years long.  

However, with the collapse of Silicon Valley Bank and Credit Suisse in March, we saw significant volatility and 
heightened concerns over the financial system, which caused a rally in government bond yields. We therefore 
reduced our long duration positioning to 0.5 years.  

We were also active in terms of curve positioning. We entered into a US 2s10s curve steepener in February as 
the inversion was standing at 88bps, levels that were last seen in 1980s. We closed that positioning  profitably 
in the aftermath of the SVB concerns in the US, after US 2 year treasury yields rallied 100bps. 

In terms of performance attribution, credit selection attributed 32 basis points (bps) of outperformance over 
the quarter, while duration and curve positioning contributed 103bps. On a sector basis, telecoms were the 
biggest positive contributor due to their long spread duration characteristic and the outperformance of our 
dollar denominated holdings due to positive stock selection in names such as Cellnex and Inwit.  

Travel and Housing Associations were also among the contributors faring well due to positive stock selection.  

Banks and insurance detracted 7bps from performance; however, they managed to recover much of the 
underperformance in late March. The two sub-sectors rallied in January and February, but their outperformance 
unwound amid a flight to safety following the collapse of SVB and Credit Suisse.  

Investors in Europe became overly concerned after the write down of the AT1 securities in Credit Suisse which 
affected subordinated financials in Europe. Even though we had no exposure to Credit Suisse or US regional 
banks, our overweight positioning on subordinated financials had a negative impact on performance. However, 
as volatility and concerns subsided, we have seen most of the sector recover from its spread wides. It is 



important to note that UK and European banks are not exposed to SVB and Credit Suisse issues, due to several 
factors. These have better regulation, a more retail focused business model, stronger liquidity and capital ratios 
as well as BoE and ECB monitoring. Credit ratings continue to be stable/improving in our holdings.   

REITs share similar narrative to banks, rallying in January and February until the negative effect of the banking 
turmoil spurred concerns over unaffordable bank financing. However, the impact of this is now considered to 
be less severe than initially thought and mostly limited to US commercial real estate. We do not have exposure 
to that sector and we continue to see value in the names we hold, which offer attractive yields with supportive 
fundamentals. 

Outlook 

The challenge facing global central banks remains: to return inflation to target whilst limiting the impact on their 
respective economies. The full effect of the significant monetary policy tightening on the economy is still to be 
felt and a tightening in bank lending standards will surely follow from SVB’s collapse, which will add to the 
economic headwinds. 

Given this, we believe that the market is pricing in too many rate hikes and expect that we are close to the peak 
in interest rates. Economic data has been more resilient than forecast than at the start of the year, and whilst 
we do expect a recession, we believe that this will be shallower than the market is pricing in. Against this 
backdrop we are long interest risk, expressed via a 0.75 years long duration position in the UK, as we believe 
that government bonds offer attractive value. 

In terms of credit positioning, we remain of the view that credit offers attractive value, with credit spreads 
trading well above their long-term average. 

A shallower recession is supportive for credit markets coupled with a strong starting position from a fundamental 
perspective. Balance sheet strength in terms of leverage and liquidity remains strong, as do other metrics such 
as interest cover. This reflects well termed-out debt maturity profiles and companies previously locking in 
financing at low all-in funding costs.  

From a technical perspective, the Bank of England corporate bond disposal programme – which had been viewed 
as a potential negative overhang - continues to progress smoothly as investor appetite remains strong for credit. 
This is also evident in the new issue market.  

So, whilst we do expect economic headwinds to increase going forward, we believe that corporate bonds are 
well positioned to face this. From a valuation perspective the Fund has a gross redemption yield of 5.97%%, 
which we believe offers compelling value for a portfolio of high quality corporate bonds.  

 

 

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

  Mar-23 Mar-22 Mar-21 Mar-20 Mar-19 

Liontrust Sustainable Future Corporate Bond 2 Inc -10.6% -5.7% 12.9% -1.4% 2.6% 

iBoxx Sterling Corporate All Maturities -10.6% -5.5% 10.1% 0.0% 4.1% 

IA Sterling Corporate Bond -9.1% -4.2% 9.0% 0.8% 3.0% 
 
*Source: FE Analytics, as at 31.03.23, primary share class, total return, net of fees and interest reinvested. 
 



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 also the 
Underlying Yield for this fund. 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 
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.  
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