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Fund commentary
Outlook
The noticeable development for leveraged finance markets in the second quarter of 2022 was the increase in ‘spread
premia’ being priced into lower-rated high-yield (HY) and loan issuers.
The best scenario for the HY universe would be a period of stabilisation in which the macroeconomic headwinds ease
and corporate fundamentals marginally weaken, providing investors with a window of opportunity to benefit from the
higher yields and spreads on offer.
The bearish scenario would be a continuation of the recent decompression rally, with a more material sell-off if we
move into a global recession. This would mean much higher default rates than our current base case and what is
currently priced across most credit markets.
Across most strategies, we are positioned to out-carry, with a higher yield-to-worst than the index, have an
underweight bias to interest-rate duration and a moderate overweight from a beta-adjusted spread duration
perspective.
We have reduced our exposure to CCC & below rated credits in the last two months while also aiming to reduce the
overweight in single-B credits and to add more BB rated credits when opportunities to rebalance present themselves.
In terms of regional exposure, we prefer the US relative to Europe while running an underweight bias to EMs

Contributors
Underweight positioning in the cyclical sectors was a key driver of excess returns, driven by underweight positioning
across the automotive, leisure and real estate sectors. Within the automotive sector, an underweight position in Ford
Motor Company was the top contributor. Absolute underweight exposure to cruise company Carnival Corp was the top
contributor in the leisure sector. The accelerated tightening of financial conditions led to the underperformance of the
real estate sector.
Despite the outperformance of higher-rated credit, solid credit selection in B and CCC & below rated credits across
the portfolio ensured that rating allocation did not detract from performance.
Underweight exposure to emerging-market (EM) credits was additive to performance, driven by absolute
underweight positioning to both the real estate and basic industry sectors.
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Overweight allocation to the energy sector detracted from performance, with exposure to Pemex and Kosmos Energy
the top single-name detractors.
Weaker credit selection in European credits detracted. Underperformance was driven by positioning in European
banks, with Deutsche Bank, UniCredit and Intesa Sanpaolo the top detractors.
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