Q1 2022

UBAM - corporate euro bond
Quarterly Comment
For Professional Investors in Switzerland or Professional Investors as defined by the relevant laws. The classification of the
fund(s) as per the Sustainable Finance Disclosure Regulation (SFDR) is available on ubp.com or in the latest prospectus.

Market Comment

◼ 2022 began on a volatile note as the hawkish shift taken by several key central
banks towards the end of last year extended further. One of the main messages
delivered by Fed Chair Powell was that this tightening cycle will be different to
the gradual hiking cycle that began in 2015, where he chose not to rule out the
possibility of a 50bp hike in March or hiking at consecutive meetings in contrast
to the general consensus which has been for a gradual, quarterly hiking pace.
◼ Markets also priced in risks of a more hawkish ECB meeting given rising
inflation concerns as energy prices continued their march higher as geopolitical
tensions between Russia and Ukraine escalated.
◼ We therefore saw government bond yields rise sharply in January as the market
further re-priced their expectations for central bank tightening with more than
five hikes priced for the Fed by the end of this year and two hikes priced for the
ECB at the time of writing. Such developments led to US 10-year yields rising
by 27 bps in January in a move that was fully driven by real rates, which rose
to their highest level since March 2021.
◼ This real rate move weighed on risk markets, with equities coming under
significant pressure on the back of a large sector rotation which saw Growth
names weaken aggressively, whilst Value outperformed.
◼ Credit spreads followed suit with US Investment Grade spreads widening by 13
bps and European spreads were 9 bps wider on the month. Economic data
released during the month generally saw a further moderation given the impact
of the Omicron Covid wave in December, as observed through the ISM
Manufacturing and Services prints which disappointed relative to expectations
and also likely weighed on sentiment.
◼ February was the weakest month for credit market since the Covid-19 outbreak
in 2020. The weakness was driven by the Ukraine situation, where the Russian
invasion and subsequent severe International, and in particular European,
sanctions created uncertainty for the economic outlook.
◼ European credit markets underperformed, largely due to Europe’s dependence
on Russian oil and gas exports and the negative effect of Russian sanctions on
Europe. EUR Investment Grade bonds widened 41 bps, while US Investment
Grade widened a more modest 21 bps. The weakness in European investment
grade bonds was exacerbated by the widening of swap spreads in Europe,
caused by the high demand but low supply of high-quality liquid assets such as
German bunds.
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◼ The European 4Q21 earnings season was strong with 64% of Stoxx600
companies beating EPS estimates, surprising positively by 7% on average.
Overall EPS growth printed at +47% YoY. Cyclical sectors’ growth prints were
stronger than Defensives (led by energy). On the top line, 72% of companies
beat sales estimates with an average surprise of +2%. Revenue growth was
+14% YoY, with all sectors (ex. consumer staples) reporting positive sales
growth.
◼ In March, EUR investment grade credit spread performance was a tale of two
halves during the month with spreads on the back foot during the first half due
to geopolitical risks and hawkish monetary policy before a sharp rally in the
second half of the month post the Fed’s first rate hike this cycle and amid peace
talks taking place between Russia and Ukraine.
◼ From a sector perspective, the top performers were energy (amid surging prices
due to disruptions from the war in Ukraine), banks and telecoms. The top
underperformer was autos. EUR IG supply came at €78.2bn in March 2022,
well above the €65bn average and just €3bn short of the 2021 record despite
the geopolitical and monetary policy backdrop. The share of sustainable bond
issuance within non-financials reached 35% in 1Q22 up from 25% in 2021.
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Performance Review

◼ UBAM - Corporate Euro Bond delivered -4.7% QTD net of fees (I Share class).
In relative terms the strategy delivered +80 bps before fees vs. its benchmark:
the ICE BofA Euro Large Cap Corporate Index.
◼ The excess returns sequentially over the quarter were: -24 bps in January, +7
bps in February and +97bps in March.
◼ QTD, financials contributed -15 bp, non-financials +37 bps, hedging & overlay
+71 bps and other items -13 bps.

Portfolio Activity

◼ At the end of the quarter, the yield of the portfolio in EUR was 1.2% vs 1.6% for
the benchmark.
◼ The interest rate exposure was 3.8 years vs. 5.1 years for the index
◼ Main positions:
▪

Overall credit exposure: overweight vs benchmark: overweight financials
and overweight corporates

▪

Financials exposure: overweight banks senior, insurance subs, banks
Tier II and underweight insurance senior

▪

Corporates exposure: overweight tmt, and hybrids, neutral autos and
underweight industrials, utilities and consumer

▪

Country exposure: overweight US, EU periphery, UK, Switzerland,
underweight France and Germany

▪

Synthetic exposure: long iTraxx Main index

◼ In January, we increased our overweight credit risk stance during the month
with the relative risk-adjusted spread duration ending the month at +1.2 year vs
+0.8 year at end December. This addition of credit risk was done through iTraxx
Main on the back of our expectation of a continued strong fundamental
backdrop for credit (robust GDP growth, resilient corporate profitability).
◼ On the rates side, we increased our short duration position from -0.4 year to 0.6 year following a hawkish set of December Fed minutes which hinted at a
quicker start to rate hikes and balance sheet normalisation than prior guidance.
In addition, we implemented a US 2s10s flattener position during the Fed’s
January press conference as a hedge for portfolios in case we continued to
flatten following the hawkish guidance given by Chair Powell.
◼ In February, amid a robust global growth outlook and recovery from the
Omicron variant we retained our overweight credit risk stance during the month
with the relative risk-adjusted spread duration ending the month at +1.1 year
largely in line with end January levels.
◼ On the rates side, we increased our short duration position on US rates early in
the month from -0.6 year to -0.9 year on the back of strong payrolls and wage
growth in January. We added long exposure (0.55 year) to 5y EUR rates as a
hedge against escalating geopolitical tensions amid the threat of a Russian
invasion of Ukraine.
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◼ Note that we had less than 1% indirect exposure to Russia/Ukraine in the fund
(calculated based on share of total revenues for all companies in the fund).
Hedging and Overlay had a neutral contribution to our performance as gains on
our short rates positions were offset by losses on our long iTraxx Main position.
A positive pricing effect added 14 bps to our performance.
◼ In March, amid a still robust global growth outlook and peace talks taking place
between Russia and Ukraine, we added credit risk in the fund, taking the
relative risk-adjusted spread duration to +1.4 year (up from +1.1 year at the end
of February).
◼ This risk addition was mainly achieved through participation in the primary
market, adding to energy hybrids as well as rolling our iTraxx index position into
the new on the run series on a notional neutral basis (equivalent to a 6 month
maturity extension of the position).
◼ On the rates side, we increased our short duration position from -0.9 year to 1.3 year by going short 10y Japanese government bonds given an attractive
risk-reward profile as Japanese rates have significantly lagged the higher rates
move observed elsewhere amid BoJ Yield Curve Control. We also maintained
our US 2s10s curve flattening position given the increasingly hawkish rhetoric
from the Fed.
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Outlook

◼

Although COVID-19 concerns have eased since the start of the year, which has
allowed for the global reopening of economies to continue, the Russia-Ukraine
crisis has begun to reshape the geopolitical and economic outlook. Geopolitical
tensions, persistent supply constraints and less accommodative monetary and
fiscal policies will likely lead to a decline in global economic growth from 5.8% in
2021 to around 3% in 2022 and 2023. Activity in regions such as Europe and
Latin America will be softer as countries struggle with either a greater impact
from the Russia-Ukraine crisis or higher deficits and inflation rates, whilst the US
economy should outperform. At a global level, rising energy prices and
persistent supply chain disruptions should continue to keep inflation elevated
throughout most of the year, with further pressure in some countries to come
through tight labour markets driving wage growth. As a result, global inflation is
expected to rise from 3.9% in 2021 to around 6.5% in 2022, before slowing back
to 3.5% in 2023, where this year’s strength in inflation is likely to force most
central banks to tighten their monetary policies further.

◼

Across major countries, the United States will stand out. Despite the impact of
higher food and energy prices, less supportive monetary and fiscal policies and
weaker growth in export markets, the United States economy should remain
relatively solid. Strong labour market conditions coupled with robust household
and business balance sheets should provide resilience and help maintain private
demand and investment. Meanwhile, the Eurozone and United Kingdom
economies will likely contract in the second quarter of the year as fiscal policy is
unlikely to be enough to prevent a slowdown in activity driven by a greater impact
from the Russia-Ukraine crisis, which is squeezing real households’ incomes.
Provided geopolitical tensions moderate however, economic growth in Europe
should resume later in the year driven by a post-Covid-19 rebound in services
consumption, declining inflation, and easing supply chain issues. In China,
should the government stick to its zero-Covid policy, new outbreaks of COVID19 will continue to keep industrial production and household consumption
subdued, preventing a swift rebound in economic activity. While threats to
activity from virus infections, high corporate debt and the weak real estate
market remain, the government will continue to support economic growth via
easing monetary policy measures, accelerated infrastructure investment and tax
rebates for firms in an attempt to achieve its 5.5% growth target for 2022, for
which risks currently appear to the downside.

◼

During the first quarter of the year, the Fed accelerated its hawkish shift given
that they have been consistently surprised to the upside by the extent and
duration of the current inflationary pressures, coupled with their increased
confidence in the strength of the labour market, which Fed Chair Powell
described as extremely tight. For example at the March meeting, the Fed’s
updated dot plot projections showed the Fed Fund’s rate above the neutral rate
at 2.8% in 2023, up from 1.6% previously with Powell saying that there is an
obvious need to move expeditiously to return the stance of monetary policy to a
more neutral level.
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◼

Whilst the Fed had previously been expecting inflation to cool in the second half
of the year as supply side damage begins to heal, given uncertainty around the
timing of this now, Powell said they will instead be looking at actual progress on
supply side constraints, rather than assuming a significant near-term relief.
Despite current pricing indicating a terminal rate for the Fed of above 3% now,
we still see a possibility of the market pricing in a more aggressive hiking cycle
in the near term given the Fed’s frustration with inflation. We see a high likelihood
that the Fed moves in 50 bp increments in the next couple of meetings,
especially given both their and our belief that the US economy can handle higher
interest rates and with financial conditions still loose on a historical basis.

◼

In contrast at the ECB, we find it difficult for the market to price in a much more
hawkish policy outlook at this stage, with around 200 bps in cumulative hikes
now priced until end-2023. Both economic and wage growth in the Eurozone
has not been as robust as that observed in the US, with inflationary forces largely
driven by external factors such as energy prices, with limited domestically driven
price pressures and which should allow inflation to mean-revert over time. That
said, investors appear to have chosen to focus more on President Lagarde’s
comments at the March meeting, where she came across as more concerned
with inflation over growth risks given that the ECB’s scenario analysis of the
Russian invasion of Ukraine forecasted growth still close to its potential rate for
the Eurozone even in a severe scenario.

◼

Overall, we retain our defensive stance on duration, seeing room for yields to
rise, particularly at the front-end of the US rates curve until we begin to see
meaningful signs of inflationary pressures, or expectations easing. We think that
the sell-off in rates markets can continue given the global and synchronised
nature of the hawkish shifts from central banks, where laggards to monetary
tightening could also be forced into action. For this reason we also think that the
BoJ will be worth watching where despite limited domestic price pressures,
headline inflation is likely to reach 2% this year for the first time since 2015
following the rise in energy prices. This could warrant some adjustments to the
BoJ’s current Yield Curve Control policy and as such, we see attractive risk
reward in positioning for higher JGB yields.

◼

For credit, we continue to view this environment described as supportive for
spreads. Whilst the geopolitical situation is fluid, our base case of still solid global
growth leaves tail risk scenarios of recession and rising default rates as still far
off, providing a positive backdrop for credit in which valuations have also
improved. We also see this hawkish shift as being one driven not only by inflation
fears, but also as a consequence of the more robust global growth backdrop
which has been accompanied by tightening labour markets and rising wages.
Whilst there are some concerns in relation to the impact of higher energy prices
on household incomes, we would note that household balance sheets in the US
are healthy given wealth accumulation across the income spectrum in recent
years. Meanwhile in Europe, governments have already begun to react to this
crisis through greater fiscal support, which we expect to continue and help
cushion the growth impact.
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◼

We also see this backdrop as positive for credit from the micro perspective, given
strong credit fundamentals underpinned by good pricing power - which allows
companies to sustain high profit margins despite an inflationary environment as well as continued prudent balance sheet management. Net leverage for US
Investment Grade names has fully reversed the increase observed during the
pandemic, whilst a US HY default rate of under 1% for 2021 highlights how this
segment of the market benefitted from the reopening of economies on the back
of the vaccine rollout. As such, we prefer high beta credit with low duration,
favouring high yield and subordinated financial debt, in particular AT1s which
should benefit from the rising rates environment, as well as floating rate notes
which can be an attractive allocation at a time of rising rates.
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Disclaimer

This is a marketing document and is intended for informational and/or marketing purposes only. It is confidential and is intended
to be used only by the person(s) to whom it was delivered. It may not be reproduced (in whole or in part) or delivered, given, sent or in
any other way made accessible, to any other person without the prior written approval of Union Bancaire Privée, UBP SA or any entity of the
UBP Group (UBP). This document reflects the opinion of UBP as of the date of issue. This document is for distribution only to persons who
are Professional clients in Switzerland or Professional Clients or an equivalent category of investor as defined by the relevant laws (all such
persons together being referred to as “Relevant Persons”). This document is directed only at Relevant Persons and must not be acted on or
relied on by persons who are not Relevant Persons. It is not intended for distribution, publication, or use, in whole or in part, in any jurisdiction
where such distribution, publication, or use would be unlawful, nor is it directed at any person or entity at which it would be unlawful to direct
such a document. In particular, this document may not be distributed in the United States of America and/or to US persons (including US
citizens residing outside the United States of America). This document has not been produced by UBP’s financial analysts and is not to be
considered financial research. It is not subject to any guidelines on financial research and independence of financial analysis. Reasonable
efforts have been made to ensure that the content of this document is based on information and data obtained from reliable sources. However,
UBP has not verified the information from third sources in this document and does not guarantee its accuracy or completeness. UBP makes
no representations, provides no warranty and gives no undertaking, express or implied, regarding any of the information, projections or
opinions contained herein, nor does it accept any liability whatsoever for any errors, omissions or misstatements. The information contained
herein is subject to change without prior notice. UBP gives no undertaking to update this document or to correct any inaccuracies in it which
may become apparent. This document may refer to the past performance of investment interests. Past performance is not a guide to
current or future results. The value of investment interests can fall as well as rise. Any capital invested may be at risk and investors may
not get back some or all of their original capital. Any performance data included in this document does not take into account fees, commissions,
and expenses charged on issuance and redemption of securities, nor any taxes that may be levied. Changes in exchange rates may cause
increases or decreases in investors’ returns. All statements other than statements of historical fact in this document are “forward-looking
statements”. Forward-looking statements do not guarantee future performances. The financial projections included in this document do not
constitute forecasts or budgets; they are purely illustrative examples based on a series of current expectations and assumptions which may
not eventuate. The actual performance, results, financial condition and prospects of an investment interest may differ materially from those
expressed or implied by the forward-looking statements in this document as the projected or targeted returns are inherently subject to
significant economic, market and other uncertainties that may adversely affect performance. UBP also disclaims any obligation to update
forward-looking statements, as a result of new information, future events or otherwise. The contents of this document should not be construed
as any form of advice or recommendation to purchase or sell any security or funds. It does not replace a prospectus or any other legal
documents, which can be obtained free of charge from the registered office of the fund(s) mentioned herein or from UBP. The opinions herein
do not take into account individual investors’ circumstances, objectives, or needs. Each investor must make their own independent decision
regarding any securities or financial instruments mentioned herein and should independently determine the merits or suitability of any
investment. In addition, the tax treatment of any investment in the fund(s) mentioned herein depends on each individual investor’s
circumstances. Investors are invited to carefully read the risk warnings and the regulations set out in the prospectus or other legal documents
and are advised to seek professional counsel from their financial, legal and tax advisors. The tax treatment of any investment in a fund
depends on the investor’s individual circumstances and may be subject to change in the future. This document should not be deemed an offer
nor a solicitation to buy, subscribe to, or sell any currency, funds, products, or financial instruments, to make any investment, or to participate
in any particular trading strategy in any jurisdiction where such an offer or solicitation would not be authorised, or to any person to whom it
would be unlawful to make such an offer or solicitation. Telephone calls to the telephone number stated in this presentation may be recorded.
UBP will assume that, by calling this number, you consent to this recording.
Pursuant to Regulation (EU) 2019/2088 of the European Parliament and of the Council of 27 November 2019 on sustainability‐related
disclosures in the financial services sector (the “Disclosures Regulation” or “SFDR”), funds are required to make certain disclosures. Funds
falling under the scope of Article 6 of the SFDR are those which have been deemed not to pursue an investment approach that explicitly
promotes environmental or social characteristics or has sustainable investment as their objective. Notwithstanding this classification, the
Investment Managers may take account of certain sustainability risks as further described in the fund’s prospectus. Funds falling under the
scope of Articles 8 or 9 of the SFDR are those subject to sustainability risks within the meaning of the SFDR. The sustainability risks and
principal adverse impacts as stipulated in the SFDR are described in the prospectus. In addition, unless otherwise specified, all funds apply
the UBP Responsible Investment Policy, which is available on https://www.ubp.com/en/investment-expertise/responsible-investment.
Any subscriptions not based on the funds’ latest prospectuses, KIIDs, annual or semi-annual reports or other relevant legal documents (the
“Funds’ Legal Documents”) shall not be acceptable. The Funds’ Legal Documents may be obtained free of charge from Union Bancaire
Privée, UBP SA, 96-98 rue du Rhône, P.O. Box 1320, 1211 Geneva 1, Switzerland (UBP), from UBP Asset Management (Europe) S.A.,
287–289 route d’Arlon, 1150 Luxembourg, Grand Duchy of Luxembourg, and from Union Bancaire Gestion Institutionnelle (France) SAS,
116 avenue des Champs-Elysées, 75008 Paris, France. The Swiss representative and paying agent of the foreign funds mentioned herein
is UBP. The Funds’ Legal Documents may be obtained free of charge from UBP, as indicated above.
This content is being made available in the following countries:
Switzerland: UBP is authorised and regulated in Switzerland by the Swiss Financial Market Supervisory Authority (FINMA). The head office
is Union Bancaire Privée, UBP SA, 96-98 rue du Rhône, P.O. Box 1320, 1211 Geneva 1, Switzerland. ubp@ubp.com | www.ubp.com
United Kingdom: UBP is authorised in the United Kingdom by the Prudential Regulation Authority (PRA) and is subject to regulation by the
Financial Conduct Authority (FCA) and limited regulation by the PRA.
France: Sales and distribution are carried out by Union Bancaire Gestion Institutionnelle (France) SAS, a management company licensed
with the French Autorité des Marchés Financiers, - licence n° AMF GP98041 ; 116, av. des Champs Elysées l 75008 Paris, France T +33 1
75 77 80 80 Fax +33 1 44 50 16 19 www.ubpamfrance.com.
Hong Kong: UBP Asset Management Asia Limited (CE No.: AOB278) is licensed with the Securities and Futures Commission to carry on
Type 1 – Dealing in Securities, Type 4 – Advising on Securities and Type 9 – Asset Management regulated activities. The document is
intended only for Institutional or Corporate Professional Investor and not for public distribution. The contents of this document have not been
reviewed by the Securities and Futures Commission in Hong Kong. Investment involves risks. Past performance is not indicative of future
performance. Investors should refer to the fund prospectus for further details, including the product features and risk factors. The document
is intended only for Institutional Professional Investor and not for public distribution. The contents of this document and any
attachments/links contained in this document are for general information only and are not advice. The information does not take into account
your specific investment objectives, financial situation and investment needs and is not designed as a substitute for professional advice. You
should seek independent professional advice regarding the suitability of an investment product, taking into account your specific investment
objectives, financial situation and investment needs before making an investment. The contents of this document and any attachments/links
contained in this document have been prepared in good faith. UBP Asset Management Asia Limited (UBP AM Asia) and all of its affiliates
accept no liability for any errors or omissions. Please note that the information may also have become outdated since its publication. UBP
AM Asia makes no representation that such information is accurate, reliable or complete. In particular, any information sourced from third
parties is not necessarily endorsed by UBP AM Asia, and UBP AM Asia has not checked the accuracy or completeness of such third party
information.
Singapore: This document is intended only for accredited investors and institutional investors as defined under the Securities and Futures
Act (Cap. 289 of Singapore) (“SFA”). Persons other than accredited investors or institutional investors (as defined in the SFA) are not the
intended recipients of this document and must not act upon or rely upon any of the information in this document. The financial products or
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services to which this material relates will only be made available to clients who are accredited investors or institutional investors under the
SFA. This document has not been registered as a prospectus with the MAS. Accordingly, this document and any other document or material
in connection with the offer or sale, or invitation for subscription or purchase, of this product may not be circulated or distributed, nor may the
product be offered or sold, or be made the subject of an invitation for subscription or purchase, whether directly or indirectly, to persons in
Singapore other than (i) to institutional investors under Section 274 or 304 of the Securities and Futures Act (Cap. 289) of Singapore ("SFA"),
(ii) to relevant persons pursuant to Section 275(1) or 305(1), or any person pursuant to Section 275(1A) or 305(2) of the SFA, and in
accordance with the conditions specified in Section 275 or 305 of the SFA, or (iii) otherwise pursuant to, and in accordance with the conditions
of, any other applicable provision of the SFA. This advertisement has not been reviewed by the Monetary Authority of Singapore.
MSCI : Although Union Bancaire Privée, UBP SA information providers, including without limitation, MSCI ESG Research LLC and its affiliates
(the “ESG Parties”), obtain information from sources they consider reliable, none of the ESG Parties warrants or guarantees the originality,
accuracy and/or completeness of any data herein. None of the ESG Parties makes any express or implied warranties of any kind, and the
ESG Parties hereby expressly disclaim all warranties of merchantability and fitness for a particular purpose, with respect to any data herein.
None of the ESG Parties shall have any liability for any errors or omissions in connection with any data herein. Further, without limiting any of
the foregoing, in no event shall any of the ESG Parties have any liability for any direct, indirect, special, punitive, consequential or any other
damages (including lost profits) even if notified of the possibility of such damages.
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