
 
  
 

  
 

 
 
PAST PERFORMANCE DOES NOT PREDICT FUTURE RETURNS. AN INVESTMENT CAN LOSE VALUE.  
Fund performance is based on USD S Acc Hdg share class and are net of fees and expenses. Other share class performance may differ.| Index used in the calculation of 
attribution data: BBG Glb Agg Corp USD/EUR/GBP 1% capped Finance capped at 40%.| Fund performance is net of actual (but not necessarily maximum) withholding and 
capital gains tax but are not otherwise adjusted for the effects of taxation and assume reinvestment of dividends and capital gains.| If an investor's own currency is different 
from the currency in which the fund is denominated, the investment return may increase or decrease as a result of currency fluctuations.| The views expressed are in the 
context of the investment objective of the Fund only and should not be considered a recommendation or advice.  
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M A R K E T  R E V I E W   

Global investment grade corporate bonds outperformed government bonds in August. Global credit spreads ended the month unchanged while 
government bond yields fell. US dollar-denominated corporate bonds outperformed Euro - and Sterling-denominated bonds on an excess return 
relative to duration-equivalent government bond basis. 
  
We modestly increased the portfolio’s overall credit exposure in August, taking advantage of more attractive valuations amid heightened credit 
spread volatility during the first half of the month. The portfolio’s credit exposure remains above its benchmark on a duration-times spread 
(DTS) basis. We continue to emphasize issuer-specific concentration of the portfolio by increasing exposure to high-conviction, idiosyncratic 
opportunities, focusing on higher-quality issuers or those issuers that have a positive credit catalyst which has yet to be reflected in current 
market pricing.  
  
On a relative basis, we continue to prefer euro-denominated corporate bonds relative to US dollar- and Sterling-denominated credit due to 
Europe’s greater dispersion among individual issuers. However, valuations in the US dollar-denominated corporate bond market are becoming 
more attractive, and bouts of volatility in August provided an opportunity to add US dollar-denominated corporate bond exposure. We remain 
mindful that industry and issuer dispersion remain more limited relative to the Euro-denominated corporate bond market. We continue to favor 
the communications, capital goods and energy sectors. We remain constructive on the fundamental outlook for the large, systematically 
important US and European banks. 
  
Looking forward, we believe that global central bank responses to domestic dynamics resulting from conflicting growth, inflation and labor 
market data will pave the way for a divergence in monetary policy across developed markets. We expect global economic growth to remain 
positive and we expect inflation, while on a declining path, to remain above central bank target levels. However, central banks may be eager to 
cut short-term interest rates in response to deteriorating economic data, increasing the risk of loosening policy before inflation is effectively 
contained. In fact, central bank reactions to economic and market events could even exaggerate the peaks and troughs in the economic cycle, 
making the major global central banks a potential source of market volatility going forward, rather than the primary drivers of the decline in 
market volatility that we experienced over the last 15 years. We anticipate continued bouts of credit spread volatility in the remainder of the year 
as the US election’s potential ramifications for fiscal and trade policy become clearer, as the global cycle moderates and as geopolitical tensions 
persist. 
 
  
 

F U N D  P E R F O R M A N C E  A N D  A T T R I B U T I O N  

• The portfolio performed in line with its benchmark during the month.  
• Active duration and yield curve positioning had a limited impact on active returns during the month.  
• The portfolio's credit spread duration position had a limited impact on active returns over the month.  
• Sector allocation contributed to active returns over the month. The portfolio's allocation effect from below investment-grade financials 

contributed to active returns, specifically our exposure to securities within other finance. The allocation effect from below investment-grade 
industrials also contributed to active returns, specifically our exposure to securities within communications. Additionally, an allocation to 
government-related exposures contributed to active returns, specifically our exposure to sovereign holdings. This was partially offset by the 
allocation effect from government exposures which detracted from active returns, specifically our exposure to treasury notes/bonds.  

• Among investment grade corporate bonds, the aggregate impact of allocation effects was limited across industrials, financials, and utilities.  
• In aggregate, security selection had a negative impact on relative performance during the month. From an investment-grade perspective, 

security selection within industrials detracted while security selection within utilities contributed positively. Security selection within financials 
was muted. 

  

F U N D  P O S I T I O N I N G  A N D  O U T L O O K  

At the end of August, the portfolio's credit exposure, as measured by the portfolio's duration times spread (DTS), was higher when compared to 
that of its benchmark, and the portfolio was modestly overweight interest rate duration versus its benchmark.  
  
In terms of credit quality, the portfolio decreased its active exposure to A-rated debt. The portfolio's active exposure to US dollar and sterling-
denominated debt increased, while our active exposure to euro-denominated debt decreased.  
  
At the end of August, the portfolio was primarily overweight securitized and financials and underweight industrials and derivative index debt on a 
benchmark-relative credit spread duration basis. The portfolio was also primarily overweight BBB-rated debt and underweight to A and AA-rated 
debt. The portfolio was primarily overweight sterling-denominated issuers while underweight US dollar and euro-denominated issuers. In terms 
of active industry exposure, the portfolio was primarily overweight communications, and underweight energy and consumer non-cyclical. In 
terms of active issuer exposures, the portfolio's largest benchmark-relative credit spread duration overweight exposures were PG&E, Charter 
Communications, and HCA. 
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Although major global central banks have begun to cut short-term interest rates, we continue to observe divergence in the growth and inflation 
outlook across economies. The market’s heightened focus on a possible recession was one of several factors that drove a bout of credit spread 
volatility in early August, and provided opportunities to selectively add to high conviction investment opportunities. Credit spread volatility and 
dispersion in the credit spreads of individual issuers may be further exacerbated by weakening technicals, as the all-in yield of corporate credit 
declines from recent levels. We will continue actively managing the portfolio’s credit exposure to protect portfolio capital, while exploiting 
idiosyncratic security selection opportunities among issuers in which we have the highest conviction.  
 
UNITED STATES: SOFTER INFLATION AND GROWTH DATA PAVES THE WAY FOR RATE CUTS  
Short-term interest rates have peaked, as softer inflation and growth data opens the door for several rate cuts by the end of the year. We expect 
further bouts of volatility as the market engages with weaker economic data. Although we expect softening in US economic data to persist, we do 
not expect a more protracted downturn. Strength of consumers and the labour market will be a key driver of market pricing over the remainder 
of this year. Despite softer inflation, we believe that structural forces driving post-Covid inflation could sustain in the medium term and may be 
accelerated depending on the outcome of the US election. Continued Treasury market volatility and election uncertainty could prompt further 
episodic corporate credit spread widening, providing an opportunity to exploit high conviction opportunities at more attractive valuations. We 
remain focused on sectors such as banking, communications, and energy.  
 
EUROPE: INFLATION REMAINS STICKY AND STRONGER THAN EXPECTED  
Economic activity is expected to moderate on the margin from here on given renewed bumps in the global manufacturing cycle. Inflationary 
pressures, while declining, remain above ECB targets, particularly within the services sector. Nevertheless, the ECB has proven, by cutting rates 
in June despite stronger than expected growth and inflation, that it remains sensitive to the labor market, and may be willing to cut rates into a 
reflationary backdrop. Valuations and fundamentals amongst higher quality issuers remain attractive and demand for investment grade 
corporate bonds remains strong, despite the recent decline in yields. In this environment, we expect further industry and issuer dispersion and 
favor high-quality industrials, senior and subordinated bank debt, and select utilities in the euro-denominated market.  
  
UK: GROWTH AND INFLATION OUTLOOK REMAINS COMPLICATED 
Short-term interest rates have peaked as the Bank of England delivered a 25 basis point cut in August. The Bank of England’s preoccupation with 
both financial market stability and economic growth continues to suggest that it will remain accommodative even though inflation remains 
elevated. In fact, service sector inflation, wage growth and GDP growth continues to suggest that the level of rates in the UK has not been 
restrictive, and lowering rates will increase the risk of inflation becoming entrenched. This is likely to further exacerbate the UK government’s 
longer-term debt sustainability challenges. Consequently, we remain cautious on the Sterling credit market and focused on exploiting 
idiosyncratic security selection opportunities. 
  
JAPAN BoJ HIKE PROMPTS CREDIT SPREAD VOLATILITY 
The Bank of Japan delivered a 15 basis point hike in July, announced a gradual taper of Japanese government bond (JGB) purchases, and 
provided guidance for further rate increases. With most developed market central banks becoming more accommodative, the Bank of Japan’s 
continued shift to a tighter policy will reduce the interest rate gap that has contributed to the yen’s record weakness. This in part, was a catalyst 
for heightened credit spread volatility in August, as appreciation in the yen caused a partial unwind of ‘carry’ trades. The increased 
competitiveness of JPY yields could also prompt domestic investors to repatriate capital, and in turn tighten financial conditions. Corporate 
credit spreads in the yen-denominated corporate bond market are low and do not compensate for the liquidity risks involved. Furthermore, the 
yen-denominated corporate bond market is highly concentrated and transaction costs tend to be relatively high, and so there are fewer 
opportunities to exploit mispricings. 
  
EMERGING MARKETS: SLOWER ECONOMIC GROWTH AND CONTINUED RATE CUTS EXPECTED  
The ample supply of sovereign new issuance so far this year has provided attractive opportunities to add select idiosyncratic emerging markets 
debt issuers at significant new issuance concessions. While elections have introduced volatility allowing us to find attractive opportunities among 
select, high-quality sovereign issuers, particularly in Eastern Europe we remain opportunistic in Emerging Markets and are mindful of the adverse 
impact of higher short-term rates in Europe and the US, election uncertainty, and expectations for slower economic growth.  
  
HIGH YIELD: ECONOMIC GROWTH AND FAVORABLE TECHNICALS ARE SUPPORTIVE 
Robust fundamentals and an ensuing benign default environment have continued to support issuers rated below investment grade. Technical 
factors, such as a shrinking amount of outstanding debt as issuers are upgraded to investment grade, and the continued growth of private credit 
markets have further been supportive. However, valuations in BB-rated issuers remain less attractive relative to history, and we have reduced 
exposure to below investment grade issuers in recent months. We continue to avoid issuers that could be vulnerable to a potential increase in 
credit stress in the event of deeper cycle weakness. 
  

R I S K S  

BELOW INVESTMENT GRADE: Lower rated or unrated securities may have a significantly greater risk of default than investment grade 
securities, can be more volatile, less liquid, and involve higher transaction costs. CAPITAL: Investment markets are subject to economic, 
regulatory, market sentiment and political risks. All investors should consider the risks that may impact their capital, before investing. The value 
of your investment may become worth more or less than at the time of the original investment. The Fund may experience a high volatility from 
time to time. CREDIT: The value of a bond may decline, or the issuer/guarantor may fail to meet payment obligations. Typically lower-rated 
bonds carry a greater degree of credit risk than higher-rated bonds. CURRENCY: The value of the Fund may be affected by changes in currency 
exchange rates. Unhedged currency risk may subject the Fund to significant volatility. DERIVATIVES (D+E) (MKT): Derivatives may provide 
more market exposure than the money paid or deposited when the transaction is entered into (sometimes referred to as Leverage). Market 
movements can therefore result in a loss exceeding the original amount invested. Derivatives may be difficult to value. Derivatives may also be 
used for efficient risk and portfolio management, but there may be some mismatch in exposure when derivatives are used as hedges. The use of 
derivatives forms an important part of the investment strategy. HEDGING: Any hedging strategy using derivatives may not achieve a perfect 
hedge. INTEREST RATES: The value of bonds tends to decline as interest rates rise. The change in value is greater for longer term than shorter 
term bonds. MANAGER: Investment performance depends on the investment management team and their investment strategies. If the 
strategies do not perform as expected, if opportunities to implement them do not arise, or if the team does not implement its investment 
strategies successfully; then a fund may underperform or experience losses. SHORT SELLING: A short sale exposes the Fund to the risk of an 
increase in market price of a security sold short; this could result in a theoretically unlimited loss. SUSTAINABILITY: A Sustainability Risk can be 
defined as an environmental, social or governance event or condition that, if it occurs, could cause an actual or potential material negative 
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impact on the value of an investment. 
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D I S C L O S U R E  
This material has been prepared exclusively for use with professional, accredited or institutional investors, wholesale clients and non-retail investors for general 

information purposes only and does not take into account the investment objectives, financial situation or needs of any particular person. By accepting this material, you 

acknowledge and agree that this material is provided for your use only and that you will not distribute or otherwise make this material available to any person. 

  

This material and its contents may not be reproduced or distributed, in whole or in part, without the express written consent of Wellington Management.  This document 

is intended for marketing purposes only. It is not an offer to anyone, or a solicitation by anyone, to subscribe for units or shares of any Wellington Management Fund 

(“Fund”). Nothing in this document should be interpreted as advice, nor is it a recommendation to buy or sell securities. Investment in the Fund may not be suitable for all 

investors. Any views expressed in this document are those of the author at the time of writing and are subject to change without notice. Fund shares/ units are made 

available only in jurisdictions where such offer or solicitation is lawful. The Fund only accepts professional clients or investment through financial intermediaries. Please 

refer to the Fund offering documents for further risk factors, pre-investment disclosures, the latest annual report (and semi-annual report), and for UCITS Funds, the 

latest Key Investor Information Document (KIID) or Key Information Document (KID) before investing. For each country where UCITS Funds are registered for sale, the 

prospectus and summary of investor rights in English, and the KIID / KID in English and an official language, are available at www.wellington.com/KIIDs. For share/unit 

classes registered in Switzerland, Fund offering documents in English can be obtained from the local Representative and Paying Agent — BNP Paribas Securities Services, 

Selnaustrasse 16, 8002 Zurich, Switzerland. Wellington Management Funds (Luxembourg) and  Wellington Management Funds (Luxembourg) III SICAV are  authorised 

and regulated by the Commission de Surveillance du Secteur Financier and Wellington Management Funds (Ireland) plc is authorized and regulated by the Central Bank 

of Ireland. The Fund may decide to terminate marketing arrangements for shares/units in an EU Member State by giving 30 working days’ notice. 

 

◼ In Canada, this material is provided by Wellington Management Canada ULC, a British Columbia unlimited liability company registered in the provinces of Alberta, 

British Columbia, Manitoba, New Brunswick, Newfoundland and Labrador, Nova Scotia, Ontario, Prince Edward Island, Quebec, and Saskatchewan in the categories of 

Portfolio Manager and Exempt Market Dealer. ◼ In the UK, issued by Wellington Management International Limited (WMIL), authorised and regulated by the Financial 

Conduct Authority (Reference number: 208573). ◼ In Europe (ex. UK and Switzerland), issued by marketing entity Wellington Management Europe GmbH which is 

authorised and regulated by the German Federal Financial Supervisory Authority (BaFin). Shares of the Fund may not be distributed or marketed in any way to German 

retail or semi-professional investors if the Fund is not admitted for distribution to these investor categories by BaFin. In Spain CNMV registration number 1236 for 

Wellington Management Funds (Luxembourg) and CNMV registration number 1182 for Wellington Management Funds (Ireland) plc. ◼ In Dubai, this material is provided 

by Wellington Management (DIFC) Limited (WM DIFC), a firm registered in the DIFC with number 7181 and regulated by the Dubai Financial Services Authority (“DFSA”). 

To the extent this document relates to a financial product, such financial product is not subject to any form of regulation or approval by the DFSA. The DFSA has no 

responsibility for reviewing or verifying any prospectus or other documents in connection with any financial product to which this document may relate. The DFSA has not 

approved this document or any other associated documents nor taken any steps to verify the information set out in this document, and has no responsibility for it. Any 

financial product to which this document relates may be illiquid and/or subject to restrictions on its resale. Prospective purchasers should conduct their own due 

diligence on any such financial product. If you do not understand the contents of this document, you should consult an authorised financial adviser. This document is 

provided on the basis that you are a Professional Client and that you will not copy, distribute or otherwise make this material available to any person. ◼ In Hong Kong, 

Wellington Management Hong Kong Limited (WM Hong Kong), a corporation licensed by the Securities and Futures Commission to conduct Type 1 (dealing in securities), 

Type 2 (dealing in futures contracts), Type 4 (advising on securities), and Type 9 (asset management) regulated activities. Wellington Private Fund Management 

(Shanghai) Limited (WPFM), which is an unregulated entity incorporated in China, is a wholly-owned subsidiary of WM Hong Kong. Wellington Global Private Fund 

Management (Shanghai) Limited (WGPFM) is a wholly-owned entity and subsidiary of WPFM and is registered as a private fund manager with Asset Management 

Association of China to conduct qualified domestic limited partnership and management activities. ◼ In mainland China, this material is provided for your use by WPFM, 

WGPFM, or WMHK (as the case may be). ◼ In Singapore, Wellington Management Singapore Pte Ltd (WM Singapore) (Registration Number 201415544E), regulated by 

the Monetary Authority of Singapore.  WM Singapore is regulated by the Monetary Authority of Singapore under a Capital Markets Services Licence to conduct fund 

management activities and deal in capital markets products, and is an exempt financial adviser. ◼ In Australia, Wellington Management Australia Pty Ltd (WM Australia) 

(ABN19 167 091 090) has authorized the issue of this material for use solely by wholesale clients (as defined in the Corporations Act 2001).  ◼ In Japan, Wellington 

Management Japan Pte Ltd (WM Japan) (Registration Number 199504987R) is registered as a Financial Instruments Firm with registered number: Director General of 

Kanto Local Finance Bureau (Kin-Sho) Number 428 a member of the Japan Investment Advisers Association, the Investment Trusts Association, Japan (ITA) and the 

Type II Financial Instruments Firms Association (T2FIFA).   WM Hong Kong and WM Japan are also registered as investment advisers with the SEC; however, they will 

comply with the substantive provisions of the US Investment Advisers Act only with respect to their US clients. Wellington Management Funds (“the Funds”) may not be 

offered to citizens and residents of the United States or within the United States, its territories, or possessions   (other than to distributors and financial intermediaries). 

None of the Funds have been or will be registered under the US Securities Act of 1933, as amended (the “Securities Act”), and none of such shares may be offered, sold, 

transferred or delivered, directly or indirectly, in the United States or to United States residents or citizens (other than to distributors and financial intermediaries). None 

of the Funds have been or will be registered as an investment company under the US Investment Company Act of 1940, as amended (the “1940 Act”). Interests in the 

Funds may be offered through an affiliate of Wellington Management Company LLP; Wellington Funds Distributors, Inc., an SEC-Registered Broker/Dealer, Member 

FINRA and SIPC. Office of Supervisory Jurisdiction: 280 Congress Street, Boston, MA 02210. Tel: 617-951-5000 Fax: 617-951-5250. Not FDIC Insured — No Bank 

Guarantee — May Lose Value. 

  

©2024 Wellington Management. All rights reserved. As of 12 April 2024. WELLINGTON MANAGEMENT FUNDS ® is a registered service mark of Wellington Group Holdings 

LLP   

 

http://www.wellington.com/KIIDs

