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We present our Q2 2022 outlook for the Global Unconstrained Bond Strategy which incorporates  
our core markets, emerging markets and global credit views. 

By the Global Fixed Income Team 

Q1 performance summary 
During the first quarter of the year, the representative account of the Global Unconstrained Bond Strategy returned 
a very strong relative gain of +2.60%. The total return was negative 3.56% versus the benchmark performance of 
negative 6.16%. The bulk of the relative performance came from the local price effect, 2.21%, while currency views 
returned an additional 0.39%. Q1 marks one of the largest drawdowns since the inception of the Global Aggregate 
index (1992). Additionally, if you used the ICE BAML US Treasury Index as a benchmark you will have not seen a 
drawdown like this since the early 1980s.  

Global Unconstrained Bond Strategy Q1 performance 

GLOBAL UNCONSTRAINED BOND STRATEGY       

Total Return     Local Management   

Q1 Gross Total Return -3.56% Total Effect (local) 2.21% 

Q1 Benchmark Return -6.16% Total Currency Effect 0.39% 

Outperformance 2.60% Total Effect   2.60% 

Source Nikko AM, As at 31 March 2022 

This is provided as supplementary information to the performance reports prepared and presented in compliance with the Global Investment 
Performance Standards (GIPS®). Returns are based on a representative account of the Global Unconstrained Bond strategy. The benchmark for this 
strategy is the Bloomberg Barclays Global Aggregate Bond Index The copyright and intellectual rights to the index displayed above are the sole 
property of the index provider. Returns for calculation periods in excess of one year are annualised, but those for the periods of less than one year 
are not annualised. Numbers in the table may not sum to total due to rounding. The Firm claims compliance with the Global Investment 
Performance Standards (GIPS ®) and has prepared and presented this report in compliance with the GIPS. GIPS® is a registered trademark of CFA 
Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained herein. 
Past performance does not guarantee future returns. To obtain a GIPS Composite Report, please contact GIPS_inquiry@nikkoam.com. 

In FX positioning, the Global Fixed Income Team (“the team”) preferred a higher allocation to the US dollar, 
particularly versus the euro, based on the investment theme of monetary policy divergence between the Federal 
Reserve (Fed) and the European Central Bank (ECB) which added 10 basis points (bps) to the relative gains. Meanwhile, 
overweight exposure to several commodity-linked currencies such as the Norwegian krone and Chilean peso 
contributed a further 17 bps. In the Antipodean region, the team favoured an allocation to the Australian dollar versus 
the New Zealand dollar in anticipation of a hawkish turn by the Reserve Bank of Australia (RBA), and corresponding 
repricing of interest rate expectations at the short end of the curve, which was set to benefit the former versus the 
latter. This trade added a further 7 bps to relative gains. 
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Total currency effect on relative performance 

Government bond markets came under heavy pressure during Q1 as short-
term interest rates began to price an increased probability of imminent 
interest rate hikes, particularly by the Fed, and by other key developed market 
central banks. The team exploited these moves in interest rates by 
implementing a 2-year/30-year flattener position in the US, in addition to 
markedly reducing duration on a portfolio level, by shorting the 2-year and 1-
year parts of the US swap curve. These two strategies contributed over 200 
bps of relative performance during Q1. Additionally, underinvestment in 
corporate as well as government bonds benefited the strategy’s relative 
performance. However, a higher allocation to government-related and                   
municipal sectors partially offset those gains.  

Total effect in detail   

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

 
Source Nikko AM, As at 31 March 2022. This is provided as supplementary information to the performance reports prepared and presented in 
compliance with the Global Investment Performance Standards (GIPS®). Returns are based on a representative account of the Global 
Unconstrained Bond strategy. The benchmark for this strategy is the Bloomberg Barclays Global Aggregate Bond Index The copyright and 
intellectual rights to the index displayed above are the sole property of the index provider. Returns for calculation periods in excess of one year 
are annualised, but those for the periods of less than one year are not annualised. Numbers in the table may not sum to total due to rounding. 
The Firm claims compliance with the Global Investment Performance Standards (GIPS ®) and has prepared and presented this report in 
compliance with the GIPS. GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does 
it warrant the accuracy or quality of the content contained herein. Past performance does not guarantee future returns.To obtain a GIPS 
Composite Report, please contact GIPS_inquiry@nikkoam.com. 

Total Effect ( Local ) 2.21%

Derivatives 2.05%
CDS

US IG -0.05%

US HY 0.04%

EUR IG -0.06%

EUR Xove r -0.10%

Asia x JP IG 0.01%

Futures

GE 2s10s -0.28%

US 1s3s 0.23%

Swaps

US 2s30s 0.60%

 US 1s & 2s 1.40%

AU2s vs NZ2s 0.27%

Corporate 1.29%
Underexposure 1.29%

Government related -2.38%
Local authority* -0.98%

Foreign sovereign** -0.07%

Supranational*** -0.66%

Taxable Municipals**** -1.18%

Other***** 0.51%

Securitised 0.30%
DKK Covered Bonds -0.35%

Underinvestment in US 0.65%

Government 0.95%

Total Currency Effect 0.39%
Short EUR/USD 0.10%

Long NOK/EUR 0.09%

Long CLP/USD 0.08%

Long AUD/NZD 0.07%

Long RUB/USD 0.03%

Long CAD/JPY -0.03%
Source Nikko AM, As at 31 March 2022 

* Canadian provinces, New Zealand local government funding agency
** EM external debt
*** Asia, EBRD, IFC
**** State of California & New York
*****Underexposure to EUR/GBP/AUD denominated issues
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Q2 outlook and positioning  
Following the sharp move higher of government bond yields in recent months and the associated flattening of yield 
curves, the team now believes that global government bond yields are likely to stabilise in the coming months and 
accordingly have reduced the underweight portfolio duration in the strategy. The team view is that inflation has 
peaked on an annualised basis.  However, in some developed markets risks persist due to lingering supply chain 
disruptions and tight labour markets in western advanced economies, particularly in the US. Valuations now look 
attractive for government bonds as real yields have turned positive for longer maturities while expectations of 
monetary policy tightening appear somewhat extended relative to previous hiking cycles. Additionally, there are 
seasonal factors that will likely be supportive for global bonds in the coming months with the summer months in the 
northern hemisphere typically associated with a relative preference for safe-haven assets as well as the potential for 
fresh rebalancing flows from institutional investors such as US and UK defined benefit pension funds as well as 
Japanese institutions. 

The team maintained its view of a relative repricing of interest rate expectations in Australia, expressed via a relative 
2-year swap position paying Australian rates versus receiving New Zealand rates. The Reserve Bank of New Zealand 
have already initiated rate hikes and there remains significant scope for the RBA to signal and implement further 
policy tightening thereby reducing the current rate differential between the two countries, which are on a broadly 
similar economic trajectory. 

The team has also taken the view that the current interest rate hike expectations for the Eurozone appear to be 
overpriced with too much policy tightening anticipated by the market. We have entered a convergence trade 
between the ECB and the Bank of England (BOE) via paying euro rates versus receiving UK rates, given the recent 
incrementally dovish shift from both central banks. Expectations for the ECB to continue hiking through 2023 may 
prove too optimistic given the stagflationary environment on the continent, and associated risk of a recession in the 
coming quarters, even though the ECB will likely initiate rate hikes in Q3, as expected. As such the team continues to 
expect an underperformance of the euro whilst recently upgrading its view on the UK pound as the BOE may need to 
respond more aggressively to increased price pressures should an anticipated slowdown in demand not materialise. 

The team has also maintained a positive view on a number of commodity currencies, aside from the Australian dollar, 
including the Norwegian krone and Canadian dollar, with notably hawkish central banks providing additional support 
above and beyond the significant terms of trade improvement from the supply-driven surge in global commodity 
prices. In contrast the team has turned more cautious on the Chinese renminbi as the government’s unyielding COVID 
restrictions are hampering economic growth with consumer demand likely to suffer while industrial activity is 
inhibited. As such we believe that additional policy easing is likely with the People’s Bank of China focusing on a 
weaker currency to restore competitiveness. 

Additionally, given the sharp underperformance of Swedish rates in recent weeks, as the Riksbank have belatedly 
acknowledged the persistence of price pressures in the economy and pivoted towards a more hawkish path for 
interest rates, the team also believes that the expectations are somewhat optimistic given that Sweden is exposed to 
similar economic risks as the Eurozone. Given that Swedish mortgage bond spreads over their respective government 
bonds are also now comparable to Danish mortgage bonds the team decided to express this relatively more 
constructive Swedish rates view via Swedish mortgage bonds. 

Finally, in credit markets the team believes that despite improved valuations, credit markets in Europe remain 
vulnerable to a further deterioration in economic growth, coupled with the obvious technical headwind of an end to 
ECB’s corporate sector purchase programme in the coming months. Meanwhile, the team believes that US credit 
markets are relatively more attractive given the underlying economic resilience, with corporates better positioned to 
pass on higher input prices to consumers. High yield spreads look particularly compelling at circa 400 bps, with the 
team biased to increase its exposure if spreads widen again as concerns over a more aggressive hiking cycle from the 
Fed could linger. 
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Current portfolio  

 
Source Nikko AM, As at 31 March 2022 
 
Please note: Other/[Unassigned}* includes portfolio weight’s CDS positioning. 

This is provided as supplementary information to the performance reports prepared and presented in compliance with the Global Investment 
Performance Standard (GIPS®). The data above is based on the representative account of the Global Unconstrained Bond strategy. The 
representative benchmark for this composite is the Bloomberg Barclays Global Aggregate Bond Index. Past performance does not guarantee future 
returns. GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the 
accuracy or quality of the content contained herein. To obtain a GIPS Composite Report, please contact GIPS_inquiry@nikkoam.com. 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Top 10 Bond Holdings

Maturity (%) 

Duration (%)

Asset Allocation (%)

Country Allocation (%) FX Allocation (%)

Issuer Bond Portfolio Weight (%)
International Finance IFC 2 ⅛ 04/07/26 5.02
State of California CAS 7.500 04/01/34 4.98
European Bank for Reconstruction & Development EBRD 1 ⅝ 09/27/24 4.95
Asia Development Bank ASIA 1 ¾ 08/14/26 4.91
State of New York NYS 2.680 03/15/41 4.71
Nordea Bank NDASS 1 10/01/53 4.58
Nykredit NYKRE 1 10/01/53 4.56
UK Government UKT 0 ⅝ 07/31/35 4.31
Realkredit RDKRE 1 10/01/53 3.65
US Government T 1 ⅞ 02/15/32 3.48

Asset Type Portfolio Weight (%)
Corporate Bonds 15.14
Currency Forwards -0.82
Interest Rate Swaps 0
Local/Regional Government Debt 13.6
Sovereign Debt 21.48
Supra-National Debt 14.88
US Treasuries 15.18
Treasury Bills 9.69
US Taxable Municipals 8.67
Cash 2.37

Maturity Portfolio Weight (%)
0 - 1 yr 17.39
1 - 3 yr 4.91
3 - 5 yr 16.35
5 - 7 yr 6.27
7 - 10 yr 17.25
10+ yr 37.88

Duration Portfolio Weight (%)
0 - 1 yr 17.39
1 - 3 yr 6.39
3 - 5 yr 17.71
5 - 7 yr 9.05
7 - 10 yr 20.81
10+ yr 28.70

Country Portfolio Weight (%) Benchmark Weight (%)

USD 38.16 43.61

DKK 13.08 0.21

JPY 13.05 12.46

NZD 7.41 0.18

CNY 6.11 8.01

NOK 5.00 0.11

EUR 4.86 22.29

GBP 4.73 4.60

AUD 4.25 1.45

IDR 2.18 0.42

CLP 1.10 0.05

ZAR 0.06 0.00

CAD 0.00 2.86

Other 0.00 3.76

Country Portfolio Weight (%) Benchmark Weight (%)

United States 30.51 26.86

Denmark 13.08 0.32

Canada 10.96 3.60

New Zealand 10.14 0.20

United Kingdom 9.47 4.94

Philippines 5.01 0.21

Colombia 2.23 0.10

South Africa 2.17 --

France 1.82 5.30

Costa Rica 1.52 --

Italy 1.43 3.13

Australia 1.41 1.65

Japan 0.06 12.85

Other/[Unassigned]* 10.17 40.84

Reference to individual stocks is for illustration purpose only and does not guarantee their continued inclusion in the strategy’s portfolio, nor constitute a 
recommendation to buy or sell. 
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Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for distribution only 
under such circumstances as may be permitted by applicable laws. This document does not constitute personal investment advice or a personal 
recommendation and it does not consider in any way the objectives, financial situation or needs of any recipients. All recipients are recommended 
to consult with their independent tax, financial and legal advisers prior to any investment.  

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments or 
participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM’s investment strategy in any way. The 
information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but have not 
been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no responsibility or 
liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, projections, estimates or 
prospects contained within this document. This document should not be regarded by recipients as a substitute for the exercise of their own 
judgment. Opinions stated in this document may change without notice.  

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. Estimates of 
future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of any principal investment. 
The mention of individual securities, sectors, regions or countries within this document does not imply a recommendation to buy or sell.  

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, provided 
that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.  

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by Nikko 
AM is strictly prohibited.  

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan nor is it 
intended for distribution to persons in Japan.  Registration Number: Director of the Kanto Local Finance Bureau (Financial Instruments firms) No. 
368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association. 

United Kingdom and rest of Europe: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised and regulated 
in the United Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084).  This document constitutes a financial promotion for the 
purposes of the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United Kingdom, and is directed at 
professional clients as defined in the FCA Handbook of Rules and Guidance. 

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering or distribution of 
a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity. Nikko Asset Management 
Americas, Inc. is a United States Registered Investment Adviser. 

Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and intermediaries 
only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of Singapore. 

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and intermediaries only. 
The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory authority in Hong Kong.  
Nikko Asset Management Hong Kong Limited is a licensed corporation in Hong Kong. 

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, FSP22562). It 
is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only. 

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer 
to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the addressee only 
and must not be passed to, issued to, or shown to the public generally.  

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by the Kuwaiti 
Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis a private placement 
or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as amended). No private or public 
offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will be concluded in Kuwait. No marketing 
or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.  

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised and regulated 
by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority (the FCA) in the United 
Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in 
full or in part for any purpose whatsoever without a prior written permission from Nikko AME. 

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or 
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko AME is 
not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that person will not 
therefore benefit from any protections that would be available to such clients.  

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, may at any 
time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers or may provide or 
have provided significant advice or investment services in any investments referred to in this document or in related investments. Relevant 
confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings group and not available to 
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Nikko AME because of regulations or internal procedure is not reflected in this document. The investments mentioned in this document may not 
be eligible for sale in some states or countries, and they may not be suitable for all types of investors.  

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated by 
the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it constitute an 
offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 139 of the Executive 
Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the conclusion of any contract of 
whatsoever nature within the territory of the Sultanate of Oman.  

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an independent 
investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public and should not be 
reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose whatsoever without a prior 
written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded in your jurisdiction and any inquiries 
regarding the Strategies should be made to Nikko AME.  

United Arab Emirates (excluding DIFC):  This document and the information contained herein, do not constitute, and is not intended to constitute, 
a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only being offered to a 
limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks involved in an investment 
in such Strategy, and (b) upon their specific request.  

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority or any 
other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee only and should 
not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee's consideration thereof).  

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe Ltd. 

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances is, to be 
construed as, an offering of financial investment products or services.  Nikko AM is not making any representation with respect to the eligibility of 
any person to acquire any financial investment product or service.  The offering and sale of any financial investment product is subject to the 
applicable regulations of the Republic of Korea. Any interests in a fund or collective investment scheme shall be sold after such fund is registered 
under the private placement registration regime in accordance with the applicable regulations of the Republic of Korea, and the offering of such 
registered fund shall be conducted only through a locally licensed distributor. 
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