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THREADNEEDLE (LUX) EUROPEAN SOCIAL
BOND
Summary
 European investment-grade credit delivered positive returns in November.
 Gross of fees, the fund returned 0.44%, outperforming the benchmark1.
 We bought new green bonds from NatWest and TenneT and a sustainabilitylinked bond from Kerry Group.
Simon Bond
Fund Manager

Market Background
European investment grade (IG) credit delivered a small positive return of 0.36%
in November as measured by the fund’s benchmark. In a departure from the
trend that had been in place since April, spread volatility returned to the market
during the month. This was mainly driven by the discovery of the Omicron
coronavirus strain in South Africa, but even before that there was a lot of
troubling news for markets to digest. Among other developments, Covid cases
surged in Europe, tensions escalated between Russia and Ukraine, Belarus
threatened to disrupt the EU’s gas supply, and US inflation reached a 31-year
high.
For credit specifically, higher-than-expected new issuance was added to these
already challenging conditions. Global IG credit spreads broke out of their narrow
trading range and finished the month some 15% wider in risk-adjusted terms.
Euro IG spreads fared worst, widening over 26% on the same basis, while US
dollar and sterling counterparts increased by 16% and 10% respectively. The
underperformance of euro IG seems to have been partly due to technical selling
triggered by a cheapening of euro swaps relative to German bunds; swaps bore
the brunt of rising inflation expectations, as bunds were insulated to a degree by
ongoing central bank purchases.
The weakness in IG spreads was offset by strength in underlying core
government bonds, though their advance was likewise far from smooth. Yields on
US Treasuries, UK gilts and German bunds all fell early in the month as the
relevant central banks were seen to be more dovish than expected. The Federal
Reserve began to taper its bond purchases, as had been well flagged in
advance, but didn’t signal any greater hurry to start raising rates. The Bank of
England decided against a widely expected rate hike, while the president of the
European Central Bank said that rates in the eurozone were “very unlikely” to rise
next year.
Later, yields rose in response to the jump in US inflation before falling back on
worries about the resurgent pandemic in Europe. News that Austria was to
impose a national lockdown helped push even the far end of the German yield
curve below zero. Treasuries came under pressure again a few days later when
Jerome Powell, rather than a supposedly more dovish candidate, was
renominated as Fed chair. Towards month end, Powell said that the word
‘transitory’ could be retired as a description for current US inflation, and that
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tapering might have to accelerate. This hawkish shift was unable to derail the Omicron-driven rally in core
bonds, but Treasuries did lag gilts and bunds.
In ESG news, the COP26 climate change conference concluded with an agreement that, while weaker than
many had hoped for, marked a significant step forward. Importantly, countries have been asked to come
back to the table with enhanced pledges aligned with a goal of limiting global warming to 1.5 degrees Celsius
in 2022, instead of the usual five-year cycle. Elsewhere, the Bank of England began enforcing green criteria
when purchasing corporate bonds. Companies will need to satisfy ‘climate-related eligibility criteria before
being bought, and a scorecard will be created for each issuer with details of these factors, which will be
made available to all investors. The European Central Bank is expected to follow suit with a similar process.

Performance and Positioning
Gross of fees, the fund returned 0.44% in November, outperforming the benchmark, which returned 0.36%.
Over the year to date, the fund returned -1.52%, 43 bps behind its benchmark.1
Credit strategies were the main driver of outperformance over the month. A modest overweight in IG credit
risk and off-index exposure to high-yield bonds proved unhelpful as spreads widened. However, this was
more than offset by gains from favourable industry positioning and credit selection. In terms of selection
effects, marginal positive contributors at the issuer level included Thames Water, E.ON and Rabobank.
Rates strategies were marginally positive in aggregate, reflecting favourable duration and curve positioning.
As mentioned, new issuance picked up despite the uncertain backdrop. We took part in a range of new
issues over the month. These included green bonds from banking group NatWest and utility companies
Électricité de France (EDF), TenneT and Stedin; a social bond from Spanish state-owned lending
organisation ICO; a sustainability-linked issue from food and beverage group Kerry; and a general corporate
purpose issue from insurer Allianz.
TenneT’s €1 billion senior green offering - its largest ever issue - will be used to finance green power
transmission projects, with a focus on connecting large-scale offshore wind farms to the onshore electricity
grid and enhancing the onshore transmission capacity for renewable energy. Kerry’s sustainability-linked
framework is aimed at further improving the group’s sustainability strategy and commitments, which are
centred around the firm’s vision of offering 2 billion people sustainable nutrition by 2030.
In the secondary market, we increased exposure to a number of positions including green bonds from
property company Vonovia and utilities E.on and ERG; social bonds from Italian development bank Cassa
Depositi E Prestiti;; and general corporate purpose issues from Holcim Finance and Bupa.
On the sales side, we exited Telecom Italia and French public finance company AFD, while reducing issuers
including banking groups Banque Fédérative du Crédit Mutuel, Rabobank and La Banque Postale, and
railway companies Deutsche Bahn and SNCF.

Outlook
Little can be deduced about the potential impact of the Omicron strain until more is known about its severity,
transmissibility and the protection offered by current vaccines. Early evidence on its severity suggests
grounds for cautious optimism.
Leaving that question aside for the meantime, then, we retain our neutral view on the outlook for spreads.
While the Fed has started its journey to normalisation, monetary policy conditions are still supportive and
expected to remain so in the coming months. Meanwhile, although GDP growth has eased of late, it remains
positive. This ‘not too hot, not too cold’ environment is a healthy background for the IG market.
Our team of credit analysts expect corporate credit quality to continue improving and to have regained prepandemic levels by the end of the year. As for technical factors, market issuance should remain below the
levels seen last year, while demand for income-generating assets remains a positive force.

1

Past performance does not predict future returns. Please refer to the KIID document found on our website
for further information on the fund performance.
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So why, then, are we not more bullish? The problem is one of valuations (spreads) and how those sit in the
historical context. Despite the widening seen in November, global IG spreads went into December about 0.5
standard deviations richer than the 5-year and 20-year averages.

Key Risks
The value of investments can fall as well as rise and investors might not get back the sum originally invested.
Where investments are in assets that are denominated in multiple currencies, or currencies other than your
own, changes in exchange rates may affect the value of the investments.
The Fund invests in securities whose value would be significantly affected if the issuer refused, was unable
to or was perceived to be unable to pay.
The fund holds assets which could prove difficult to sell. The fund may have to lower the selling price, sell
other investments or forego more appealing investment opportunities.
Changes in interest rates are likely to affect the fund’s value. In general, as interest rates rise, the price of a
fixed rate bond will fall, and vice versa.
The fund’s assets may sometimes be difficult to value objectively and the actual value may not be
recognised until assets are sold.
Most bond and cash funds offer limited capital growth potential and an income that is not linked to inflation.
Inflation is likely to affect the value of capital and income over time. Changes in interest rates are likely to
affect the fund’s value. In general, as interest rates rise, the price of a fixed rate bond will fall, and vice versa.
The investment policy of the fund allows it to invest in derivatives for the purposes of reducing risk or
minimising the cost of transactions.
The fund may exhibit significant price volatility.
All the risks currently identified as being applicable to the Fund are set out in the “Risk Factors” section of the
Prospectus. Please read the Key Investor Information Document and the Fund Prospectus if considering
investing.
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Important information
For use by professional clients and/or equivalent investor types in your jurisdiction (not to be used with or passed on to retail clients).

For marketing purposes.
Past performance is not a guide to future performance.
The value of investments and any income is not guaranteed and can go down as well as up and may be affected by exchange rate fluctuations. This means
that an investor may not get back the amount invested.
Your capital is at Risk.
This material is for information only and does not constitute an offer or solicitation of an order to buy or sell any securities or other financial instruments, or
to provide investment advice or services.
Threadneedle (Lux) is an investment company with variable capital (Société d’investissement à capital variable, or "SICAV") formed under the laws of the
Grand Duchy of Luxembourg. The SICAV issues, redeems and exchanges shares of different classes. The management company of the SICAV is
Threadneedle Management Luxembourg S.A, which is advised by Threadneedle Asset Management Ltd. and/or selected sub-advisors.
Certain sub-funds of the SICAV are registered in Austria, Belgium, Denmark, France, Finland, Germany, Hong Kong, Iceland, Ireland, Italy, Liechtenstein,
Luxembourg, Macau, the Netherlands, Norway, Portugal, Singapore, Spain, Sweden, Switzerland, the UAE and the UK; however, this is subject to
applicable jurisdictions and some sub-funds and/or share classes may not be available in all jurisdictions. Shares in the Funds may not be offered to the
public in any other country and this document must not be issued, circulated or distributed other than in circumstances which do not constitute an offer to
the public and are in accordance with applicable local legislation.
Shares in the Funds may not be offered, sold or delivered directly or indirectly in the United States or to or for the account or benefit of any “U.S. Person”,
as defined in Regulation S under the 1933 Act.
Het compartiment is op grond van artikel 1:107 van de Wet op het financieel toezicht opgenomen in het register dat wordt gehouden door de Autoriteit
Financiële Markten. / Pursuant to article 1:107 of the Act of Financial Supervision, the subfund is included in the register that is kept by the AFM.
Threadneedle (Lux) is authorised in Spain by the Comisión Nacional del Mercado de Valores (CNMV) and registered with the relevant CNMV's Register
with number 177
Please read the Prospectus before investing.
Subscriptions to a Fund may only be made on the basis of the current Prospectus and the Key Investor Information Document, as well as the latest annual
or interim reports and the applicable terms & conditions. Please refer to the ‘Risk Factors’ section of the Prospectus for all risks applicable to investing in
any fund and specifically this Fund. Documents other than KIIDs are available in English, French, German, Portuguese, Italian, Spanish and Dutch (no
Dutch Prospectus). KIIDs are available in local languages. The summary of investor rights is available on our website in English. Documents can be
obtained free of charge on request by writing to the management company at 44, rue de la Vallée, L-2661 Luxembourg, Grand Duchy of Luxembourg, from
International Financial Data Services (Luxembourg) S.A. at 47, avenue John F. Kennedy, L-1855 Luxembourg, Grand Duchy of Luxembourg, from
www.columbiathreadneedle.com and/or from
- in Austria from Erste Bank, Graben 21 A-1010 Vienna;
- in Belgium from CACEIS Belgium S.A., avenue du Port 86 C b 320, 1000 Brussels
- in France from CACEIS Bank, 1/3 Place Valhubert, 75013 Paris;
- in Germany from JP Morgan AG, Junghofstr. 14, 60311 Frankfurt;
- in Liechtenstein from Liechtensteinische Landesbank AG, Städtle 44, 9490 Vaduz Principality of Liechtenstein;
- in Sweden from Skandinaviska Enskilda Banken AB (publ), Kungsträdgårdsgatan, SE-10640 Stockholm, Sweden;
- in the UK from JPMorgan Worldwide Securities Services, 60 Victoria Embankment, London EC4Y 0JP;
- in Switzerland from our representative and Paying Agent in Switzerland, RBC Investor Services Bank S.A., Esch-sur-Alzette, Zurich branch, Bleicherweg
7, CH 8027 Zurich.
Threadneedle Management Luxembourg S.A. may decide to terminate the arrangements made for the marketing of the Fund.
Please note that this fund has Reporting Fund status in the UK. Tax treatment depends on individual circumstances. Tax concessions are not guaranteed
and tax legislation may change in the future. For additional information please refer to the Prospectus.
Tax treatment depends on individual circumstances. Tax concessions are not guaranteed and tax legislation may change in the future.
The mention of any specific shares or bonds should not be taken as a recommendation to deal.
The analysis included in this document has been produced by Columbia Threadneedle Investments for its own investment management activities, may
have been acted upon prior to publication and is made available here incidentally. Any opinions expressed are made as at the date of publication but are
subject to change without notice and should not be seen as investment advice. Information obtained from external sources is believed to be reliable but its
accuracy or completeness cannot be guaranteed.
This document is a marketing communication. The analysis included in this document have not been prepared in accordance with the legal requirements
designed to promote its independence and have been produced by Columbia Threadneedle Investments for its own investment management activities,
may have been acted upon prior to publication and is made available here incidentally. Any opinions expressed are made as at the date of publication but
are subject to change without notice and should not be seen as investment advice. Information obtained from external sources is believed to be reliable but
its accuracy or completeness cannot be guaranteed.
In the EEA: Threadneedle Management Luxembourg S.A. Registered with the Registre de Commerce et des Sociétés (Luxembourg), Registered No. B
110242 44, rue de la Vallée, L-2661 Luxembourg, Grand Duchy of Luxembourg.
In the UK issued by Threadneedle Asset Management Limited. Registered in England and Wales, Registered No. 573204, Cannon Place, 78 Cannon
Street, London EC4N 6AG, United Kingdom. Authorised and regulated in the UK by the Financial Conduct Authority
Columbia Threadneedle Investments is the global brand name of the Columbia and Threadneedle group of companies.
In the Middle East: This document is distributed by Columbia Threadneedle Investments (ME) Limited, which is regulated by the Dubai Financial Services
Authority (DFSA). For Distributors: This document is intended to provide distributors’ with information about Group products and services and is not for
further distribution. For Institutional Clients: The information in this document is not intended as financial advice and is only intended for persons with
appropriate investment knowledge and who meet the regulatory criteria to be classified as a Professional Client or Market Counterparties and no other
Person should act upon it.
Performance attribution source FactSet, calculated using a daily time-weighted methodology based on gross returns as at global close on the last working
day of the month.
columbiathreadneedle.com
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