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FUND COMMENTARY – OCTOBER 2021
THREADNEEDLE (LUX) EUROPEAN SOCIAL
BOND
Summary
 European investment-grade credit delivered negative returns in October.
 Gross of fees, the fund returned -0.65%, modestly underperforming the
benchmark1.
 We bought new green bonds from Triodos and Vesteda and sustainability
bonds from the EIB and EBRD.
Simon Bond
Fund Manager

Market Background
October was a poor month for European investment-grade (IG) credit, with the
fund’s benchmark making a negative total return of -0.62%. While equities
bounced back after a weak September, euro IG credit spreads continued to trade
in a narrow range, and indeed edged marginally wider overall. Continuing another
trend, there was more day-to-day movement in underlying German bunds and
other core government bonds. Core yields were volatile as investors struggled to
gauge how persistent the current inflationary pressures might be, particularly
given recent wage rises in developed economies, and how aggressively central
banks might act in response.
There was also a marked flattening in the major yield curves. Yields at the short
end were driven higher by rate-hike fears; those at the long end fell as long-term
inflation expectations stabilised towards month end after a sharp rise. The 5-year
bund yield rose 17 basis points (bps) to -0.39% while the 30-year yield fell 14 bps
to 0.14%.
The current trend of rising inflation and slowing growth has brought with it
increased concerns about the potential for ‘stagflation’. IHS Markit’s flash
composite purchasing managers’ index for the eurozone showed the slowest
expansion in six months as supply-chain problems continued to bite. Earlier in the
month, the IMF had cut its forecast for Germany’s 2021 growth from 3.6% to
3.1%, citing supply disruptions, though it raised the forecast for the euro area as
a whole from 4.6% to 5.0%.
Meanwhile, the European Central Bank went into its policy meeting with
eurozone inflation running well above target: September’s figure had been
confirmed at a 13-year high of 3.4%. Despite this, the bank kept its bondpurchase programme unchanged. ECB President Christine Lagarde said that
while inflation would likely be more persistent than initially feared, it should
nevertheless fade next year without the need for a rate rise. This attempt at
reassurance apparently failed, as short-dated bund yields soared and markets
continued to price in a 2022 rate hike. Later, the preliminary inflation print for
October came in at 4.1% – higher than expected and more than twice the ECB’s
target.
In ESG news, the EU launched its inaugural 12 billion euro ‘green’ bond.
Proceeds will be used to fund around a third of the bloc’s pandemic recovery

FOR INVESTMENT PROFESSIONAL USE ONLY

1

Issued November 2021 | Valid to end February 2022

FUND COMMENTARY | OCTOBER 2021

package. Member states will need to submit payment requests as they reach environmental targets.
Meanwhile, the UK issued its second tranche of ‘green’ gilts - the 2053 bond is the longest sovereign green
bond issued to date and was just over 12 times oversubscribed. The UK government also released details
on its strategy to achieve net-zero by 2050. The plans received mixed reviews with some environmental
groups voicing concerns that the strategy is “riddled with holes and omissions”. As the month ended, the
long-awaited COP26 climate change conference got underway in Glasgow. Its aim is to accelerate action
towards the goals of the 2015 Paris Agreement and the UN Framework Convention on Climate Change.

Performance and Positioning
Gross of fees, the fund returned -0.65% in October, modestly underperforming the benchmark, which
returned -0.62%. Over the year to date, the fund returned -1.95%, 51 bps behind its benchmark1.
Credit strategies weighed on relative performance in October, mainly due to unfavourable security selection.
Marginal detractors at the issue level included bonds from German state North Rhine-Westphalia and the
EU. Rates strategies were positive in aggregate, reflecting favourable country and curve positioning.
New issuance came in much lower than in September, as was expected given the start of the earnings
season. We participated in new green offerings from sustainable bank Triodos and residential property
company Vesteda, as well as sustainability issues from the European Investment Bank (EIB) and the
International Bank for Reconstruction and Development (IBRD).
The Triodos deal is the firm’s first green bond and will be used to fund lending in renewable energy,
environmentally sustainable management of living natural resources and green buildings. Vesteda’s 10-year
issue is the company’s second green offering and will further ESG initiatives; proceeds will be used to
finance homes with an Energy Performance Certificate (EPC) rating of ‘A’ and homes which have made an
improvement of at least two EPC label-steps up to a minimum rating of ‘C’, as well as new build homes that
have an energy performance coefficient of 0.4 or better.
In the secondary market, we added to a range of positions, including green bonds from Digital Realty,
Telefónica, Eurogrid and Vodafone; social bonds from the EU and Spanish state-owned lending organisation
ICO; and general corporate purpose issues from airport operator Avinor and German grid operator Amprion.
On the sales side, we exited BT and Ausgrid, while reducing exposure to a number of issuers including
Akelius Residential Property, GlaxoSmithKline and banking groups Rabobank, ING and Belfius.

Outlook
We retain a fairly neutral view in terms of the outlook for spreads. In spite of a little more hawkishness from
central banks, we feel that policy conditions are likely to stay supportive into the coming quarter. Meanwhile,
although growth is expected to ease from the pace recorded in the second quarter, GDP data should remain
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, by the end of this year,
to be broadly similar to how we were towards the end of 2019. For banks, we anticipate a falling ‘cost of risk’,
with ‘normalisation’ achieved by 2022. Margins, though, are likely to remain under pressure, capital ratios are
likely to decline (albeit staying at healthy levels), and loan growth is expected to remain modest in Europe
and the US.
As for technical factors, market issuance should come in below the levels seen last year, while demand for
income-generating assets is still a positive force.
So why, then, aren’t we more bullish? The problem is one of valuations (spreads) and how those sit in the
historical context. European IG spreads ended the period around 0.5 standard deviations richer than the 20year average, and richer still over shorter periods.
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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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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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