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The third quarter was marked by an increasingly dovish tone from central banks, which tried to mitigate the global growth
slowdown and a weakening investors sentiment. This, in turn, led to a more volatile rate and credit environment and a
global fall in risk free rate. This ultimately benefited to corporates, as the search for yield helped to digest a heavy pipeline
in primary market. As a result, we saw a fall in risk free yield and a slight widening of credit spread. Thanks to the central
banks actions, this latest remained contained. Euro credit market posted a performance of +2.76 in Q3 (as measured by
the BofAML Global Corporate Index). The main contributor to the performance was the decrease in rate.
AXA WF Global Buy and Maintain Credit (“the Fund”) recorded a return of + 2.68%.
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Our trading activity over the quarter has been driven by flows and portfolio maintenance. We kept a slightly defensive bias,
with most of our investments on the defensive and financials sectors. Benefiting from a very active primary market, most
of our purchases was made through new issues, this enabled us to limit the transaction cost and slightly increase the
diversification.

Outlook

Turnover
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Spreads widened moderately during the quarter. Thanks to the ECB’ quantitative easing expectation and announcement,
we saw an outperformance of euro credit vs. both the US dollar and sterling credit markets, which have been penalised by
a growth slowdown and Brexit political turmoil. Government yield continued to fall, and the yield curve flattened. This
implied that most of the credit market total return came from the duration effect. In this context, due to its higher
diversification in sterling and a light steepening bias, the portfolio slightly lagged its investment universe.

Fund activity

Fund Size
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Global stocks gained over the quarter. Equities were initially boosted by better-than-expected corporate earnings and
supportive monetary policy from the US Federal Reserve (Fed) in July. Markets fell in August following a sharp escalation
in US-China trade hostilities but recovered in September, due in part to further monetary stimulus measures by the Fed and
the European Central Bank (ECB). US equities reached record highs in July before the volatility in August dampened
performance. European shares also rose, supported by the ECB’s dovish monetary policy shift. The UK was hit by political
uncertainty, as Boris Johnson took over as prime minister in July, promising a 31 October exit from the EU and announcing
the suspension of parliament for five weeks beginning in September, which increased fears of a ‘no deal’ scenario;
however, this was deemed unlawful by the UK Supreme Court and UK stocks posted modest gains for the quarter.
Developed-market bond yields fell over the quarter, as global economic growth slowed, and trade anxieties resurfaced.
Having reached a tentative truce in late June, China and the US imposed more sanctions on one another after relations
deteriorated in late July. At this time, President Trump accused China of reneging on an agreement to import more US
agricultural produce.
In the US bond market, the yield on the 10-year US treasury bond (which moves inversely to price) fell from 2.01% to
1.66% over the three months. Reflecting fears of a recession, in mid-August the US yield curve flattened to levels last seen
in 2007. In addition, the 30-year US treasury bond yield dipped below 2% in a historic first. The Fed opted to cut interest
rates in July and September, taking them to a range of 1.75–2.0%.
In Germany, the 10-year benchmark yield was negative for the whole of the quarter, moving from -0.33% to -0.57%. In
September, policymakers in Europe also lowered rates, and announced plans to resume their €2.6 trillion asset-purchase
scheme.
Yields fell notably in Italy, moving from 2.10% to 0.82%. They were pushed lower by the news that a new coalition
government had been formed, consisting of the Five Star and the Democratic parties. Later, the Italian government sold
bonds totalling €7.5 billion at record-low yields. The new bonds were available in two maturities – five and 10 years – and
attracted plenty of interest from investors.
In the US, new issue activity picked up sharply in September, with Apple undertaking its first new issue since 2017 in the
form of a 30-year bond. Walt Disney and manufacturer Deere also issued new 30-year bonds early in the month. On just
one day in early September, 21 investment-grade companies came to the market with new bonds. The glut of issuance is
partly down to historically low US treasury yields, which have lowered borrowing costs. Data firm Dealogic reported that
credit issuance reached $434 billion worldwide in September, a record amount.
In Europe, it emerged that an increasing proportion of sovereign bonds were trading at negative yields, prompting investors
to turn to corporate credit. According to data released in August, yields on 40% of the European investment-grade market
were trading in negative territory.
In M&A news, shareholders at Just Eat and Takeaway.com agreed their merger, valued at £4.7 billion. Meanwhile, Uber is
planning to approach debt markets to raise $750 million to fund its takeover of Careem, a company with a similar business
model operating in the Middle East. The bonds are to be sold via private placement and have a maturity date of 2027.
Elsewhere, the planned acquisition of UK firm Cobham by a private equity group has stalled after the UK government
expressed concerns over national security. As a result, the Competition and Markets Authority will look into the implications
of the £4 billion deal and report their findings at the end of October.
Overall, the pace of M&A activity has fallen by 11% in 2019 to date to $2.8 trillion. M&A activity among smaller companies
has been slowing, although mega-deals (those above $10 billion) have helped to offset this decline.



The global manufacturing sector weakened further in September, with the US ISM Index falling to 47.8, its lowest level
since the financial crisis a decade ago. The equivalent index in the euro area also dropped further, and it seems that global
manufacturing is on the verge of negative growth. So far, non-manufacturing activity has held up better, with domestic
sectors in many major economies continuing to be supported by low unemployment and rising real incomes. However, the
fear is that weaker factory output reflects uncertainty in the global economy, particularly around trade, and that this will
eventually affect employment and broader economic growth. Therefore, the odds are shifting in favour of two additional
interest-rate cuts by the Fed before year-end, taking the fed funds rate to 1.25%. These interest-rate expectations are
supportive for bonds and will limit the extent by which US treasury yields can increase in the months ahead. Indeed, global
bond markets will remain buoyed by what is now a period of global monetary easing.
Despite rising in early September, global core government bond yields trended down in recent weeks. This strong
momentum could threaten again the August lows in yield, especially with the ECB still to implement most of the measures it
announced in September. It is difficult to see a significant improvement in investor sentiment in the short term, with the
uncertainties of Brexit and the US-China trade relationship potentially persisting through year-end. While credit markets
continue to perform well, the absence of any positives on the macro front could begin to erode credit fundamentals. The
inability of global equity markets to make new highs is something worth watching. A rise in equity volatility would be a
bearish signal for credit and could lead to a widening of spreads.
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Fund strategy



Fund Breakdown by Sector3

AXA IM’s low turnover ‘Buy and
Maintain’ strategy is designed to
address the inherent
inefficiencies in passive index
tracking, and the structural
changes in the credit market that
have made active fixed income
management more difficult.
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1.3%

Fund Breakdown by Region4

Fund Breakdown by Currency5

The Fund’s global focus
offers exposure to a broadly
diversified, worldwide
opportunity set, with the
flexibility to invest wherever
the best credit opportunities
are identified. Meanwhile, the
low turnover ‘Buy and
Maintain’ strategy is
designed to minimise the
value-eroding impact of
transaction costs, thereby
maximising returns for
investors.

Fund Breakdown by Rating6

Source 3: AXA IM Based on the BofA Merill Lynch Level 3 sector classification
Source 4: AXA IM and Bloomberg. Based on Issuers' Ultimate Country of Risk
Source 5: AXA IM. Please note that all non-USD currency exposure is hedged back to USD
Source 6: AXA IM. Rating is the worst of S&P, Moody's and Fitch as at 30/09/2019
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