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General Comment on Market Developments

• In September, there was a risk-on tone in global markets, particularly after the FOMC
delivered its first rate cut of 2025, lowering the Fed funds rate by 25bps to 4.00-4.25%.
This was expected after growing signs of weakness in the US labour market.

• 10-year US Treasury yields ended the month -8bps lower at 4.15%. Treasuries rallied after
the Fed meeting, but also due to a sharp decline in oil prices at the end of the month after
OPEC indicated that they may raise production again, which also helped reignite hopes of
deeper rate cuts.

• Meanwhile, the ECB held rates at 2.00% as expected, maintaining that policy “is in a good
place” while making dovish macro projections for 2027. This decision followed a muted
August CPI print, with Euro area headline inflation ticking up 1bp to 2.05% YoY due to less
negative energy base effects. Euro area Composite PMI was also broadly in line with
expectations, edging slightly higher from 51.0 to 51.2. Overall, we saw a limited impact on
bond yields, with 10-year German Bund yields edging up +1bp to 2.71%. In terms of
political news, French Prime Minister Bayrou lost the confidence vote by a wider-than-
expected margin, with Macron subsequently appointing centrist ally Sebastien Lecornu in
his place. Later that week, Fitch announced a downgrade to France’s credit rating from
AA- to A+ citing rising debt, political fragmentation and other fiscal-related uncertainties.
Long end (30yr) French government bond yields experienced significant intra-month moves
due to this, peaking as high as 4.50%.

• In the UK, the MPC decided to hold interest rates at 4.00% and delivered a hawkish
guidance, while not entirely closing the door to a November rate cut. Given this decision
was in line with consensus expectations, there was a muted market reaction, and 10-year
UK Gilt yields ended the month -2bps lower at 4.70%. Less expected was the BoE’s
decision to skew sales towards shorter maturities over the next QT period (which runs from
October to September). Before the MPC meeting, UK CPI for August came broadly in line
with expectations, moving from 3.83% in August to 3.79%, supporting the decision to hold
rates. Meanwhile, UK Composite PMI remains volatile, falling from 53.5 to 51.0.

• European Investment Grade Credit delivered a positive excess return of +0.37% in
September. Spreads on the Bloomberg Barclays Euro Corporate Index tightened by -5bps,
ending the month back at 79bps. Financials outperformed non-financials over the month.

Performance
Credit Allocation (+): Credit beta management delivered a positive active performance
versus the benchmark, given the Fund’s overweight in DxS terms and the tightening of the
EUR IG index over the month, driven by the technical backdrop given lower supply and
resumption of strong flows in the asset class.
Security and Sector selection (+): Financials led the strongest contribution to performance
– specifically, Additional Tier 1 and Tier 2 instruments in Banking contributed the most
(outperforming Senior instruments), followed by security selection in Senior bonds in
Specialised Financials. Within non-financials, the overall overweight positioning across
Electric, Natural Gas and other Utilities contributed to performance, aided by security
selection in Hybrid instruments in Electric specifically. Within Industrials, security selection
in Senior bonds across Communications and Basic Industry represented the strongest
contributor to performance, whereas an allocation to Senior bonds in Technology
represented a detractor. Finally, the overweight allocation to Agencies (across mostly
Senior and select Hybrid bonds) contributed to performance.
Macro (-): The overweight duration positioning detracted from the portfolio's performance as
the yield of German Bunds increased over the month.

Rendement

Waarde begin van de periode € 76,869,083

Waarde eind van de periode € 69,908,441 

Outlook

Despite the ECB maintaining that policy “is in a good place”, we believe that risks are skewed
towards further easing as their updated macro projections indicate a small, but persistent
undershoot of the 2% inflation target in 2027 However, the ECB’s insensitivity to marginal
misses in economic data would imply the need for larger misses for further easing to occur.
From a growth perspective, our hard and soft data tracking for Q3 shows there is an upside risk
both relative to consensus and the ECB’s forecast; therefore, their assessment of a more
balanced growth outlook in the wake of the tariff shock does not seem out of line. In terms of
duration positioning, we maintain a preference for Europe as we expect near-term inflation to
be subdued and anticipate a positive supply technical going into year-end. Meanwhile, we
consider the term premium priced by the market in the front-end (2026 onwards) as too high,
therefore we re-established front-end curve flatteners, this time via futures.

As we move towards blackout ahead of the Q3 earnings season, new issuance is expected to
slow down further, after a steady and well-absorbed supply period that has seen strong
demand for higher-beta, subordinated products. Early profit warnings for packaging and
chemicals names lead to broader concerns not only for other cyclical sectors such as
automotives, but future aggregate demand more generally. Against this backdrop, we do not
see sufficient compensation for having high exposure to the cyclical sector and prefer more
defensive sectors such as Utilities. We plan to remain modestly short or neutral cyclical names
in the near term, reflecting both stretched valuations and the risk of further negative surprises
as earnings season develops, but we are also cognisant that there is no clear catalyst to move
materially wider in the near-term.
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