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Fund commentary

The month of December was marked by central bank meetings and key economic data as the year ended. Market moves 

were driven more by adjustments in interest rate expectations than by any change in sovereign risk perceptions. Equity 

markets ended the year with positive returns (SXXP +16.66%/S&P +16.39%) with SXXP up by 2.73% in December, while 

S&P was slightly down by up by 0.05% over the month. 

In the US, the Federal Reserve cut interest rates by 25bps, down to 3.50%-3.75% range, while emphasizing that future 

decisions will depend on incoming data. At the same time, stronger growth forecasts led investors to question how 

quickly further rate cuts might take place in 2026, putting some upward pressure on longer-term yields.  

In Europe, the ECB left rates unchanged (as expected) and confirmed that it is likely approaching the end of the 

tightening cycle, although it continues to stress a cautious, meeting-by-meeting approach. 

During the month, US economic data pointed to moderating growth and a gradually cooling labor market. Activity 

indicators remained subdued outside AI-related investment, while employment growth slowed and unemployment 

edged higher, despite still-low jobless claims. Inflation readings were distorted by temporary factors, making near-

term trends difficult to interpret. In the Eurozone, momentum initially improved, led by strength in services and exports, 

before softening toward year-end.  

Moody’s November default report showed 14 corporate defaults, above the five-year monthly average of 11. However, 

the year-to-date total remained below last year’s figure, with 116 defaults through November compared to 133 

previously. Looking ahead, Moody’s forecasts a 2%–6% default rate over the next year, with a base expectation of 2.5%, 

down from the current 4.3% rate. 

US IG credit saw negative returns for the month, but the 1–5-year maturity range, where the fund is concentrated, 

delivered positive returns due to minimal rate impact—short-term rates stayed steady while long-term rates rose. US 

IG credit spreads tightened by 3bps and the 1–5-year maturity range by 2bps, placing spreads at 58bps a shy 1bps 

tightening over the year. The primary market was less active, as the end of the year approached and markets waited for 

the FED’s final meeting of the year. 

As for the fund, like its benchmark it enjoyed positive performance, with the short end 0-1 year behaving a bit better, 

providing some carry and stability. In terms of sectors, Financials overperformed non-financials, with overweight’s in 
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Telecoms and Autos although overperforming not compensating the remaining sectors.  In terms of changes to the 

fund, with the reduced activity in primary and needing to raise cash for the dividend, the fund sold some positions that 

were expensive to make liquidity. The fund ended the period with a YTM 4.35% of and duration of 2.62 years, that 

compares to the benchmark 3.28% and 2.68 years of duration. 
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