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A changing narrative – from inflation risk to growth risk
It is definitely going hard for the bond market. Since the middle of last year, we have experienced a significant 
correction in the interest rate markets, particularly with sovereign debt and Investment Grade(1) credit, 
which has amplified the rise in sovereign rates. The correction was 14.1% on the European Investment Grade 
since the low point in rates last August, compared to 8.3% in March 2020, or 7.6% during the financial crisis 
of 2008(2). In addition, and this is unusual, the segment underperformed the risk-adjusted high yield market, 
which fell by the same amount over the period. And June set a new record on the credit market: 
Investment Grade market posted a -3,57% correction with both rate and credits contributing negatively, 
with credit in a larger extent.

Since May, there has been a changing narrative from inflation risks to growth risks, as investors grappled 
with ongoing monetary tightening, the zero-Covid strategy in China, as well as the war between Russia 
and Ukraine. However, concerns about growth meant that investors began to price a less aggressive pace 
of monetary tightening from the FED over the coming months. In Europe, continued upside inflation surprises 
contributed to growing pressures for the ECB to hike rates as early as July. Sovereign bond became again 
a safe haven asset. In June, the 10-year bund increased from 1,12% to 1,34% with a peak at 1,93% on June 16th(2).

Due to rising interest rates to fight inflation & widening spreads, Investment Grade currently offers an attractive 
return for the risk taken with levels we did not see any more since 2012. A € Investment Grade portfolio (index) 
with a 5-year maturity now generates around a 3,7% return, when it was paying just over 0% at the end 
of the last year. Indeed, the companies in this segment have the necessary resilience to the turbulence 
that may be experienced, particularly after a period of improving their solvency and liquidity. While in May 
2/3 of € IG bonds offered yields above 2%, in June it increased already to 85% of the € IG bond market offering 
yields higher than 2%.

In this context, we decided to lock higher returns on strong names mainly between A and BBB, to build 
our portfolio with YTM of 5,6% with an modified duration around 3,76. In our opinion, there are currently 
not many asset classes that give this visibility with this type of yield. Concerning HY, it seems to us a bit early 
to return to it with the fears on the cycle and potentially rising default rates in the coming months. 
This is why we have improved the quality of our issuers since the beginning of the year. On IG as well, 
we remain very selective and are gradually improving the quality of issuers in our portfolio.

H1 2022 key points

(1) Debt securities issued by companies or governments rated between AAA and BBB- on the Standard & Poor’s scale.
(2) Source : Bloomberg, 30/06/2022
The above information does not constitute investment advice or a recommendation to invest
The figures provided relate to previous months or years and past performance is not a reliable indicator of future performance and is not constant over time et "Performance 
calculations are based on net management fees.
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2022 June May April March February January

R-co Conviction Credit Euro IC -12.76% -4.75% -1.26% -2.49% -0.81% -2.81% -1.32% 

Markit Iboxx Corp Overall -12.42% -3.57% -1.28% -2.79% -1.35% -2.74% -1.36%

Delta Net -0.34% -1.17% 0.02% 0.30% 0.54% -0.07% 0.04%

Sources: Rothschild & Co Asset Management Europe, 30/06/2022.
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In May, rates positioning contributed to the outperformance but credit was costly to the fund, mainly through 
its NR exposure. June was a difficult month with a 1.17% underperformance mainly linked to the credit risk 
which was significant in June. Both Alpha(3) and Beta(4) were negative drivers to the fund with Alpha linked 
to underperformance of high beta such as High Yield (-93bps), Hybrids and the real estate sector (-47bps).  

Going forward
We believe that R-co Conviction Credit Euro is a strategy that can take advantage of the current scenario with the following key takeaways:

• �Improving the credit quality of the portfolio with a positioning on credit with BBB/BBB- 
As the Investment Grade market is currently offering attracting yields and the High Yield market is not sufficiently reflecting the risk 
of a recession, the fund manager is focusing investments on IG bonds (between AAA and BBB-). This move will allow to further improve 
the quality of the assets of our portfolios as we see the credit cycle move forward very quickly. Currently, 85% of the portfolio is invested in IG, 
with mainly BBB (64,9%).

• �A portfolio construction that allows the fund to perform well in a context of rising rates:

- �Compared with the index, the fund is more defensively positioned and overweighted on bonds with shorter durations favoring 3-5 
and 5-7 years maturity as a protection against rising rates. Duration in years is currently at 4.

- �The fund’s exposure to financials which could take profit of rising interest rates The fund is invested for 56% in financials. 
The steepening of the curve has triggered an inflection of net interest margins, which impact half of the revenues of the European banking 
sector, on average.

• We favor shorter & mid duration bonds

- �The fund is more defensively positioned than the index and is overweight bonds with shorter durations, favoring 3–7-year maturities 
as a protection against rising rates.

- �Duration in years is currently at 3.8.

• A conviction management with a high tracking-error (2.4% over 10 years) that allows to generate alpha. Currently, the YTM of the fund is 5,3%.

• A well-diversified portfolio with 206 positions remains important with a quickly changing credit cycle.

(3) �A measure of the outperformance of a portfolio, stock or security relative to its theoretical performance. Alpha therefore denotes a manager’s ability to create value by being able to 
identify stocks or securities that are performing better than they should, taking into account their risk, and this for a given period.

(4) Beta is a measure of the volatility—or systematic risk—of a security or portfolio compared to the market as a whole.
Source: Rothschild & Co Asset management Europe July 2022.
The above information does not constitute investment advice or a recommendation to invest.
The allocations and breakdowns, both geographical and sectoral, are not fixed and are subject to change over time, within the limits of the prospectus.

Performances on 30/06/2022 2022 YTD 3 years 5 years 10 years

R-co Conviction Credit Euro IC - ISIN: FR0007008750 -12.76% -2.46% -1.14% 2.61%

Markit Iboxx Corp Overall -12.42% -3.55% -1.01% 1.68%

Sources: Rothschild & Co Asset Management Europe, 30/06/2022.
The figures provided relate to previous (months or) years and past performance is not a reliable indicator of future performance and is not constant over time 
Performance calculations are based on net management fees.
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Key figures:
• AuM 1,134 Bn

• �Modified Duration 
3.76 (vs. 4.83 
for the benchmark)

• �YTM 5,3% (vs. 3,07% 
for the index)
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The above information does not constitute investment advice or a recommendation to invest.

The risk level of this sub-fund is 3 (volatility between 2% and 5%) and mainly reflects its positioning on private debt products 
while having a sensitivity between 0 and +8. The historical data used to calculate this synthetic indicator may not be a reliable 
indication of the sub-fund’s future risk profile. The risk category associated with the sub-fund is not guaranteed and may change 
over time, either upwards or downwards. A rating of 1 does not mean that the investment is “risk-free”. The capital invested in the 
UCITS is not guaranteed. Other important risk factors, not adequately taken into account by the indicator: liquidity risk, impact of 
techniques such as derivatives. The occurrence of one of these risks may result in a decrease in the UCI’s net asset value. For more 
information about the risk profile and its main contributors, please refer to the prospectus.

Any investment is always subject to risk. Subscription fee: 2.00%. Management fees (in % of net assets) 0.72%. 
Before investing, each investor must ensure the jurisdictions in which the UCI is registered. The KIID, the full prospectus 
as well as the net asset value (NAV)/net inventory value (NIV) are available on our website: am.eu.rothschildandco.com 

http://am.eu.rothschildandco.com
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am.eu.rothschildandco.com
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Disclaimer 

Advertising, simplified and non-contractual document. The information, comments and 
analyses in this document are provided for information purposes only and should not 
be construed as an investment or tax advice, or as an investment recommendation from 
Rothschild & Co Asset Management Europe. The information/opinions/ data mentioned in 
this document considered legitimate and correct on the day of publication, in accordance 
with the economic and financial environment in place at that date, are subject to change 
at any time.

Although this document has been prepared with the greatest care from sources that 
Rothschild & Co Asset Management Europe believed to be reliable and in good faith, 
no representation or warranty, express or implied, is made as to information accuracy 
or completeness, which are indicative only and are subject to change without notice. 
Rothschild & Co Asset Management Europe has not independently verified the information 
contained in this document and cannot be held responsible for any errors, omissions or 
interpretations of the information contained in this document. This analysis is only valid at 
the time of writing of this report.

Furthermore, given the subjective nature of certain analyses, we draw your attention to 
the fact that any information, projections, estimates, anticipations, assumptions and/or 
opinions are not necessarily put into practice by the management teams of Rothschild & 
Co Asset Management Europe, or its affiliates, who act according to their own convictions. 
Certain forward-looking statements are prepared on the basis of certain assumptions, 
which are likely to differ either partially or totally from reality. Any hypothetical estimates 
are, by their nature, speculative and it is possible that some, if not all, of the assumptions 
relating to these hypothetical illustrations may not materialise or may differ significatively 
from current determinations.

The information does not presume the suitability of the UCI presented to the profile and 
experience of each individual investor. Rothschild & Co Asset Management Europe shall 
not be liable for any decision taken on the basis of or inspired by the information contained 
in this document. In case of doubt, and before making any investment decision, we 
recommend that you contact your financial or tax advisor. The Undertaking for Collective 
Investment (UCI) presented above is organised according to French law and regulated 
by the French financial markets authority (AMF). Any investment is always subject to risk. 
Before any investment, please imperatively read the key investor information document 
(KIID) and prospectus of the UCI carefully, especially its section relating to risks. Each 
investor must also ensure the jurisdictions in which the UCI is registered. The KIID, the full 

prospectus as well as the net asset value (NAV)/net inventory value (NIV) are available on 
our website: www.am.eu.rothschildandco.com. The information presented is not intended 
to be disseminated and does not constitute in any way an invitation for US nationals or 
their agents. The units or shares of the UCI presented in this document are not and will not 
be registered in the United States pursuant to the U.S. Securities Act of 1933 as amended 
(“Securities Act 1933”) or admitted under any law of the United States. These units or 
shares may neither be offered, sold in or transferred to the United States (including in its 
territories and possessions), nor directly or indirectly benefit to a “US Person” (within the 
meaning of Regulation S of the Securities Act of 1933) and equivalent persons (as referred 
to in the US “HIRE” Act of 18 March 2010 and in the FATCA provisions).

Figures provided relate to previous years. Past performance is not a reliable indicator 
of future performance and is not constant over time. The value of investments and the 
income derived from them may vary both upwards and downwards, and is not guaranteed. 
The value of investments and the income derived from them may vary both upwards and 
downwards, and is not guaranteed. It is therefore possible that you may not recover the 
amount originally invested. Exchange rates variation may increase or decrease the value 
of the investments and the resulting income when the reference currency of the UCI is 
different from the currency of your country of residence. UCIs whose investment policy 
is aimed more specifically at specialised markets or sectors (such as emerging markets) 
are generally more volatile than common and diversified allocation funds. For a volatile 
mutual fund, the fluctuations may be particularly large, and the value of the investment 
may therefore fall sharply. The performances presented do not take into account any fees 
and commissions received on the subscription and redemption of units or shares of the UCI 
herein. The portfolios, products or securities presented are subject to market fluctuations 
and no guarantee can be given as to their future development. The tax treatment depends 
on the individual situation of each investor and may be subject to change.

Rothschild & Co Asset Management Europe, organized under the laws of France, 
registered with the Trade and Companies Register of Paris RCS Paris 824 540 173. 
A management company licensed by the Autorité des Marchés Financiers under 
N° GP 17000014, having its registered office 29, avenue de Messine, 75008 Paris, France.

No part of this document may be reproduced, in whole or in part, without the prior 
written permission of Rothschild & Co Asset Management Europe, under pain of legal 
proceedings.

About the Asset Management’s division of Rothschild & Co
As the specialised asset management division of the Rothschild & Co group, we offer personalised asset management services to a broad client base of institutional investors, 
financial intermediaries and distributors. Our development is focused on a range of open-ended funds, marketed under four strong brands: Conviction, Valor, Thematic and 4Change, 
and leveraging our long-term expertise in active management with conviction as well as in delegated management. Based in Paris and established in 10 European countries, we manage 
more than 22 billion euros and employ nearly 150 people. More information at: www.am.eu.rothschildandco.com 

http://am.eu.rothschildandco.com
https://www.linkedin.com/showcase/rothschild-&-co---asset-management-europe/

