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We expect inflation to rise during Q2 2021 and remain elevated throughout the remainder of the year, but not to accelerate far away from the Fed’s

target.

Interest rates are, in our view, on hold for the remainder of this year and beyond, despite an improving economic situation.

Whilst rates are on hold for now, if inflation does embed and the markets start to anticipate multiple rate hikes by the Fed, this will cause risk assets to

fall in value, just as they did in 2018.

We have a meaningful allocation to longer-dated EM hard currency and local currency bonds where we believe there is sufficient yield cushion to more-

than-offset the losses that we expect through the inherent duration exposure.

However, with spreads so narrow, we continue to hold almost 30% of the Fund in short-dated US Treasuries.

Key Takeaways

Strategy and Positioning-Looking Forward
Almost all our conversations with Fund investors over the last few weeks and months have focussed on the topics of inflation and the future path of yield

curves, particularly in the US. This makes sense – the future path of the yield curve will have tremendous implications for all asset prices in future. So far this

year we have seen yield curves steepen as the prospects for economic recovery have improved. Although the trend paused in April, we believe it can resume

– as economies continue to reopen the possibility of moves higher still in long end yields remains real. Part of our belief that yields can rise further is that we

see inflation starting to come through. We expect inflation to rise during Q2 2021 and remain elevated throughout the remainder of the year, but not to

accelerate away. There are temporary supply side constraints that are forcing the prices of some goods higher, but this is far from the sustainable inflation

that the Fed wants to see before it thinks of raising interest rates. For that, we need to see sustained wage inflation, and there is considerable slack in the

labour market that needs to be absorbed before wage inflation becomes embedded.Some inflation would be perceived as good news – if prices start to rise,

more of the recently-arrived stimulus cheques may be spent, rather than languishing in the banking system. As a result, interest rates are, in our view, on

hold for the remainder of this year and beyond, despite an improving economic situation. This adds up to a supportive environment for risk assets, which

goes some way to justify the very low levels of credit spreads and near all-time-high equity market valuations that we see today. As we have repeatedly

stated, we do not believe that higher long end yields are problematic for risk markets. Risk assets will be far more sensitive to changes in short term yields –

expectations for interest rates. Whilst rates are on hold for now, if inflation does embed and the markets start to anticipate multiple rate hikes by the Fed

(no earlier than late 2022), this will cause risk assets to fall in value, just as they did in 2018, the last time the Fed hiked rates. For now, we believe that risk

assets have further to run, and we have allocations to higher-yielding sectors, including High Yield debt itself (although much of this exposure is via

subordinated issues of otherwise investment grade companies) and contingent convertible bonds of European financials. We also have a meaningful

allocation to longer-dated EM hard currency and local currency bonds where we believe there is sufficient yield cushion (and the potential for capital

appreciation through spread narrowing) to more-than-offset the losses that we expect through the inherent duration exposure. However, with spreads so

narrow, we do not believe it is the right time to be maximising risk, so continue to hold almost 30% of the Fund in short-dated US Treasuries. This stabilises

the Fund and offers liquidity to help us take advantage of future opportunities from volatility. We also continue to have a measure of protection in place in

the form of investment grade CDS exposures, and we hedge a substantial portion of the Fund’s duration exposure through US Treasury futures at the 2 year

and 5-year points of the curve.

Disclaimer
This marketing material was prepared by Nomura Asset Management Malaysia Sdn Bhd (Registration No. 200601028939 (748695-A) (“NAMM”) for information purposes only and is not intended as an offer, solicitation or recommendation with respect to the purchase or

sale of any particular investment. The Nomura Global Dynamic Bond Fund (‘Fund’) is a wholesale fund offered to Sophisticated Investors based on the definition as set out in the Securities Commission Malaysia’s Guidelines on Unlisted Capital Market Products Under the

Lodge and Launch Framework. This marketing material has not been reviewed by the Securities Commission Malaysia (“SC”). 

Before investing in the Fund, investors are advised to read and understand the contents of the Nomura Global Dynamic Bond Fund’s Information Memorandum (“IM”) dated 2 February 2021 and Product Highlights Sheet (“PHS”) which highlights the key features and risks

of the Fund. Both the IM and PHS have been lodged with the SC but it should not be taken to indicate that SC recommends the Fund. SC takes no responsibility for the contents of the IM, the PHS and this marketing material; makes no representations as to their accuracy

or completeness; and expressly disclaims all liability arising from, or in reliance upon the whole or any part of their contents. Copies of the IM and PHS can be obtained from our office and application for units can only be made on receipt of an application form referred to

and accompanying a copy of the IM. Among others, investors should be aware: i) of the risks and costs involved in investing in the Fund; ii) that the price of units (in the Fund) and distributions payable (if any) may go down as well as up; and iii) that past performance of

the Fund and target fund (if any) should not be taken as an indication of its future performance. Investors should make their own risk assessment and seek professional advice, where necessary. 

 

Whilst the contents of this marketing material are believed to be correct and not misleading, no representation is made to that effect. Unless otherwise stated, all statements, figures, graphs and other information included in this marketing material are as of the date of

this material and are subject to change without notice. To the extent permitted by law, NAMM does not accept liability for any statement, opinion, information or matter (express or implied) arising out of, contained in or derived from, or any omission from this marketing

material, whether negligent or otherwise. The contents of this marketing material are not intended in any way to indicate or guarantee future investment results. This marketing material may not be copied, re-distributed or reproduced in whole or in part without the

prior written approval of NAMM.

The Case of
Rising Inflation

M A Y  2 0 2 1 - N O M U R A  G L O B A L  D Y N A M I C  B O N D  F U N D


