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Fund Performance
The fund returned -1.74% in December underperforming the fund’s benchmark the Bloomberg 
Global Aggregate (GBP) which returned -1.23%. 

Market Commentary

While the US government shutdown had finally ended by December – its effects were still being felt as 
delayed economic data was released in bursts – often with significant questions around its accuracy 
given the challenges with collection over the period when government workers were not at their stations.

Overall, the picture painted by data hasn’t changed much – consumers look, feel and sound increasingly 
unhappy about the cost of living and the economic outlook, yet aggregate consumer spending remains 
buoyant. This strongly hints at a yawning divide between the haves and the have nots. Data concerning 
3rd quarter US GDP was released in December and positively surprised market expectations, indicating 
annualised growth of 4.3%. the details were somewhat confounding as investment made a very low 
contribution despite the ongoing AI capex boom and net exports – historically a drag on US growth giving 
its penchant for imports, was a major boost. Due to the aforementioned shutdown, it is expected that Q4 
will look less rosy. As with much of the data released over the month, markets largely ignored any major 
implications.

The biggest events of the month were assuredly the central bank meetings. All 4 of the world’s major 
central banks met during the month resulting in the full range of potential outcomes – hikes, cuts and no 
changes.

The Federal Reserve and Bank of England both cut rates by 25bps, as had been expected. Both decisions 
were driven by concerns about weaker labour markets. These concerns were deemed significant enough 
to just override some of the policy makers’ anxieties about ongoing above-target inflation. Both decisions 
were far from unanimous, hammering home the lack of theoretical or practical consensus about how to 
handle such a mixed economic picture.

The Bank of Japan hiked rates by 25bps. While this decision was expected in the days leading up to 
the meeting, we don’t have to go back many weeks to find a time when it seemed unthinkable. Recent 
communication and decision making continues to be difficult to follow and tinged with more than a little 
politicisation. The election of Sanae Takaichi, as leader of the ruling Liberal Democrat Party, and thus her 
elevation to Prime Minister has resulted in significantly expanded fiscal plans. Bond markets have not 
taken kindly to this news with yields having risen considerably in recent months. For this reason, it had 
been expected that the new PM would pressure the BoJ NOT to hike rates, given that such a move would 
raise borrowing costs for the government, just as they seek to borrow even more. In the end a news story 
in the days leading up to the BoJ meeting suggested that PM Takaichi had approved a hike and thus it 
became a “done deal”.
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What all 3 central banks had in common was that their communication expressed significant uncertainty 
about future policy moves. This resulted in market moves which could be considered opposite to what 
one might expect, given the specific decisions made. In the US and UK we saw bond yields rise despite 
rate cuts and in Japan we saw the yen weaken rapidly despite the rate hike. 

Suffice it to say – we are seeing increasing challenges for all policy makers as markets periodically rebel 
against the cumulative impact of extreme and unsustainable fiscal and monetary policies of the last few 
decades. 

The quietest central bank meeting was without doubt, the European Central Bank who neglected to 
change policy for the 4th consecutive meeting, citing their policy as being in a good place. For now that’s 
true as growth is positive and inflation isn’t far from the 2% target. As Germany ramps up its fiscal spend, 
France tries to pass a consolidatory budget, and growth in Italy remains entirely absent it seems likely that 
the ECB will have more difficult decisions to make in 2026. 

Overall, it was a month of rising yields particularly in Europe and the US – for once UK gilts fared relatively 
better. 

A final note on Australia where yields rose precipitously into year end. A combination of some stronger 
data – particularly inflation data, and some less than dovish comments from the Reserve Bank of Australia 
have combined with a large, long position amongst the international investor community to create an 
aggressive and technically driven sell off (falling prices/rising yields). We remain highly sceptical about the 
need or wisdom of rate hikes at this juncture and have sought to lean gently against these moves.

In currency markets it was yet another month of significant volatility and a real lack of thematic moves. The 
US dollar weakened for most of the month – except for versus the Japanese yen – in spite of the rise in US 
yields. Emerging market currencies continue to perform admirably as consensus continues to embrace 
the swathe of positive drivers for those economies and assets. 

Portfolio Activity

Activity was very light during December. We added a long position in Romanian euro denominated 
10y bonds. We are impressed by the government’s aggressive fiscal consolidation plans and thus feel 
that the spread on offer is now significantly attractive compensation for the credit risks. 

Investment Outlook 

We continue to assess that the global economy is in an end of cycle process and as such we favour 
a defensive posture in the fund. Rate cut pricing has been ebbing and flowing as economic data and 
economic policy create significant confusion. However, our assessment is that these now only just 
represent a return to neutrality let alone a provision of stimulus. Thus, in most scenarios we expect 
more cuts to be delivered relative to what the market currently prices. This asymmetry continues to 
inform our portfolio allocation.

The return of Donald Trump to the White House has created near unprecedented policy uncertainty. 
This presents multiple risks to the outlook with potentially dramatically divergent impacts on bond 
and currency markets. We remain highly vigilant to the effects of these changes and stand ready to 
materially amend our view and our positioning accordingly. We assess the most likely impact to be 
weaker near-term growth.

We are increasingly looking to the emerging market world as an attractive diversifier and value 
proposition. With more economic orthodoxy than the developed world in many cases, high real 
rates and thus attractive valuations we believe that EM debt can perform strongly within an end of 
cycle phase which usually presents challenges for the asset class. This view is further emboldened 
by our negative stance on the US dollar. There are many potential drivers of a weak US dollar. Our 
analysis suggests that the existence of a huge and unsustainable imbalance in US dollar exposure 
globally is the more likely driver of a secular decline in the Greenback. Europe, Japan, Taiwan, South 
Korea and others have built up historically large US asset exposures with historically low hedge 
ratios. The likelihood is that hedge ratios must increase and thus create a self-fulfilling decline in the 
value of the dollar. 

Data source: 
Morningstar and 
Marlborough.
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Risk Warnings                                                                                                                 
Capital is at risk. The value and income from investments can go down as well as up and are not guaranteed. An investor may get back 
significantly less than they invest. Past performance is not a reliable indicator of current or future performance and should not be the 
sole factor considered when selecting funds. Our funds invest for the long-term and may not be appropriate for investors who plan to 
take money out within five years. The Fund has exposure to bonds, the prices of which will be impacted by factors including; changes 
in interest rates, inflation expectations and perceived credit quality. When interest rates rise, bond values generally fall. This risk is 
generally greater for longer term bonds and for bonds with perceived lower credit quality. The Fund invests in other currencies. Changes 
in exchange rates will therefore affect the value of your investment. In certain market conditions some assets may be less predictable 
than usual. This may make it harder to sell at a desired price and/or in a timely manner. In extreme market conditions redemptions in 
the underlying funds or the Fund itself may be deferred or suspended. The insolvency of any institution providing services, such as 
safekeeping of assets or holding investments with returns linked to financial contracts (known as derivatives), may expose the Fund to 
financial loss. The Fund may enter into various financial contracts (known as derivatives) in an attempt to protect the value of the Fund’s 
assets or to reduce the costs of investing, although this may not be achieved.

This material is for distribution to professional clients only and should not be distributed to or relied upon by any other persons. It’s 
provided for general information purposes only and is not personal advice to anyone to invest in any fund or product. Information taken 
from trade and other sources is believed to be reliable, although we don’t represent this as accurate or complete and it shouldn’t be relied 
upon as such. Calls will be recorded for training and monitoring purposes.

Regulatory Information 
Issued by Marlborough Investment Management Limited, authorised and regulated by the Financial Conduct Authority (FRN115231). 
Registered in England No. 01947598. Investment Fund Services Limited (IFSL) is the Authorised Fund Manager of the Fund. IFSL is 
registered in England No. 06110770 (FRN 464193). Both firms are authorised and regulated by the Financial Conduct Authority in the UK. 
Registered Office: Marlborough House, 59 Chorley New Road, Bolton, BL1 4QP.

Copies of the Prospectus and Key Investor Information Documents are available from www.ifslfunds.com or can be requested as a paper 
copy by calling 0808 178 9321 or writing to IFSL at the registered office above.
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