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• With inflationary pressures continuing to build, central banks have sent out a clear message: monetary policy is too loose 

and will need to be reined in over the coming months.  

• To help navigate a period of more persistent inflation, we believe fixed income investors will need to maintain a flexible 

and active approach, while carefully managing interest rate risk. 

• We highlight three of M&G’s fixed income strategies, which are specifically designed to withstand an environment of 

higher inflation and rising interest rates. 

The value and income from the fund's assets will go down as well as up. This will cause the value of your investment to fall as 

well as rise. There is no guarantee that the fund will achieve its objective and you may get back less than you originally invested. 

Where any performance is mentioned, please note that past performance is not a guide to future performance. 

Inflation becoming more persistent 

Inflation was undoubtedly the main story of 2021 as surging 

energy prices and supply-chain bottlenecks saw consumer 

prices rise at their fastest pace for nearly 40 years. For much 

of the year, central banks held to the narrative that inflation 

would be transitory and that pressures would gradually ease. 

However, by the latter stages of 2021 it became clear that 

inflation was becoming more ingrained. US inflation 

(Consumer Prices Index) remained above 5% throughout the 

second half of the year and by December had reached 7%, its 

highest level since 1982. 

With inflation gathering momentum, central banks have 

shifted to a much more hawkish stance over the past 

couple of months. In November, the US Federal Reserve 

announced that it would start to taper its bond-buying 

programme, with the pace of tapering subsequently 

doubled at the December meeting. The Fed policymakers 

have since indicated that they expect to implement a series 

of rate hikes over the coming months, with futures markets 

currently pricing in around five hikes in 2022. 

Looking ahead, we see increasing evidence that inflation is 

likely to remain elevated for some time. In particular, 

inflation is becoming more broad-based and is no longer 

confined to a few specific items, such as fuel prices or used 

cars. The best way to measure this is by looking at median 

inflation (see Figure 1), as this excludes any big distortions 

that can skew mean inflation calculations. Median inflation 

shows that the majority of items are now seeing significant 

price increases. 

Recent employment data points to a further 

strengthening of the US labour market and we think this 

will lead to upward pressure on wages. To prevent 

inflation becoming too entrenched, we think the Fed may 

be forced to tighten policy more quickly than previously 

anticipated, with many commentators now expecting the 

first rate hike to occur in March. This would follow on 

from the Bank of England, which already started raising 

interest rates at the end of 2021. While inflationary 

pressures remain more subdued in Europe, we think the 

European Central Bank (ECB) could also start to tighten 

policy at some point in 2022. 

Please note that investments in bonds are affected by 

interest rates, inflation and credit ratings. It is possible 

that bond issuers will not pay interest or return the 

capital. All of these events can reduce the value of bonds 

held by the fund. High yield bonds usually carry greater 

risk that the bond issuers may not be able to pay interest 

or return the capital.  

Figure 1. Inflation is everywhere – median US CPI (month-

on-month 

Source: M&G, Bloomberg, 31 January 2022 
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Fixed income strategies to mitigate 
rising inflation 

With the prospect of rising inflation and central bank rate 

hikes, clients may be questioning whether now is the right 

time to be holding bonds. Inflation is usually negative for 

bonds as the real value of their fixed payments is eroded, 

while rising interest rates may also negatively affect the 

value of conventional fixed income assets. 

However, we believe there are a number of strategies that 

can be used to help mitigate the negative impact of rising 

inflation or higher interest rates. Firstly, interest rate risk or 

duration (the sensitivity to interest rate changes) should be 

carefully managed. Longer-dated fixed income assets are 

most susceptible to rising interest rates, so strategies that 

focus on floating rate or shorter-dated bonds may offer 

greater resilience in a rising rate environment. 

Secondly, it is worth keeping in mind that an inflationary 

environment can often be quite supportive for credit 

valuations. This makes sense, since inflation is often seen 

during periods of economic expansion, when companies 

would normally be well-placed to grow their earnings and 

reduce their levels of debt. Therefore keeping an exposure to 

high-quality credit, while limiting interest rate risk, may offer 

a sensible strategy for those worried about higher inflation. 

Finally, we would stress the importance of maintaining a 

flexible and active approach, as this allows the manager to 

adjust positioning in response to a changing economic 

backdrop and to focus on the areas of the market that look 

best placed to withstand a more inflationary environment. 

For investors concerned about the negative impact of rising 

inflation, we highlight three fixed income strategies that 

are specifically designed to withstand an environment of 

higher inflation and rising interest rates.  

M&G (Lux) Global Floating Rate High 
Yield Fund 

The M&G (Lux) Global Floating Rate High Yield Fund 

invests primarily in high yield floating rate notes (HY FRNs), 

a small-but growing subset of the broader high yield bond 

universe. These bonds can provide protection against 

inflation due to their higher levels of income, while also 

 
1 Sources: ICE BofA Global High Yield Floating Rate Loan (3% 
Constrained) Index (Q884), Bloomberg Global Investment 
Grade Corporate Bond Index (G0BC), 31 Jan 2022.  

effectively removing interest rate risk thanks to their 

floating rate coupons. We have managed this strategy since 

2014, focusing on constructing a portfolio that we believe is 

of higher quality and better diversified than the broader 

market, and in our view the asset class offers a number of 

potential advantages. 

High yield income – HY FRNs are issued by non-investment 

grade companies (below BBB-) and, as such, can pay 

significantly higher coupons than investment grade credit. 

An investment manager will invest in these bonds if they 

believe their expected total returns will more than 

compensate for any of their potential additional risks. The 

credit spread available on the global HY FRN index is 

currently around 4.5%, while the spread on global 

investment grade credit is just 1.1%1. At the same time, the 

outlook for defaults remains benign, and interest coverage 

ratios (the ability of borrowers to service their debts with 

the profits they generate) remain high due to rising 

corporate earnings. This means that HY FRNs should stand 

a better chance of producing income that can keep up with 

annual inflation than investment grade companies, with 

this income driving the majority of expected total returns 

over the medium-to-long term due to the effects of 

compounding. 

Close to zero duration – HY FRN coupons are linked to cash 

rates, usually EURIBOR or US SOFR, and reset quarterly. As 

such, they typically offer 0.00-0.25 years of duration. This 

not only means that investors receive income that rises in 

line with interest rates, but it can also help to protect them 

against mark-to-market capital losses, which holders of 

fixed rate high yield bonds are likely to experience if major 

central banks implement rate rises as expected. This 

interest rate protection has been a major driver of the 

asset class’s recent outperformance versus traditional high 

yield debt, as investors look to protect their portfolios 

against expected future interest rate rises (Figure 2). 

Figure 2. HY FRNs outperform other HY debt as investors 

seek interest rate protection 
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Past performance is not a guide to future performance. 

Source: ICE Bank of America Indices, 31 January 2022. *Indexed 
returns rebased to 100 = 31 December 2020. Index performance 
shown hedged in USD. Information is subject to change and is 
not a guarantee of future results.  Global HY: ICE BoA Global 
High Yield Index. Global HY FRN: ICE BofA Global High Yield 
Floating Rate Loan (3% Constrained) Index. US HY: ICE BoA US 
High Yield Index. Europe HY: ICE BoA European High Yield Index. 

 

Liquidity – HY FRNs are liquid securities that settle in T+2 in 

normal market conditions. The fund offers daily dealing, 

which it has maintained even in stressed conditions, such 

as the global COVID-19 outbreak in 2020. The liquidity of 

the fund can be increased further by using highly liquid 

credit default swaps (CDS) or by combining fixed rate high 

yield bonds with interest rate swaps, which expands the 

potential investment universe to the entire global high 

yield bond market. HY FRNs may therefore be potentially 

more suitable for some investors than high yield floating 

rate alternatives, such as leveraged loans, which typically 

have longer settlement times and can be difficult to trade 

in volatile markets. 

M&G (Lux) European Inflation Linked 
Corporate Bond Fund 

The M&G (Lux) European Inflation Linked Corporate Bond 

Fund offers a distinctive solution for investors looking to 

include an element of inflation protection in their 

portfolios. The fund combines inflation-linked protection 

with the attractive yields that can be found on high-quality 

corporate bonds. The fund also offers a distinctive short 

duration profile, meaning a low sensitivity to interest rate 

changes. The fund is actively managed and performance is 

measured against a comparator benchmark ‒ the Eurostat 

Eurozone Harmonised Index of Consumer Prices – although 

portfolio construction is not constrained by it. 

Inflation-linked exposure – the fund will typically hold a 

significant allocation to inflation-linked bonds. These 

instruments provide the most direct form of inflation 

protection since their payments are automatically adjusted 

in line with an official measure of inflation. The fund seeks 

to capture the most attractively valued opportunities 

across global inflation-linked bond markets (a minimum 

90% of the fund is in euro or hedged back to euro). A key 

part of this assessment is to consider the level of inflation 

that is being priced into a particular instrument, and to 

compare this with our own inflation expectations.  

Short duration profile – the fund has a distinctive duration 

profile that is significantly shorter than that of a traditional 

index-linked government or corporate bond fund. This is 

designed to reduce volatility and mitigate the negative 

impact of rising bond yields, which are common in an 

inflationary environment. Duration is typically maintained 

between 0-2 years, although the fund manager has the 

flexibility to position the fund outside this range if 

considered appropriate. 

High quality credit – the fund’s allocation to inflation-

linked bonds issued by companies, provides an additional 

source of yield compared to what can be obtained on 

index-linked government bonds. As well as helping the fund 

achieve its long-term inflation-linked goal, investing in 

credit also allows us to benefit from the strong correlation 

between credit and inflation dynamics. Companies typically 

perform well during period of economic growth and 

modest inflation, and this is reflected in the fact that credit 

valuations and inflation valuations have historically moved 

in line with each other (see Figure 3).  

Figure 3. Strong correlation between credit and inflation 

dynamics. 

 

Breakeven rates indicate inflation expectations. IG = investment 
grade 

Past performance is not a guide to future performance 

Source: M&G, Bloomberg, 31 December 2021 

Active, flexible approach – the manager can freely adjust the 

fund’s duration, credit and inflation exposure based on his 

macro outlook and assessment of valuations. As well as 

investing in inflation-linked government and corporate 

bonds, the fund can also invest in a broad range of other 

instruments that would be expected to perform well in an 

inflationary environments, such as floating rate notes (FRNs). 

The fund may use derivatives to profit from an expected 

rise or fall in the value of an asset. Should the asset’s value 

vary in an unexpected way, the fund will incur a loss. The 

fund’s use of derivatives may be extensive and exceed the 

value of its assets (leverage). This has the effect of 

magnifying the size of losses and gains, resulting in greater 

fluctuations in the value of the fund. 

M&G (Lux) Short Dated Corporate 
Bond Fund 

The M&G (Lux) Short Dated Corporate Bond Fund offers 

investors a clear, defensive proposition that seeks to 

mitigate the negative impact of rising interest rates. The 
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fund has a duration profile duration between 0-3 years, 

while providing exposure to predominantly investment 

grade credit (high quality bonds issued by companies) from 

anywhere in the world. The fund is actively managed and 

performance is measured against a comparator benchmark 

‒ the Markit iBoxx EUR Corporates 1-3 year Index ‒ but the 

benchmark does not constrain portfolio construction. 

There are three key ways in which the fund seeks to add 

value. 

Active credit selection – the fund has a highly active 

approach which is able to draw on the expertise of M&G’s 

in-house credit research team as we seek to identify the 

most compelling opportunities across global credit 

markets. In a more volatile market environment, with 

increasing dispersion between individual credit valuations, 

we believe the current backdrop can provide a rich source 

of opportunities for active managers. 

ABS complexity premium – the fund is able to invest in 

asset-backed securities (ABS), an area where M&G has 

long-running experience. The complexity of researching 

ABS is a key reason, in our view, why this asset class offers 

investors a risk premium well in excess of regular corporate 

bonds. For instance, investing in AAA rated ABS offers a 

similar level of credit spread to BBB rated corporate bonds 

(see Figure 4). 

Floating rate exposure – the fund can also take exposure to 

floating rate notes (FRNs) which pay coupons that are 

adjusted in line with short-term interest rates. In this way, 

FRNs provide not only protection, but a way of potentially 

benefiting from any future increase in interest rates. 

Figure 4. ABS complexity premium.  AAA-rated ABS offers 

a similar risk premium to BBB corporates. 

 

Past performance is not a guide to future performance 

Source: ICE BofA indices, JP Morgan, 31 December 2021 

Navigating a more inflationary 
environment 

As inflationary pressure continue to build, central banks 

have sent out a clear message: monetary policy is too loose 

and will need to be reined in over the coming months. 

Government bond yields have already increased sharply 

since the beginning of 2022 as markets have started to 

price in a much more aggressive pace of interest rate hikes. 

While such an environment is normally seen as being 

negative for bonds, as we hope to have outlined here we 

believe there are a number of strategies that can be 

followed to help offset these headwinds. In particular, we 

think that an active approach, a short or zero duration 

stance and a focus on high-quality credit will be key to 

navigating a period of more persistent inflation. 

M&G 

February 2022

The funds allow for the extensive use of derivatives. 

The funds may invest more than 35% in securities issued by any one or more of the governments listed in the fund 

prospectus. Such exposure may be combined with the use of derivatives in pursuit of the fund objective. It is currently 

envisaged that the fund’s exposure to such securities may exceed 35% in the governments of Germany, Japan, UK and the 

US, although these may vary subject only to those listed in the prospectus.  

Investing in these funds means acquiring units or shares in a fund, and not in a given underlying asset such as a building or 

shares of a company, as these are only the underlying assets owned by the funds. 

Further risks associated with the funds can be found in the fund’s Key Investor Information Document. 

UCITS HAVE NO GUARANTEED RETURNS AND PAST PERFORMANCE IS NOT A GUIDE TO FUTURE PERFORMANCE
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For Investment Professionals, Institutional Investors, Accredited Investors and Professional Investors only. Not for onward distribution. No other persons should 
rely on any information contained within. Distribution of this document in or from Switzerland is not permissible with the exception of the distribution to 
Qualified Investors according to the Swiss Collective Investment Schemes Act, the Swiss Collective Investment Schemes Ordinance and the respective Circular 
issued by the Swiss supervisory authority ("Qualified Investors"). Supplied for the use by the initial recipient (provided it is a Qualified Investor) only. In Spain the 
M&G Investment Funds are registered for public distribution under Art. 15 of Act 35/2003 on Collective Investment Schemes as follows: M&G (Lux) Investment 
Funds 1 reg. no 1551. The collective investment schemes referred to in this document (the "Schemes") are open-ended investment companies with variable 
capital incorporated in Luxembourg. In the Netherlands, all funds referred to are UCITS and registered with the Dutch regulator, the AFM. M&G Luxembourg 
S.A. is the manager of the UCITS referred to in this document. Registered Office: 16, boulevard Royal, L-2449, Luxembourg. For Hong Kong only: The contents of 
this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution in relation to the offer of any funds 
mentioned in it. If you are in any doubt about any of the contents of this document, you should obtain independent professional advice. Shares, units or other 
interests in the funds mentioned in this document may only be offered or sold in Hong Kong to persons who are “professional investors” as defined in the 
Securities and Futures Ordinance (“Ordinance”) and any rules made under the Ordinance – or in circumstances which are permitted under the Companies 
(Winding Up and Miscellaneous Provisions) Ordinance. In addition, distribution of this document in Hong Kong is restricted. It may not be issued or possessed 
for the purposes of issue, whether in Hong Kong or elsewhere, and shares, units or other interests in the funds mentioned may not be disposed of to any person 
unless such person is a “professional investor” as defined in the Ordinance and any rules made under the Ordinance or as otherwise may be permitted under 
Hong Kong law. For Singapore only: For “accredited investors” and “institutional investors” as defined under the Securities and Futures Act (Cap. 289) of 
Singapore (“SFA”) only. This document forms part of, and should be read in conjunction with, the Information Memorandum of the Fund and other 
communications permitted for offers made in reliance of prospectus exemptions under the SFA. All forms of investments carry risks. Such investments may not 
be suitable for everyone. M&G Investments (Hong Kong) Limited, M&G Investments (Singapore) Pte. Ltd. (Co. Reg. No. 201131425R), and M&G International 
Investments S.A. and the funds referred to in this document may not be authorised, recognised or regulated by the local regulator in your jurisdiction. This 
information is not an offer or solicitation of an offer for the purchase or sale of investment shares in one of the funds referred to herein. Purchases of a fund 
should be based on the current Prospectus. The Instrument of Incorporation Prospectus, Key Investor Information Document, the, annual or interim Investment 
Report and Financial Statements, are available free of charge in English or your local language (unless specified below) from www.mandg.com/investments/ or 
in paper form from one of the following: M&G International Investments S.A., German branch, mainBuilding, Taunusanlage 19, 60325 Frankfurt am Main, the 
Austrian paying agent Société Générale Vienna Branch, Zweigniederlassung Wien Prinz Eugen-Strasse, 8-10/5/Top 11 A-1040 Wien, Austria; the Luxembourg 
paying agent: Société Générale Bank & Trust SA, Centre operational 28-32, place de la Gare L-1616 Luxembourg; the Danish paying agent: Nordea Danmark, 
Filial af Nordea Bank Abp, Finland, Issuer Services, Postbox 850, Reg.no. 5528, DK-0900 Copenhagen C; Allfunds Bank, Calle Estafeta, No 6 Complejo Plaza de la 
Fuente, La Moraleja, 28109, Alcobendas, Madrid, Spain; M&G International Investments S.A. or its French branch; from the French centralising agent of the 
fund: RBC Investors Services Bank France; or from the Swedish paying agent: Nordea Bank AB (publ), Smålandsgatan 17, 105 71 Stockholm, Sweden. For 
Switzerland, please refer to M&G International Investments Switzerland AG, Talstrasse 66, 8001 Zurich.For Italy, they can also be obtained on the website: 
www.mandgitalia.it. For the Netherlands, they are available online at www.mandg.com/investments/nl and for more information concerning the Key Investor 
Information Document, please refer to www.afm.nl/ebi. For Ireland, they are available in English language and can also be obtained from the Irish facilities 
agent, Société Générale SA, Dublin Branch, 3rd Floor IFSC House – The IFSC Dublin 1, Ireland. For Germany and Austria, copies of the Instrument of incorporation, 
annual or interim Investment Report, Financial Statements and Prospectus are available in English and the Prospectus and Key Investor Information Document/s 
are available in German. For Greece, they are available in English, except the Key Investor Information Document/s which is available in Greek, from the Greek 
Representative: Eurobank Ergasias S.A. 8, Othonos Street, 10557 Athens. For Taiwan only: The financial product(s) offered herein has not been reviewed or 
approved by the competent authorities and is not subject to any filing or reporting requirement. The financial product(s) offered herein is only permitted to be 
recommended or introduced to or purchased by customers of an offshore banking unit of a bank (“OBU”)/offshore securities unit of a securities firm (“OSU”) 
which customers reside outside the R.O.C. Customers of an OBU/OSU are not eligible to use the financial consumer dispute resolution mechanism under the 
Financial Consumer Protection Law. This product(s) may be made available for purchase by Taiwan OBUs/OSUs acting on behalf of non-Taiwan customers of 
such units but may not otherwise be offered or sold in Taiwan. Before subscribing investors should read the Prospectus and Key Investor Information Document, 
which includes a description of the investment risks relating to these funds. The value of the assets managed by the funds may greatly fluctuate as a result of 
the investment policy. M&G International Investments S.A. may terminate arrangements for marketing under the new Cross-Border Distribution Directive 
denotification process. The information contained herein is not a substitute for independent investment advice. Complaints handling information is available in 
English or your local language from the following websites: 
Luxembourg: www.mandg.com/investments/professional-investor/en-lu/complaints-dealing-process 
Ireland: www.mandg.com/investments/professional-investor/en-ie/complaints-dealing-process 
Belgium: www.mandg.com/investments/professional-investor/en-be/complaints-dealing-process  
Denmark: www.mandg.com/investments/professional-investor/en-dk/complaints-dealing-process  
Norway: www.mandg.com/investments/professional-investor/en-no/complaints-dealing-process  
Netherlands: www.mandg.com/investments/professional-investor/en-nl/complaints-dealing-process  
Sweden: www.mandg.com/investments/professional-investor/en-se/complaints-dealing-process  
Finland: www.mandg.com/investments/professional-investor/en-fi/complaints-dealing-process  
Austria: www.mandg.com/investments/professional-investor/de-at/complaints-dealing-process  
Germany: www.mandg.com/investments/professional-investor/de-de/complaints-dealing-process  
Greece: www.mandg.com/investments/private-investor/en-gr/complaints-dealing-process  
Spain: www.mandg.com/investments/professional-investor/es-es/complaints-dealing-process 
Italy: www.mandg.com/investments/professional-investor/it-it/complaints-dealing-process  
Portugal: www.mandg.com/investments/private-investor/pt-pt/complaints-dealing-process 
France: www.mandg.com/investments/professional-investor/fr-fr/complaints-dealing-process 
In Hong Kong, this financial promotion is issued by M&G Investments (Hong Kong) Limited, Office: Unit 1002, LHT Tower, 31 Queen’s Road Central, Hong Kong; 
In Singapore, this document is issued by M&G Investments (Singapore) Pte. Ltd. (Co. Reg. No. 201131425R), regulated by the Monetary Authority of Singapore; 
and, elsewhere, by M&G International Investments S.A. Registered Office: 16, boulevard Royal, L-2449, Luxembourg. The Portuguese Securities Market 
Commission (Comissão do Mercado de Valores Mobiliários, the “CMVM”) has received a passporting notification under Directive 2009/65/EC of the European 
Parliament and of the Council and the Commission Regulation (EU) 584/2010 enabling the fund to be distributed to the public in Portugal. 
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