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Marketing communication. For Investment Professionals only 

Years of ultra-low interest rates made it challenging for investors to be constructive on bonds, especially government bonds. 

We now believe the tide is turning in favour of bonds. The fund is now long interest rates risk (‘duration’) for the first time in 

10 years. We’re working with the global credit team of analysts to identify value in corporate bonds, but currently think that 

being ‘neutral’ corporate bonds (‘credit’) makes sense, as the environment for credit spreads is still uncertain

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. 

Macroeconomic view – inflation on the right path 

Years of ultra-low interest rates made it challenging for investors to be constructive on bonds, especially government bonds. 

However, things have changed. While in the past it may have been hard to find reasons to own bonds, now we think it is 

starting to be difficult to find reasons not to own them.  

The massive increase in liquidity we experienced during the COVID pandemic led to a resurgence of inflation a few months 

later. Central banks have now reversed course, causing money supply to fall and putting downward pressure on inflation as a 

result (see Figure 1). Falling money supply is typically associated with lower inflation over the subsequent 18 months. Recent 

money supply trends suggest that US inflation could continue its recent downward trend over the next year or so. 

Falling inflation likely means central banks are at the end of their hiking cycle, effectively putting a ceiling on how far rates 

can go. This, together with historically elevated bond yields, has created an attractive risk-reward opportunity for duration-

bearing assets, in our view.  

Figure 1. Inflation is on a downward trajectory and the sharp deceleration in money supply could keep it lower 

 

  

 

Source: M&G, Bloomberg, 31 October 2023 (latest data available; projections are for illustrative purposes only) 
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US valuations underscore long duration view

➢ The fund is now long interest rates risk for the first time in 10 years. For many years we were long credit and short 

duration (holding less exposure to the risk of changes in interest rates compared to others), and we knew this was 

against the consensus of many rivals in market. 

 

➢ Fast forward to today and the fund is now long duration (see Figure 2). We currently have rates risk at 6.5yrs vs 

5.5yrs of the benchmark. Things change and we have adapted. We are unconstrained and follow a rigorous 

framework which combines valuations with macroeconomic views. If we think something is expensive compared to 

its fundamental value, we won’t buy it. If it’s cheap, we tend to buy it. We always aim to take some distance from 

the general market noise and instead focus on what is most appropriate for our clients. This is why we believe the 

fund is well-equipped to navigate different cycles. 

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 2. Adding to overall duration mainly through increasing our US Treasuries exposure – We’re now long rates risk 

 

 

 

 

 

 

 

 

 

 

 

We have added 

to US dollar 
duration as the 
risk-reward in 10-

year US 
Treasuries has 
improved  

On 8 March 2019, the non-sterling assets of the M&G Optimal Income Fund, a UK-authorised OEIC, merged in the M&G (Lux) Optimal Income Fund, a 
Luxembourg authorised SICAV, which launched on 5 September 2018. *Data prior to the 8 March 2019 refers to the OEIC. 

Source: M&G, 31 October 2023. Information is subject to change and not a guarantee of future results.   
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Credit neutral, but price dislocations 
remain 

Corporate bonds, which we believed to be relatively good value 

for the majority of the last 12 months, are now moving back 

towards what we consider ‘fair value’. However, pockets of 

opportunities still remain, particularly for active flexible funds.  

As usual, we will draw on our experienced in-house fixed 

income team to identify dislocations in credit markets and seek 

to generate alpha for our clients.  

For now, we are neutral credit risk, and slightly higher in ratings 

quality (BBB+) versus this time last year. See Figure 3 below, 

which demonstrates our active approach to duration/credit 

since our strategy’s inception.   

 

 

Figure 3. Duration risk versus credit risk in the Optimal Income strategy through the years 

 

 

 

 

 

 

 

 

 

On 8 March 2019, the non-sterling assets of the M&G Optimal Income Fund, a UK-authorised OEIC which launched on 8 December 2006, merged in the M&G 

(Lux) Optimal Income Fund, a Luxembourg authorised SICAV, which launched on 5 September 2018. Data prior to 8 March 2019 refers to the OEIC. Note: 

Equity is considered with a CCC rating. Information is subject to change and is not a guarantee of future results.  

Source: M&G Investments; portfolio positioning between 31 December 2006 and 31 October 2023  

 

We would argue that it’s possible to have an edge in 

Europe and UK credit markets compared to some other 

funds (for instance, funds that may be focused on the US 

and could therefore overlook EUR/GBP issuers). We think 

we have a good knowledge of these markets and that 

can make us more reactive to capture opportunities in 

this space.  

This year was a good example of that as the Bank of 

England started to actively sell its corporate bonds 

exposure to the market. As they are not price-sensitive 

(they only care about the quantity they sell!) they ended 

up distorting valuations, allowing us to buy bonds at 

what we believed to be attractive levels based on our 

valuation framework.   
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Have bonds turned a corner? 

Based on proprietary research, while it is too early to conclude we’re witnessing a sea change between risk assets’ 

valuations, we do now believe a ‘valuation gap’ is emerging between bonds and stocks. We argue this equates to bonds 

being not only attractive in absolute terms (as previously discussed, in the context of adding duration risk), but also in relative 

terms. A valuation shift could represent a valid alternative for investors in 2024, in our view.   

Investors usually focus on the S&P 500 index of leading US companies and use it as a proxy for the entire equity market. That 

index has experienced solid returns, generally outperforming the bond market. However, that index is heavily skewed 

towards some large tech names, which held up well since COVID. Indeed, about 30% of the companies in the index operate in 

information technology, according to an S&P 500 index factsheet dated October 31 2023. 

But what if investors didn’t put so much emphasis on these big tech names like Microsoft and Alphabet? For example, what if 

we look at the S&P 500 equal weight index (this is an index which assigns an equal weight to all its constituents, eliminating 

the bias towards the large tech stocks), we see a ray of hope for bonds. In the past decade, this equal weight index has 

strongly outperformed most bond funds – however in recent periods we see bonds starting to make a comeback, 

outperforming this equal weighted index. (see Figure 4, below). In the past, equities were generally looking better value 

compared to bonds and as a result, have generated better results for investors. But the starting point is very different today 

and this leaves bonds in a much better place going forward and flexible bond funds could be starting to take the lead.  

Figure 4: The year-to-date performance of leading US stocks (equally weighted) vs. a global basket of high-quality bonds 

 

  

 

 

 

 

 

 

 

 

 

 

Source: M&G Investments proprietary research based on Bloomberg data sourced to October 31 2023. The S&P 500 equally weighted index is hedged in US 

dollars, with the total return index shown. The Bloomberg Global Aggregate index is hedged in US dollars. Information is subject to change and is not a 

guarantee of future results. 

In terms of valuations, this is also reflected in the positioning of our portfolio. Often we refer to duration and credit 

positioning within our Optimal Income strategy, as these make up the majority of what drives fund return. But we can also 

take a view on equities and to an extent (to a maximum of 20%) we can buy them when we believe the income stream 

offered by stocks is greater than the one offered by bonds. This has happened in the past, but it is not the case today. As a 

result, the strategy currently holds no stocks in the portfolio.  

In summary, the macroeconomic environment changed considerably after COVID, as did valuations. After more than 10 years 

of being short duration and predominantly long credit, we have now changed, underlining our active and flexible approach to 

bond investing. The strategy is now long duration and broadly neutral on credit.  
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Figure 5: Performance: YTD, YTQ (%) and calendar-year performance (pa%)  

 2023 YTD YTQ 2022 2021 2020 2019 

Fund (EUR) 5.7 2.3 -12.3 1.2 1.4 6.8 

BM* (EUR) 3.8 0.9 -14.1 -0.9 5.0 7.8 

Fund (USD) 7.9 4.2 -10.2 2.0 3.1 9.9 

BM* (USD) 6.1 2.7 -12.0 0.0 6.5 11.0 

 2018 2017 2016 2015 2014 2013 

Fund (EUR) -4.0 4.3 7.0 -1.6 4.7 7.2 

BM* (EUR) n/a n/a n/a n/a n/a n/a 

Fund (USD) -1.2 6.5 7.9 -1.2 4.9 7.3 

BM* (USD) n/a n/a n/a n/a n/a n/a 

YTQ = year to most recent quarter. 

*Benchmark: 1/3 Bloomberg Global Aggregate Corporate Index EUR Hedged, 1/3 Bloomberg Global High Yield Index EUR Hedged, 1/3 
Bloomberg Global Treasury Index EUR Hedged. The composite index was introduced as the fund’s benchmark on 7 September 2018. Fund 
performance prior to 7 September 2018 is that of the equivalent UK-authorised OEIC, which merged into this fund on 8 March 2019. Tax 
rates and charges may differ.  

The benchmark is a comparator used solely to measure the fund’s performance and reflects the scope of the fund’s investment policy but 
does not constrain portfolio construction. The fund is actively managed. The fund’s holdings may deviate significantly from the 
benchmark’s constituents. The benchmark is not an ESG benchmark and is not consistent with the ESG Criteria. 

Source: Morningstar, Inc., as at 30 November 2023, Euro Class A Acc shares and USD Class A-Hedged shares, price to price, income 
reinvested. Not all share classes are registered for sale in all countries. Details in Prospectus. 
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Figure 6: Fund performance since inception against benchmark and sectors 

 

 

 

 

The M&G (Lux) Optimal Income Fund is a highly flexible bond fund that can invest across government, corporate and high yield bond 
sectors. Each sector has a different level of investment risk, including duration and credit risk, and the fund is subject to these risks given its 
flexible investment strategy 

*1/3 Bloomberg Global Agg Corporate Index EUR Hedged; 1/3 Bloomberg Global High Yield Index EUR Hedged; and 1/3 Bloomberg Global 
Treasury Index EUR Hedged. The composite index was introduced as the fund’s benchmark on 7 September 2018. 

The benchmark is a comparator used solely to measure the fund’s performance and reflects the scope of the fund’s investment policy but 
does not constrain portfolio construction. The fund is actively managed. The fund’s holdings may deviate significantly from the 
benchmark’s constituents. The benchmark is not an ESG benchmark and is not consistent with the ESG Criteria. 

Source: Morningstar, Inc., Morningstar wider universe, 31 October 2023, most recent data available for the sectors shown. Fund 
performance prior to 5 September 2018 is that of the Euro A-H share class of the M&G Optimal Income Fund (which launched on 20 April 
2007), and which merged into this fund on 8 March 2019. Tax rates and charges may differ. 
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Other important information 

• The fund makes extensive use of derivatives.  

• Investing in this fund 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 fund. 

• For an explanation of technical terms, please refer to the glossary via the link: 

https://www.mandg.com/dam/global/shared/en/documents/glossary-master-en.pdf 

https://www.mandg.com/dam/global/shared/en/documents/glossary-master-en.pdf
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For Investment Professionals only. Not for onward distribution. No other persons should rely on any information contained within. This information is not an offer 
or solicitation of an offer for the purchase 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 Information Document, annual or interim Investment Report and Financial Statements, are 
available free of charge from M&G Luxembourg S.A., 16, boulevard Royal, L 2449, Luxembourg. Before subscribing you should read the Prospectus, which 
includes investment risks relating to these funds. This financial promotion is published by M&G Luxembourg S.A. Registered Office: 16, boulevard Royal, L 2449, 
Luxembourg. United States: The Fund has not been registered under the United States Investment Company Act of 1940, as amended, nor the United States 
Securities Act of 1933, as amended. None of the shares may be offered or sold, directly or indirectly in the United States or to any US Person) unless the securities 
are registered under the Act, or an exemption from the registration requirements of the Act is available. In the United States, this material may be distributed 
only to a person who is a “distributor,” or who is not a “U.S. person,” as defined by Regulation S under the U.S. Securities Act of 1933 (as amended). Canada: 
M&G Funds are not registered for distribution in Canada. M&G cannot accept any subscriptions into its Funds from investors resident in Canada. Chile: ESTA 
OFERTA PRIVADA SE INICIA EL DÍA 4/12/2023 Y SE ACOGE A LAS DISPOSICIONES DE LA NORMA DE CARÁCTER GENERAL Nº 336 DE LA SUPERINTENDENCIA DE 
VALORES Y SEGUROS (HOY, COMISIÓN PARA EL MERCADO FINANCIERO); ESTA OFERTA VERSA SOBRE VALORES NO INSCRITOS EN EL REGISTRO DE VALORES O EN 
EL REGISTRO DE VALORES EXTRANJEROS QUE LLEVA LA COMISIÓN PARA EL MERCADO FINANCIERO, POR LO QUE TALES VALORES NO ESTÁN SUJETOS A LA 
FISCALIZACIÓN DE ÉSTA; POR TRATAR DE VALORES NO INSCRITOS NO EXISTE LA OBLIGACIÓN POR PARTE DEL EMISOR DE ENTREGAR EN CHILE INFORMACIÓN 
PÚBLICA RESPECTO DE LOS VALORES SOBRE LOS QUE VERSA ESTA OFERTA; ESTOS VALORES NO PODRÁN SER OBJETO DE OFERTA PÚBLICA MIENTRAS NO SEAN 
INSCRITOS EN EL REGISTRO DE VALORES CORRESPONDIENTE. Republic of Colombia: This document does not constitute a public offer in the Republic of Colombia. 
The offer of the fund is addressed to less than one hundred specifically identified investors. The fund may not be promoted or marketed in Colombia or to 
Colombian residents, unless such promotion and marketing is made in compliance with Decree 2555 of 2010 and other applicable rules and regulations related to 
the promotion of foreign funds in Colombia. The distribution of this document and the offering of shares may be restricted in certain jurisdictions. The 
information contained in this document is for general guidance only, and it is the responsibility of any person or persons in possession of this document and 
wishing to make application for shares to inform themselves of, and to observe, all applicable laws and regulations of any relevant jurisdiction. Prospective 
applicants for shares should inform themselves of any applicable legal requirements, exchange control regulations and applicable taxes in the countries of their 
respective citizenship, residence or domicile. Mexico: The M&G Funds have not been and will not be registered with the National Registry of Securities, 
maintained by the Mexican National Banking Commission and, as a result, may not be offered or sold publicly in Mexico. The M&G Fund and any underwriter or 
purchaser may offer and sell the funds in Mexico, to Institutional and Accredited Investors, on a private placement basis, pursuant to Article 8 of the Mexican 
Securities Market Law. Please note that each investor into a M&G Fund shall be responsible for calculating and paying its own taxes, receiving any necessary tax 
advice and that neither the funds nor M&G shall be deemed to have provided tax advice to a potential investor. Uruguay: The shares must not be offered or sold 
to the public in Uruguay, except in circumstances which do not constitute a public offering or distribution under Uruguayan laws and regulations. The shares are 
not and will not be registered with the Financial Services Superintendency of the Central Bank of Uruguay. The shares correspond to investment funds that are 
not investment funds regulated by Uruguayan law 16,774 dated September 27th 1996, as amended. Peru: The Shares in this fund have not been registered 
before the Superintendencia del Mercado de Valores (SMV) and are being placed by means of a private offer. SMV has not reviewed the information provided to 
the investor. This document is only for the exclusive use of institutional investors in Peru and is not for public distribution. Brazil: The shares in the fund may not 
be offered or sold to the public in Brazil. Accordingly, the shares in the fund have not been nor will be registered with the Brazilian Securities Commission – CVM 
nor have they been submitted to the foregoing agency for approval. Documents relating to the shares in the fund, as well as the information contained therein, 
may not be supplied to the public in Brazil, as the offering of shares in the fund is not a public offering of securities in Brazil, nor used in connection with any offer 
for subscription or sale of securities to the public in Brazil. Argentina: This document includes a private invitation to invest in securities. It is addressed only to you 
on an individual, exclusive, and confidential basis, and its unauthorised copying, disclosure, or transfer by any means whatsoever is absolutely and strictly 
forbidden. M&G Luxembourg S.A. will not provide copies of this document, or provide any kind of advice or clarification, or accept any offer or commitment to 
purchase the securities herein referred to from persons other than the intended recipient. The offer herein contained is not a public offering, and as such it is not 
and will not be registered with, or authorised by, the applicable enforcement authority. The information contained herein has been compiled by M&G Luxembourg 
S.A., who assume the sole responsibility for the accuracy of the data herein disclosed..  
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