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Overview
• US corporate spreads widened 48 bps to 153 bps on the back of
growing macro concerns1
• Poor market technicals, including reduced liquidity, amplified price
swings
• Higher quality bonds outperformed due to the flight-to-safety
behaviour
1) Sources: Nordea Investment Funds S.A. and Bloomberg Barclays. Period under consideration: 30.09.2018 – 31.12.2018. The performance
represented is historical; past performance is not a reliable indicator of future results and investors may not recover the full amount
invested.
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Quarterly commentary Q4 2018
US Treasuries rallied significantly in the fourth quarter while
both credit and equity investments sold off on fears of weaker
global growth in China, Japan and the European Union,
restrictive US Fed policy and the US administration’s public
criticism of the Fed, trade wars with China, Brexit negotiation
uncertainty, mid-term elections and the potential for a
government shutdown.
The benchmark 10-year Treasury rate fell nearly 60 bps from
its mid-November high to close the year at 2.65%. More
disconcerting was the inversion of the front-end of the yield
curve during the quarter, as measured between 2-year and
5-year maturities. Although the inversion appeared to be
driven by strong technical considerations associated with a
flight-to-quality, it is worth noting that an inverted curve has
been historically a strong indicator of an economic slowdown.
As expected, the FOMC committee raised the target Fed Funds
rate 25 bps in December to 2.25 – 2.50%. This marked the
ninth rate hike dating back to December 2015. The decision to
raise rates followed a series of mixed comments from Jerome
Powell given at two different events during the quarter. During
an interview in October, Powell communicated that interest
rates were “a long way” from neutral, and in November at
the Economic Club of New York he stated that interest rates
were “just below” the range for the neutral rate. Additionally,
commentary from various Fed governors created further
ambiguity rather than transparency, thus contributing to the
bout of market volatility in asset prices.
During the quarter the Fed accelerated its quantitative
tightening approach, or balance sheet reduction of US
Treasuries and mortgage-backed securities from USD25 billion
per month to USD50 billion.
The fund returned -0.78% during Q4 while its benchmark, the
Bloomberg Barclays Capital US Credit Index, returned -0.22%. 2
Although we reduced risk in the strategy over the last 12 to 24
months given full valuations, tighter monetary conditions and
increased idiosyncratic risk, the fund remained vulnerable to
the strong technical in the market. We focused on shortening
spread duration, moving up in the capital structure, investing
in secured deals for better protection and reducing highly
levered, deteriorating credit profiles.
Investment grade corporate spreads, as measured by the
Bloomberg Barclays US Corporate Index widened 48 bps
to 153 bps at quarter-end. Much of the spread widening can
be attributed to poor market technicals, including reduced
liquidity that amplified price swings. Additionally, heavy supply,
headwinds from FX hedging costs from foreign buyers and
reduced demand also played a role. In our view, idiosyncratic
risk is much more prevalent in the market today, as we have

seen with names such as General Electric and the US auto
manufacturers. During the quarter, the commodity sectors
including energy and metals & mining lagged the overall
market, as did autos, life insurance and subordinated positions
of banks. Alternatively, non-cyclical defensive sectors such as
wireless, consumer products, healthcare and utilities fared
much better. Lower quality BBB rated credits underperformed
higher quality credits and longer maturities underperformed
shorter maturities.
It’s worth noting that high yield spreads, as measured by the
Bloomberg Barclays US High Yield Index widened 210 bps to
526 bps during the quarter, bringing the overall market yield to
approximately 8%. In percentage terms, the high yield market
returned -4.5% over the reporting period. Energy proved to be
the weakest performing segment of the market as oil prices
declined sharply. Wirelines, retail and basic industry also
lagged the overall market, while capital goods, gaming and
lodging were among the better performers.
At the portfolio level, duration and yield curve positioning
detracted from results during the quarter, as did the offbenchmark allocation to BB rated credits. The lack of exposure
to emerging market credit held in the benchmark provided
some offset, but not sufficiently. At an industry level, energy,
banking, and consumer cyclicals weighed on results within the
investment grade market while relative positioning in capital
goods, retail and utilities contributed to results.
As we begin a new year, we need to acknowledge both the
headwinds and tailwinds facing the markets. In terms of the
positives; US economic activity is healthy and inflation is still
relatively tame, the consumer is in strong financial condition,
the Federal Reserve plans to be “patient” and asset prices
are cheaper, and in some cases, more attractive as a result
of the recent volatility. Although we believe the volatility is
unlikely to recede anytime soon, economic conditions still
remain supportive and the current environment has provided
opportunities for relative value consideration.
Some of the reasons for caution include tighter monetary
conditions in the US coupled with a flat/inverted curve, fading
fiscal stimulus, a crisis of confidence building due to Brexit,
trade wars and populist elections, and elevated corporate
leverage. While we acknowledge that it can be difficult to
predict the beginning of the next economic downturn with any
degree of precision, it is critically important to be sufficiently
early. Accordingly, we believe caution is warranted as we
navigate the markets in the new year. The Federal Reserve
has embarked on a path of policy normalization for the past
three years and they are unlikely to change course in 2019.
The Fed may or may not elect to “pause” at some point during
the year, but it is important to keep in mind that the reduction
of the central bank’s balance sheet will continue to restrict
credit growth in the US. Vigilance and active management will
become increasingly important.

2) Share class: BP-USD. Sources: Nordea Investment Funds S.A. and Bloomberg Barclays. Period under consideration: 30.09.2018 – 31.12.2018. The performance represented is historical; past performance is not a reliable indicator
of future results and investors may not recover the full amount invested.

Cumulative returns as of 31.12.2018 in %

Performance of the fund versus reference index (since inception on 14.01.2010)
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3) ISIN Code LU0458979746. Inception date: 14.01.2010. 4) Bloomberg Barclays Capital US Credit Index. Source: Nordea Investment Funds S.A. Period under consideration: 14.01.2010 – 31.12.2018. The performance represented is historical;
past performance is not a reliable indicator of future results and investors may not recover the full amount invested.

Top ten holdings as of 31.12.2018 in %

Rating breakdown as of 31.12.2018 in %

Company

ISIN Code

Weight

Rating

Fund

Index5

0.93

8.49

United States Treasury Bill 10-01-2019

US912796QS12

4.31

AAA

Evergy Inc 4.85% 01-06-2021

US391164AE09

1.22

AA

Morgan Stanley 4.875% 01-11-2022

US6174824M37

1.21

A

Hewlett Packard Enterprise C 3.6% 15-10-2020

US42824CAG42

0.85

BBB

Huntington Bancshares Inc/OH 7% 15-12-2020

US446150AG96

0.85

BB

3.36

3.04

United Airlines 2014-1 Class 4% 11-04-2026

US90932PAA66

0.83

B

0.00

0.00

General Motors Financial Co 3.45% 10-04-2022

10.68

8.25

17.74

30.79

63.85

49.44

US37045XAW65

0.80

CCC and < CCC

0.00

0.00

Puget Energy Inc 5.625% 15-07-2022

US745310AF99

0.76

NR

0.00

0.00

Goldman Sachs Group Inc/The 5.75% 24-01-2022

US38141GGS75

0.73

Net liquid assets

3.44

0.00

Bank of America Corp 3.004% MULTI 20-12-2023

US06051GHC69

0.72

Source: Nordea Investment Funds S.A. Date: 31.12.2018.

5) Bloomberg Barclays Capital US Credit Index. Source: Nordea Investment Funds
S.A. Date: 31.12.2018.

Maturity breakdown as of 31.12.2018 in %

Asset allocation as of 31.12.2018 in %

Years

l
l
l

0–1

9.71

Government Bonds

4.47

1–3

13.96

Net Liquid Assets

3.45

3–5

19.95

5–7

15.05

7 – 10

13.35

10 – 15
> 15
Net liquid assets

12.03

Index5

US 2YR NOTE (CBT) 3/2019

4.25 %

4.09%

US 10yr Ultra Fut 3/2019

4.43

6.58

6.85

US ULTRA BOND CBT 3/2019

2.54

BBB+

A

US LONG BOND(CBT) 3/2019

Fund

Average rating

3.45

Treasury Future Exposure as of 31.12.2018 in %

Risk figures as of 31.12.2018

Effective duration

2.28
22.25

Source: Nordea Investment Funds S.A. Date: 31.12.2018.

Source: Nordea Investment Funds S.A. Date 31.12.2018.

Yield to worst

Fund

92.08

Corporate Bonds

5) Bloomberg Barclays Capital US Credit Index. Sources: Nordea Investment Funds S.A. and MacKay Shields LLC. Date: 31.12.2018.

1.71

US 5YR NOTE (CBT)3/2019

-2.92

US 10YR NOTE (CBT) 3/2019

-5.91

Source: Nordea Investment Funds S.A. Date: 31.12.2018.

Source (unless otherwise stated): Nordea Investment Funds S.A. Period under consideration (unless otherwise stated): 30.09.2018 – 31.12.2018. Performance calculated NAV to NAV (net of fees and Luxembourg taxes) in the currency
of the respective share class, gross income and dividends reinvested, excluding initial and exit charges as per 31.12.2018. Initial and exit charges could affect the value of the performance. The performance represented is historical; past
performance is not a reliable indicator of future results and investors may not recover the full amount invested. The value of shares can greatly fluctuate as a result of the sub-fund’s investment policy and cannot be ensured.
If the currency of the respective share class differs from the currency of the country where the investor resides the represented performance might vary due to currency fluctuations. The sub-funds mentioned are part of Nordea 1, SICAV,
an open-ended Luxembourg-based investment company (Société d’Investissement à Capital Variable), validly formed and existing in accordance with the laws of Luxembourg and with European Council Directive 2009/65/EC of 13 July
2009. This document is advertising material and does not disclose all relevant information concerning the presented sub-funds. Any investment decision in the sub-funds should be made on the basis of the current prospectus and the
Key Investor Information Document (KIID), which are available, along with the current annual and semi-annual reports, electronically in English and in the local language of the market where the mentioned SICAV is authorised for
distribution, without charge upon request from Nordea Investment Funds S.A., 562, rue de Neudorf, P.O. Box 782, L-2017 Luxembourg, from the local representatives or information agents, or from our distributors. Investments in derivative
and foreign exchange transactions may be subject to significant fluctuations which may affect the value of an investment. Investments in Emerging Markets involve a higher element of risk. The value of shares can greatly fluctuate
as a result of the sub-fund’s investment policy and cannot be ensured. Investments in equity and debt instruments issued by banks could bear the risk of being subject to the bail-in mechanism (meaning that equity and debt
instruments could be written down in order to ensure that most unsecured creditors of an institution bear appropriate losses) as foreseen in EU Directive 2014/59/EU. For further details of investment risks associated with
these sub-funds, please refer to the relevant Key Investor Information Document (KIID), available as described above. Nordea Investment Funds S.A. has decided to bear the cost for research, i.e. such cost is covered by existing fee
arrangements (Management-/Administration-Fee). Nordea Investment Funds S.A. only publishes product-related information and does not make any investment recommendations. Published by Nordea Investment Funds S.A., 562, rue
de Neudorf, P.O. Box 782, L-2017 Luxembourg, which is authorized by the Commission de Surveillance du Secteur Financier in Luxembourg. Further information can be obtained from your financial advisor. He/she can advise you
independently of Nordea Investment Funds S.A. Please note that all sub funds and share classes might not be available in your country of jurisdiction. Additional information for investors in Switzerland: The Swiss Representative
and Paying Agent is BNP Paribas Securities Services, Paris, succursale de Zurich, Selnaustrasse 16, CH-8002 Zurich, Switzerland. Additional information for investors in Germany: The Information Agent in Germany is Société Générale
S.A. Frankfurt Branch, Neue Mainzer Straße 46-50, D-60311 Frankfurt am Main. A hard copy of the above-mentioned fund documentation is also available from here. Additional information for investors in Austria: Sub-paying Agent
and Representative in Austria is Erste Bank der Österreichischen Sparkassen AG, Am Belvedere 1, A-1100 Vienna. Additional information for investors in the Netherlands: Nordea 1, SICAV is a Luxembourg Undertaking for Collective
Investment in Transferable Securities (UCITS) registered in the Netherlands in the register kept by the AFM, and as such is allowed to offer its shares in the Netherlands. The AFM register can be consulted via www.afm.nl/register.
Additional information for investors in France: With the authorisation of the AMF the shares of the sub-funds of Nordea 1, SICAV may be distributed in France. Centralising Correspondent in France is CACEIS Bank, located at 1-3, place
Valhubert, 75013 Paris. Investors are advised to conduct thorough research before making any investment decision. Additional information for investors in Belgium: The Representative Agent in Belgium is BNP Paribas Securities
Services S.C.A., Brussels branch, 25 Rue de Loxum, Brussels, B-1000-Belgium. A hard copy of the above-mentioned fund documentation is available upon demand free of charge. Additional information for investors in Spain: Nordea
1, SICAV is duly registered in the CNMV official registry of foreign collective investment institutions (entry no. 340) as authorised to be marketed to the public in Spain. The Depositary of the SICAV’s assets is, J.P. Morgan Bank Luxembourg
S.A. In Spain, any investment must be made through the authorised distributors and on the basis of the information contained in the mandatory documentation that must be received from the SICAV’s authorised distributor prior to any
subscription. The Representative Agent is Allfunds Bank S.A., Paseo de la Castellana 9, ES-28046 Madrid, Spain. A complete list of the authorised distributors is available in the CNMV’s webpage (www.cnmv.es). Additional information
for investors in Portugal: The Management Company of the SICAV, Nordea Investment Funds, S.A., and the Depositary of the SICAV’s assets, J.P. Morgan Bank Luxembourg S.A., are validly formed and existing in accordance with the
laws of Luxembourg and authorized by the Commission de Surveillance du Secteur Financier in Luxembourg. Our distributor in Portugal is BEST - Banco Electrónico de Serviço Total, S.A., duly incorporated under the laws of Portugal
and registered with the CMVM as a financial intermediary. Additional information for investors in Italy: Fund documentation as listed above is also available in Italy from the distributors and on the website www.nordea.it. The updated
list of distribution agents in Italy, grouped by homogenous category, is available from the distributors themselves, at State Street Bank International GmbH – Succursale Italia, branches (located in the main towns of each region), BNP
Paribas Securities Services - Succursale di Milano, Banca Sella Holding S.p.A, Banca Monte dei Paschi di Siena S.p.A., Allfunds Bank S.A. Succursale di Milano, Société Générale Securities Services S.p.A. and on the website www.nordea.
it. Any requests for additional information should be sent to the distributors. Before investing, please read the prospectus and the KIID carefully. We recommend that you read the most recent annual financial statement in order to be
better informed about the fund’s investment policy. The prospectus and KIID for the sub-funds have been published with Consob. Additional information for investors in the United Kingdom: Approved by Nordea Bank Abp, 5
Aldermanbury Square, London EC2V 7AZ, which is regulated by the FCA in the United Kingdom. Additional information for investors in Sweden: The Paying Agent is Nordea Bank Abp, filial i Sverige, Smålandsgatan 17, Stockholm
SE-105 71. The Representative Agent is Nordea Funds Ltd, Swedish Branch, Mäster Samuelsgatan 21, Stockholm, SE-105 71. Additional information for investors in Denmark: The Information and Paying Agent is Nordea Danmark, filial
af Nordea Bank Abp, Finland, Strandgade 3, Christiansbro, DK-1401 Copenhagen K. A hard copy of the above-mentioned fund documentation is available here. Additional information for investors in Norway: The Paying Agent is Nordea
Bank Abp, filial i Norge, Essendrops gate 7, Postboks 1166 Sentrum, NO-0107 Oslo. The Representative Agent is Nordea Funds Ltd., Norwegian Branch, Essendrops gate 7, Postboks 1166 Sentrum, NO-0107 Oslo. Additional information
for investors in Finland: The Paying Agent is Nordea Bank Abp, Satamaradankatu 5, FI-00020 NORDEA, Helsinki. The Representative Agent is Nordea Funds Ltd, Satamaradankatu 5, FI-00020 NORDEA, Helsinki. Additional information
for investors in Latvia: The Representative and Paying Agent is Luminor Bank AS, Skanstes iela 12, Riga, LV-1013. Additional information for investors in Estonia: The Representative and Paying Agent in Estonia is Luminor Bank AS,
Liivalaia 45, 10145 Tallinn. Additional information for investors in Lithuania: The Representative and Paying Agent in Lithuania is Luminor Bank AB, Konstitucijos pr. 21A , 03601 Vilnius. Shareholders must evaluate possible investment
risks and take this into consideration when making investment decisions. Information for investors in Brazil: This is a strictly privileged and confidential document for the purposes of a potential investment in foreign securities on a
one-on-one basis with potential investors with a pre-existing relationship with Nordea Investment Funds S.A. This document contains information addressed only to a specific individual and is not intended for distribution to, or use by,
any other person. This document (i) is provided for informational purposes only, (ii) should not be construed in any manner as any solicitation or offer to buy or sell any securities or any related financial instruments, (iii) should not be
construed in any manner as a public offer of any securities or any related financial instruments, and (iv) and will be addressed to a potential investor with restrict access of information. Nordea 1, SICAV have not been, and will not be,
registered with the Brazilian Securities Commission (Comissão de Valores Mobiliários - CVM), and must not be offered or sold in Brazil except in circumstances which do not constitute a public offering or distribution under Brazilian laws
and regulations. Any public offering, placement or distribution, as defined under Brazilian laws and regulations, of securities in Brazil, is not legal without prior registration under Law No. 6,385 of December 7, 1976, as amended. Documents
relating to the offering of the Nordea 1, SICAV, as well as information contained therein, must not be supplied to the general public in Brazil (as the offering of the Nordea 1, SICAV is not a public offering of securities in Brazil) or used in
connection with any offer for subscription or sale of the Nordea 1, SICAV to the general public in Brazil. Investors within Brazil should consult with their own counsel as to the applicability of these laws and regulations or any exemption
there from. Source (unless otherwise stated): Nordea Investment Funds S.A. Unless otherwise stated, all views expressed are those of Nordea Investment Funds S.A. This document may not be reproduced or circulated without prior
permission and must not be passed to private investors. This document contains information only intended for professional investors and financial advisers and is not intended for general publication. Reference to companies or other
investments mentioned within this document should not be construed as a recommendation to the investor to buy or sell the same, but is included for the purpose of illustration.

