
Market comment
Global government bonds had a very strong quarter, with the JP 
Morgan Global Bond Index (euro hedged) up 2.43%, as both trade war 
developments and economic data, particularly in Europe and China, 
disappointed. 

These developments led many central banks around the globe to ease 
monetary policy. This was most notable in the Eurozone where the 
European Central Bank controversially cut rates further into negative 
territory and re-enacted its bond buying programme. 

We believe a sustainable rise in yields is unlikely until there is a deal, 
or at least a truce, in the US/China trade war. We believe US and China 
will want to do a deal since the longer the trade war lasts, the riskier it 
becomes for the global economy and financial markets.  

Fund performance
The Fund had a good quarter, outperforming its benchmark by 0.40% 
(in euro net of fees). The Fund is now 0.64% ahead of its benchmark 
year-to-date as at the end of the period. 

The biggest contributor to outperformance was the Fund’s overweight 
position in Italy and Italian covered bonds. They benefited from the 
formation of a less populist and more Euro friendly coalition (Five Star 
Movement and Democratic Party) gaining power, in addition to the 
European Central Bank easing monetary policy. 

The one slight detractor from performance was a small overweight 
position in US Treasury Inflation Protected Securities (TIPS), which 

underperformed as the market increasingly priced in the risk of a 
global recession.  

Positioning 
We believe the low (or even negative) yields currently in some bond 
markets and dovish central bank actions, which are supportive of risk, 
make the current environment friendly for bonds offering a pickup in 
yield (spreads). Therefore, we have increased our position in spreads 
during the quarter. We added Italy in Q4 last year as very much a non-
consensus call and it has proven to be our best performer this year. 
Despite its large rally, we believe there is still value in this position and 
remain overweight. We also continue to be overweight Spain and Mexico.

Falling nominal yield levels and worries about a global recession are 
not good for TIPS and Inflation linked bonds. However, the recent 
correction in TIPS breakeven levels means there is medium term value, 
should the worst-case scenario be avoided.

While yields have risen in recent weeks, they are a long way from their 
2019 highs. It would appear to us that bond yields are discounting a 
dramatic slowdown and, while we believe much of the fall in yields in 
August was due to technical factors such as the lack of supply and 
worse than normal seasonal liquidity, we think a sustainable rise in 
yields is unlikely until there is a deal, or at least a truce, in the US/
China trade war.

We find it difficult to believe that President Trump won’t want a strong 
economy heading into next year’s elections, and therefore we think he 
will do a deal, or at least come to some sort of truce with China. That 
view would suggest that bond yields should go higher and make us 
consider moving from a neutral to a short duration position.

For more on the risks of a global recession please read “Does trusted 
‘barometer’ mean a recession is imminent?” in the Insights section of 
our website or click here.

Quarterly Update Q3 2019

Performance 1 Month
(%)

Q3 2019
(%)

1 Year
(%)

3 Year (P.A.)
(%)

5 Year (P.A.)
(%)

Davy Global Bond Strategy* (Net of Fees) -0.73 2.83 8.89 1.14 2.29

JPM Global Government Bond Index** -0.88 2.43 8.68 1.08 2.59

Source: Davy Asset Management (Class A Acc Eur) and Bloomberg as at 30th September 2019.

* The Davy Global Bond Fund was launched on 12th December 2014. Investors should note the Davy Global Bond Fund (UCITS) is newly established. The past 
performance reflects past performance data relating to the Davy Global Bond Fund (non-UCITS) which merged with the Davy Global Bond Fund (UCITS) (the 
“Merger”). Prior to the Merger when the Fund was not authorised as a UCITS, the investment policy, strategy and portfolio composition were largely the same. In 
the circumstances, the past performance data included in this document is believed to be an appropriate reference for investors.

** The benchmark index shown above does not include fees or operating expenses and you cannot invest in it. The J.P. Morgan Global Government Bond Index 
(GBI) series tracks fixed rate issuances from high-income countries spanning the globe.

Davy Global Bond Strategy

Fund Overview
The aim of the Davy Global Bond Fund (the ‘Fund’) is to protect 
capital against volatility, deflation and bear markets by investing 
primarily in global sovereign bonds.

For Investment Professionals Only

http://www.davyassetmanagement.com/insights/market-updates/does-trusted-barometer-mean-a-recession-is-imminent.html


Warning: Neither past experience nor the current situation are necessarily accurate guides to the future growth in value or rate of return 
of the Fund. The value of the investment can reduce as well as increase and, therefore, the return on the investment will also be variable. 
Changes in exchange rates may have an adverse effect on the value price or income of the product.

Warning: Past performance is not a reliable guide to future performance.

This report does not constitute an offer for the purchase or sale of any financial instrument, trading strategy, product or service. No one receiving this report 
should treat any of its contents as constituting advice or a personal recommendation. It does not take into account the investment objectives or financial 
situation of any particular person. All investments involve a degree of risk. Equities may involve a high degree of risk and may not be suitable for all investors. 
Government bonds and cash deposits, although considered the safest assets, are not devoid of risk (e.g. inflation risk, credit risk, currency risk, etc.). There are 
different reasons why an investor would choose to invest in a particular asset class and each investor must consider the inherent risks therein based on his/her 
own personal circumstances. The value of these investments can rise as well as fall. There is no guarantee that the investments discussed will achieve results 
comparable to those achieved in the past or that capital will be returned to investors. Neither past experience nor the current situation are necessarily accurate 
guides to the future.

MSCI Inc. (MSCI). Without prior written permission of MSCI, this information and any other MSCI intellectual property may not be reproduced, disseminated or 
used to create any financial products, including any indices. This information is provided on an ‘as is’ basis. The user assumes the entire risk of any use made of 
this information. MSCI, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties 
of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the 
foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for  
any damages of any kind. MSCI and the MSCI indexes are services marks of MSCI and its affiliates.

Calendar Year Performance 2018 (%) 2017 (%) 2016 (%) 2015 (%) 2014 (%)

Davy Global Bond Strategy (Net of fees) (EUR) -0.76 0.38 1.93 0.30 8.59

JPM Global Government Bond Index (Euro Hedged)** -0.27 0.40 2.25 1.05 8.47

Source: Davy Asset Management and Bloomberg as at 30th September 2019. Performance is quoted in local currency unless otherwise stated.

**The benchmark index shown above does not include fees or operating expenses and you cannot invest in it.
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'SPDR' is a registered trademark of Standard and Poor's Financial Services LLC ('S&P') and has been licenced for use by State Street Corporation. Standard and 
Poor's, S&P 500 and S&P MIDCAP 400 are registered trademarks of S&P. No financial product offered by State Street Corporation or its affiliates is sponsored, 
endorsed, sold or promoted by S&P and its affiliates make no representation, warranty or condition regarding the advisability of buying, selling or holdings units/
shares in such products. Further limitations and important information that could affect investors' rights are described in the prospectus for the applicable product.



As a valued client of Davy Asset Management, this communication has been sent to you as part of our service offering. If you are not a client of Davy Asset Management, you can opt out of 
further similar communications at any stage by emailing assetmanagement@davy.ie. The Davy Group Privacy Notice can be found at www.davyassetmanagement.com

Davy Asset Management Limited, trading as Davy Asset Management, is regulated by the Central Bank of Ireland. In the UK, Davy Asset Management is authorised by the Central Bank of 
Ireland and authorised and subject to limited regulation by the Financial Conduct Authority. Details about the extent of our authorisation and regulation by the Financial Conduct Authority 
are available from us on request. 

The Davy Global Bond Fund is a sub-fund of Davy Funds plc, an open-ended umbrella investment company with variable capital and segregated liability between sub-funds incorporated 
with limited liability under the Companies Acts 2014, authorised by the Central Bank of Ireland as a UCITS pursuant to the Regulations. Davy Funds plc is authorised by the Central Bank 
of Ireland as an Undertaking for Collective Investment in Transferrable Securities (UCITS). The Prospectus, Supplement and Key Investor Document for the fund are available in English 
from Davy Asset Management, Davy House, 49 Dawson Street, Dublin 2, Ireland or http://www.davyassetmanagement.com/funds/davy-ucits/important-information.html. Investors should 
be aware that some of the Directors of the Company (Davy Funds plc) are also employed by the Investment Manager, Promoter and Distributor. Further information in relation to the 
management of potential conflicts of interest is available upon request.

No part of this document is to be reproduced without our written permission. This document has been prepared and issued by Davy Asset Management on the basis of publicly available 
information, internally developed data and other sources believed to be reliable. The information contained herein does not purport to be comprehensive and is strictly for information 
purposes only. It does not constitute an offer or an invitation to invest. No party should treat any of the contents herein as advice in relation to any investment While all reasonable care 
has been given to the preparation of this information, no warranties or representation expressed or implied are given or liability accepted by Davy Asset Management or its affiliates or any 
directors or employees in relation to the accuracy fairness or completeness of the information contained herein. Any opinion expressed (including estimates and forecasts) may be subject to 
change without notice. We or any of our connected or affiliated companies or their employees may have a position in, or may have provided within the last twelve months, significant advice 
or investment services in relation to any of the securities or related investments referred to in this document.

Confidential © Davy 2019

Davy Asset Management 
Davy House, 49 Dawson Street, Dublin 2, D02 PY05, Ireland.
T +353 1 614 8874 E assetmanagement@davy.ie

www.davyassetmanagement.com
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