
 

 

 

 

 

 

 

 

 

 

Investment manager Robert Baltzer and investment specialist Sandy Jones give an update on the 

Strategic Bond Strategy covering Q3 2024. 

 
Your capital is at risk. Past performance is not a guide to future returns. 

 

Sandy Jones (SJ): Welcome to the Q3 2024 Strategic Bond update. My name is Sandy Jones. I'm 

an investment specialist in the Credit team, and I'm joined by Robert Baltzer, co-manager of the 

strategy. 

As a reminder, this is a global best-ideas corporate bond portfolio. We seek to add value through 

bond selection and active management of portfolio credit risk. We're going to talk about 

performance, positioning, and give you an update on the insurance sector, which we're excited 

about at the moment. 

Welcome, Robert. Let's start with performance. Q3 will have been quite uncomfortable for a lot of 

investors, with market sentiment shifting between soft landing and hard landing for the US 

economy. We saw lots of volatility in August. In this context, can you tell us what happened in 

corporate bond markets and how the strategy performed? 

Robert Baltzer (RB): You're absolutely right. It was an interesting quarter across the piece. We 

actually saw good performance from the corporate bond market with a return of around 2.5%. And 

our strategy, which was slightly risk-facing relative to our benchmark, performed slightly ahead of 

that. Those moves were driven largely by falling government bond yields, which lifts prices of 

bonds. The spread on corporate bonds, that risk premium, went roughly sideways over the quarter. 

But it did mask intra-quarter moves.  

So, the start of August saw some really sharp falls in equity markets triggered by a divergence in 

interest rate policy between the US and Japanese central banks, which is quite an arcane cause. 

But the impacts were real. So, the Japanese equity market at one point was down nearly 20% in a 

matter of days. And other markets fell in sympathy with that. That though was recovered just as 

quickly. And as we sit here today, we've passed a few weeks of record levels of corporate bond 

issuance. 
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So, the market has shrugged this off and taken it in its stride. Those high levels of issuance have 

been really well absorbed. There's been strong demand for them, and yields have continued to fall 

towards the end of the quarter.  

SJ: So that's the really important point. The corporate bond market continues to look really healthy. 

That provides us with a neat segue to move on and discuss portfolio positioning. If I was to 

summarise our view, it's that the backdrop for corporate credit is likely to continue to remain 

supportive. So, growth has started to slow, but we're still in a growth environment. And the Federal 

Reserve has started to cut interest rates. 

In that context, can you give us an overview of current portfolio positioning? 

RB: Sure, so with that fairly benign backdrop, as you've described, the strategy is positioned in 

quite a typical way. So, our setup is to be heavily invested in what we consider to be the sweet spot 

of credit markets, either side of the investment rate and high yield boundary.  

So around 60% of portfolio assets are in BBB and BB-rated bonds, which provide attractive yield 

and where we find a lot of our winners over time have come from. We also have around 10% of 

assets in single B-rated bonds. Having had a bit of a dearth of issuance over the last couple of 

years, this year the market sprung back to life. 

We've been able to diversify the portfolio and ad yield with attractive issuers like Kiko Milano, an 

Italian cosmetics retailer, and BestSecret, which is a German members-only off-price fashion 

website. In addition to those core return-generating parts of the portfolio, we have dry powder in 

the form of higher-rated bonds, which are very defensive, and then short-dated bonds, which 

currently provide attractive levels of yield with really very little risk.  

SJ: So, if I was to take a step back and summarise current positioning, the strategy's positioned 

relatively neutrally, but continues to outyield the reference index, and that's driven by an 

overweight to BBB- rated investment grade bonds. 

I'd like to move on and talk about valuation opportunities. The market backdrop is very supportive. 

That's reflected in valuations. So, I think the question a lot of clients are going to be asking is, can 

you find attractive valuation opportunities in this market? The answer is very much yes. So, we 

have recently added to UK water utilities. This is a sector that's under pressure. Can you outline the 

opportunity there? 

RB: Sure. There shouldn't be an opportunity in the utility sector. Its raison d'etre is to provide core 

infrastructure and to do that in a well-managed way with a low cost of funding. Historically, that's 

what it has done. That means there's not typically a lot to go for as a bond investor in the sector. 

We started this year with no investments in the UK water sector, for example. However, the woes of 

the weakest name in this market, Thames Water, have really brought things to life. So, it is 

financially stretched. It has been operationally underperforming for a number of years. And the 

whole sector is under scrutiny just now as it has a periodic five-year review process ongoing.  



  

  

 

 

 

 

 

 

 
 

We looked very closely at the sector earlier this year from top to bottom and remain uncomfortable 

with the outlook for Thames specifically, but also one or two of the other weaker positioned 

companies in the sector. That being said, this is a sector that will survive where the basic 

framework I think will come out intact and it's easy to identify the stronger companies too.  

The baby has been thrown out with the bathwater here to some extent. So even the strongest 

companies in the sector have seen their bond spreads widen. That's where we have added, so far 

we've dipped our toe in the water, just over 2% of assets in a couple of the stronger names in the 

sector.  

SJ: So as you say, this is really a case of the strong selling off with the weak in a sector that's under 

pressure, creating an attractive valuation opportunity in resilient companies. So, these are 

characteristics that we're looking for. 

I'd like to move on and talk about another sector that's close to your heart, insurance. You were 

recently at a conference, you came back very enthusiastic. This is a position that's quite large in the 

strategic bond strategy. Tell us more. 

RB: So to provide context, the insurance sector makes up around 12% of strategy assets today and 

is a longstanding favoured sector for us. Our insight here is, I think, to act against the reflexively 

negative instinct of investors generally towards insurance. I think that comes from the fact that 

insurance companies exist to take risk, to absorb risk from you and I as individuals, from 

companies, for a fee. What that means is anytime anything bad happens in the world, the natural 

question as you look at your portfolio is, well, who's exposed? Which companies might suffer? And 

when you look at the insurance sector, the answer is often lots of companies in that sector will be 

exposed to the bad things that are happening because it's their job to absorb risk from the rest of 

the economy.  

Where I think they don't get enough credit is for actually the very good job that the large, diversified 

insurance companies have done over the years of managing these risks. So, I've been looking at 

these companies for more than 20 years and I've been consistently impressed with how they've 

navigated very different environments, lots of difficult events. Interest rate movements would be a 

great example here for life insurance companies in particular. That's a big swing factor. And we've 

seen a protracted fall in government bond yields over many years, which caused a lot of angst. 

More recently, we saw a big uptick in bond yields. And in both cases, actually, those risks have 

been well managed, as proven by resilient capital positions.  

I was at a conference last week. I saw a number of life insurers, non-life companies, and reinsurers. 

And the message from all of them, I think, was one of a sector in rude health, strong capital 

positions, good current levels of profitability, clarity on where growth is coming from, and a return 

discipline that I think is really welcome, probably helped by the adoption of the Solvency II 

regulation in recent years.  



  

  

 

 

 

 

 

 

 
 

And the best opportunities, I think, at the moment in the insurance sector are for companies taking 

advantage of pension buy-ins and buy-outs, even individual annuities making a comeback here in 

the UK. We are exposed to that through Phoenix Group, Legal & General, Rothesay Life, and 

Pension Insurance Corporation. 

RB: Thank you, Robert. I think that's a very positive note on which to finish.  

There are three key takeaways from this discussion. The first is that the strategy outperformed the 

reference index over the quarter as falling government bond yields drove total returns. Second, the 

strategy is broadly neutrally positioned in terms of credit risk, but continues to out-yield the 

reference index driven by an overweight to BBB-rated investment grade bonds. Finally, we 

continue to find attractive valuation opportunities. We've talked about holdings in the insurance 

sector and additions in the water utilities space. These are just two examples of positions that hold 

significant potential to add value for the strategy.  

Thank you for your time, and if you do have any follow-up questions, please don't hesitate to get in 

touch with your Baillie Gifford contact.  

  



  

  

 

 

 

 

 

 

 
 

 

 

      

      

      

 

 

    

    

    

 

 

 

 

 

 

 
 

Risk factors  
This communication was produced and approved in October 2024 and has not been updated 

subsequently. It represents views held at the time and may not reflect current thinking. 

 

The views expressed should not be considered as advice or a recommendation to buy, sell or hold a 

particular investment. They reflect opinion and should not be taken as statements of fact nor 

should any reliance be placed on them when making investment decisions. 

 

This communication contains information on investments which does not constitute independent 

research. Accordingly, it is not subject to the protections afforded to independent research, but is 

its staff may have dealt in the investments concerned. 

 

All information is sourced from Baillie Gifford & Co and is current unless otherwise stated.  

 



  

  

 

 

 

 

 

 

 
 

The images used in this communication are for illustrative purposes only. 

 

Important information 

Baillie Gifford & Co and Baillie Gifford & Co Limited are authorised and regulated by the Financial 

Conduct Authority (FCA). Baillie Gifford & Co Limited is an Authorised Corporate Director of OEICs. 

 

Baillie Gifford Overseas Limited provides investment management and advisory services to non-UK 

Professional/Institutional clients only. Baillie Gifford Overseas Limited is wholly owned by Baillie 

Gifford & Co. Baillie Gifford & Co and Baillie Gifford Overseas Limited are authorised and regulated 

by the FCA in the UK.  

 

Persons resident or domiciled outside the UK should consult with their professional advisers as to 

whether they require any governmental or other consents in order to enable them to invest, and 

with their tax advisers for advice relevant to their own particular circumstances. 

 

Financial intermediaries 
This communication is suitable for use of financial intermediaries. Financial intermediaries are 

solely responsible for any further distribution and Baillie Gifford takes no responsibility for the 

reliance on this document by any other person who did not receive this document directly from 

Baillie Gifford. 

 

Europe 
Baillie Gifford Investment Management (Europe) Ltd (BGE) is authorised by the Central Bank of 

Ireland as an AIFM under the AIFM Regulations and as a UCITS management company under the 

UCITS Regulation. BGE also has regulatory permissions to perform Individual Portfolio 

Management activities. BGE provides investment management and advisory services to European 

(excluding UK) segregated clients. BGE has been appointed as UCITS management company to the 

following UCITS umbrella company; Baillie Gifford Worldwide Funds plc. BGE is a wholly owned 

subsidiary of Baillie Gifford Overseas Limited, which is wholly owned by Baillie Gifford & Co. Baillie 

Gifford Overseas Limited and Baillie Gifford & Co are authorised and regulated in the UK by the 

Financial Conduct Authority. 

 

Hong Kong 
Baillie Gifford Asia (Hong Kong) Limited 柏基亞洲(香港)有限公司 is wholly owned by Baillie Gifford 

Overseas Limited and holds a Type 1 license from the Securities & Futures Commission of Hong 

Kong to market and distribute Baillie Gifford s range of collective investment schemes to 

professional investors in Hong Kong. Baillie Gifford Asia (Hong Kong) Limited 

 柏基亞洲(香港)有限公司 can be contacted at Suites 2713-2715, Two International Finance Centre, 8 

Finance Street, Central, Hong Kong. Telephone +852 3756 5700. 

 

 

 



  

  

 

 

 

 

 

 

 
 

South Korea 
Baillie Gifford Overseas Limited is licensed with the Financial Services Commission in South Korea 

as a cross border Discretionary Investment Manager and Non-discretionary Investment Adviser. 

 

Japan 

between Mitsubishi UFJ Trust & Banking Corporation and Baillie Gifford Overseas Limited. 

MUBGAM is authorised and regulated by the Financial Conduct Authority. 

 

Australia 
Baillie Gifford Overseas Limited (ARBN 118 567 178) is registered as a foreign company under the 

Corporations Act 2001 (Cth) and holds Foreign Australian Financial Services Licence No 528911. 

Overseas Limited immediately if you are not a wholesale client.  In no circumstances may this 

Corporations Act. 

 

This material contains general information only.  It does 

objectives, financial situation or needs. 

 

South Africa 
Baillie Gifford Overseas Limited is registered as a Foreign Financial Services Provider with the 

Financial Sector Conduct Authority in South Africa.  

 

North America  
Baillie Gifford International LLC is wholly owned by Baillie Gifford Overseas Limited; it was formed 

in Delaware in 2005 and is registered with the SEC. It is the legal entity through which Baillie 

Gifford Overseas Limited provides client service and marketing functions in North America. Baillie 

Gifford Overseas Limited is registered with the SEC in the United States of America. 

 

The Manager is not resident in Canada, its head office and principal place of business is in 

Edinburgh, Scotland. Baillie Gifford Overseas Limited is regulated in Canada as a portfolio manager 

and exempt market dealer with the Ontario Securities Commission ('OSC'). Its portfolio manager 

licence is currently passported into Alberta, Quebec, Saskatchewan, Manitoba and Newfoundland 

& Labrador whereas the exempt market dealer licence is passported across all Canadian provinces 

and territories. Baillie Gifford International LLC is regulated by the OSC as an exempt market and 

its licence is passported across all Canadian provinces and territories. Baillie Gifford Investment 

Exemption in the provinces of Ontario and Quebec. 

 

 

 



  

  

 

 

 

 

 

 

 
 

Israel 
tion of Investment Advising, 

Investment Marketing and Portfolio Management Law, 5755-1995 (the Advice Law) and does not 

carry insurance pursuant to the Advice Law. This material is only intended for those categories of 

Israeli residents who are qualified clients listed on the First Addendum to the Advice Law. 

 

Singapore 
Baillie Gifford Asia (Singapore) Private Limited is wholly owned by Baillie Gifford Overseas Limited 

and is regulated by the Monetary Authority of Singapore as a holder of a capital markets services 

licence to conduct fund management activities for institutional investors and accredited investors in 

Singapore. Baillie Gifford Overseas Limited, as a foreign related corporation of Baillie Gifford Asia 

(Singapore) Private Limited, has entered into a cross-border business arrangement with Baillie 

Gifford Asia (Singapore) Private Limited, and shall be relying upon the exemption under regulation 

4 of the Securities and Futures (Exemption for Cross-Border Arrangements) (Foreign Related 

Corporations) Regulations 2021 which enables both Baillie Gifford Overseas Limited and Baillie 

Gifford Asia (Singapore) Private Limited to market the full range of segregated mandate services to 

institutional investors and accredited investors in Singapore. 

 


