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Performance Summary
Market Review
United States
The month of August was defined against a backdrop of continually high inflation prints driving 
global sovereign yields higher, as markets moved to reprice the path of global monetary policy. 
In the United States, nominal yields on the UST 2-yr sold off by 55bps, to close the month at 
3.45%, at one point touching 3.50% for the first time since 2007. Further out on the curve, the 
nominal yield on the UST 10-yr sold off to a lesser extent, but a still significant amount, of 48 bps 
to close the month at 3.15%. These were notable moves to be sure, though relatively benign when 
compared to moves in the UK and Europe where Gilts and Bunds cheapened by more than 95bps 
and 70bps, respectively, on the month. This comes on the back of a more acutely sustained energy 
price shock due to the war in Ukraine, which has caused inflation expectations to the upside, 
compared to opposite moves observed in the US. Equities fared poorly, with the S&P500 dropping 
by -4.2% in August as markets braced for continued monetary policy tightening. 

While there wasn’t an FOMC meeting in August, the Federal Reserve was still able to communicate 
their thought process, and emphatically so, in the yearly Jackson Hole Symposium on August 
26th. Fed Chair Powell’s remarks to the Jackson Hole conference, while light on detail, offered 
a clear policy message: the Fed is determined to bring inflation back to target, and this calls for 
higher rates for longer, even though that will likely damage the economy. This follows Fed rhetoric 
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Investment Performance (%)

1 Mth 3 Mths CYTD 1 Yr 3 Yrs 5 Yrs
Since 
Incep

BlackRock Wholesale International 
Bond Fund* (Gross of Fees)

-2.69 -2.47 -10.35 -11.03 -2.15 0.88 5.97

Barclays Global Aggregate 500 Index 
(hedged in AUD)

-2.73 -1.93 -9.60 -10.45 -2.66 0.45 5.94

Outperformance (Gross of Fees) 0.03 -0.55 -0.75 -0.58 0.51 0.43 0.03

BlackRock Wholesale International 
Bond Fund^ (Net of Fees)

-2.74 -2.60 -10.67 -11.51 -2.68 0.33 5.26

Barclays Global Aggregate 500 Index 
(hedged in AUD)

-2.73 -1.93 -9.60 -10.45 -2.66 0.45 5.94

Outperformance (Net of Fees) -0.01 -0.68 -1.08 -1.06 -0.02 -0.12 -0.67

*Fund inception: 30/09/1992. ^Fund inception: 30/09/1992.
Past performance is not a reliable indicator of future performance. Performance for periods greater than one year is annualised. 
Performance is calculated in Australian dollars and assumes reinvestment of distributions. Gross performance is calculated gross of 
ongoing fees and expenses. Net performance is calculated on exit-to-exit price basis, e.g. net of ongoing fees and expenses. Gross returns 
are provided for products offered to wholesale clients only who may be subject to differential fees. Please refer to the Fund’s product 
disclosure statement for more information.

Fund Performance (Gross of Fees) to 31 August 2022
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throughout the month which placed more of an emphasis on holding 
rates higher for longer, as opposed to front-loading hikes and then 
pivoting, as was previously anticipated. Pricing on the front-end of the 
yield curve shifted to reflect the change in messaging, and subsequently 
pushed the terminal rate higher and priced out 35bps of cuts from 2023. 
This deviates from July’s FOMC which was interpreted by markets as 
being gently dovish. 

Data released throughout the month reflected a continuation to an 
already tight labor market, and robust inflation which has gripped 
markets this year. August’s nonfarm payrolls print covering the month of 
July was universally strong. Nonfarm Payrolls came in at 528k against 
consensus estimates of 250k, a shocking beat that perhaps provided the 
Federal Reserve with evidence that they can continue to be aggressive 
with inflation. The unemployment rate shifted slightly lower to 3.5% 
from 3.6% with the labor force participation rate declining to 62.1% from 
62.2%. Average hourly earnings surprised stronger with upward revisions. 
July average hourly earnings gained 0.5% MoM vs. 0.4% in June, leaving 
the yearly pace at 5.2%. Concerning inflation, US CPI YoY increased 8.5%, 
lower than consensus estimates that called for an 8.7% gain. The MoM 
CPI figure printed flat (0.0%) against estimates that called for a 0.2% 
advance. Excluding food and energy, the YoY figure was marked at 5.9%. 
This provided fodder for conversations that inflation may have peaked, 
but the headline figure was largely driven by a drop in energy prices.

Eurozone 
Western central banks re-iterated their commitment to tighten monetary 
policy in the face of inflationary pressures. Hawkish comments from ECB 
members included “even if we enter a recession, we have little choice 
but to continue the normalisation path” (Isabel Schnabel) and “the 
broadening and deepening of our inflation problem generates the need 
to act forcefully” (Klass Knot). The strong rhetoric saw the probability of a 
75bps hike in September reach 90% with 171bps of tightening forecasted 
across the final 3 meetings of the year, up 75bps through August. 

The projected pace of hikes in 2023 increased with forecasted terminal 
rate around 238bps. Price action flattened curves although unlike US 
and UK markets, a positive spread remains between 10 and 2-year yields. 
Forward markets trended higher, 5Y5Y OIS moving above 2% suggesting 
the ECB may need to adopt restrictive monetary policy in the long term. 
The move saw 5Y5Y OIS real yields move into positive territory, a rarity 
since 2015 and a post-QE market.  

Eurozone headline and core inflation printed higher at 9.1% and 4.3% 
respectively. Whilst energy price pressures eased marginally, droughts 
and European heatwaves added to food price pressures. Feeding into 
core prices, higher fixings compounded the sell-off in bonds, the German 
curve around 5bps higher with 10 year 1.55%. Given the voting rules in 
ECB meetings (one country, one vote) it’s interesting to note the inflation 
divergence across member countries with Estonia up 25.2% versus 
France 6.5%. Whilst elevated inflation fixings are forecasted to continue 
with one-year swaps 8%, the markets expect a very sharp retracement 
after the influence of base affects with 1Y1Y currently 2.15%. 

Energy prices softened in August after the EU met its gas storage filling 
goal two months ahead of target. Whilst storage helps insure against 
supply shocks and provides around 25% to 30% of fuel consumed 
through winter, continued flow remains vital. A reminder as to the 
uncertainty of future supply re-surfaced after Gazprom unexpectedly 
halted gas flow through Nord Stream for three-days of maintenance.

Forward looking data disappointed with August PMI’s suggesting the 
economy is heading towards a recession. Falling from 49.9 to 49.2, lower 
demand and rising inventories increased the probability of the region 
contracting in the third quarter. The immediate reaction of eurozone 
government bonds was to sell-off, demonstrating that despite the risk 
of falling into recession, the market believes the ECB will continue 
tightening monetary policy.

United Kingdom
UK Government bonds underperformed their global peers as UK 
monetary policy continued to prioritise inflation control in the wake of 
high reports. Fears around the outlook for the domestic economy more 
widely, in addition to the country’s fiscal position, weighed in on the 
currency and led to very poor performance in sterling. With the increase 
in October in the energy price cap now on the immediate horizon, setting 
average household bills to almost double, any near-term optimism has 
taken a hit.

Over the course of August, economic data continued to reflect the cost-
of-living squeeze amid an inflationary backdrop. UK Inflation once 
again hit another multi-decade high, increasing from 9.4% in June 
to 10.1% in July, whilst August Flash Composite PMI declined by 1.2 
points, managing to remain in marginally expansionary territory at 50.9. 
The Bank of England (BoE) significantly downgraded its UK economic 

forecast from its previous assessment in May, following the new surge 
in gas prices that reflected the protracted war in Ukraine and cuts in gas 
supply to Europe. The BoE forecast the UK to enter recession in Q4 2022 
and continuing throughout 2023, with growth remaining weak following 
its conclusion. 

Whilst the macro growth outlook looks to deteriorate, the policy path 
from the BoE kept its priorities to curb inflation. BoE governor, Andrew 
Bailey, vowed last month that there would be “no ifs or buts” in the central 
bank’s commitment to returning inflation toward its 2% target. Following 
through, the BoE raised its policy rate by 0.5% to 1.75% at the start of 
the month, the largest margin in close to 30 years. Even though the UK 
central bank now expects a recession to start in the fourth quarter, it 
warned of further tightening to contain inflation, which it expects to rise 
further to 13%. 

Boris Johnsons resignation in July has put a block on further major 
policies being introduced until a new leader of the ruling Conservative 
Party is elected. Uncertainty has increased as to the fiscal future of the 
UK. Frontrunner, Liz Truss, differs from rival Rishi Sunak particularly in 
areas of favouring tax cuts and purporting unorthodox regulatory views 
including the proposed altering of the BoE’s inflation mandate. Political 
uncertainty and a slowing economy weighed on the currency. The sterling 
to US dollar exchange rate fell to its lowest point in 2022.

Against this backdrop, government bond yields posted the largest 
monthly jump on record in August. Moves were most pronounced at 
the shorter maturity end, with 2-year and 5-year Gilt yields increasing 
131 bps and 117 bps, respectively. Increasing yields at the mid-longer 
maturing end were also extreme by historic standards as illustrated by a 
94 bps increase in 10-year gilt yields.

Japan 
Japanese Government Bond yields fell mainly via 7yr zone with 10Yr yield 
ending the month 4.5bp higher at 0.22%. The Japanese bond market also 
came under upward pressure as bond yields in the U.S. and European 
markets trended higher on the back of a series of statements by U.S. 
FOMC members indicating a strong commitment to curbing inflation 
retreating Fed’s early interest rates hike termination or early rate cut 
and a continued rise in inflation indicators in the eurozone. However, the 
change in yield curve shape was partly a reaction to the significant bull-
steepening in the over 7-year portion of the curve and yields mainly rose 
around the 7-year mark.

The overall inflation ex-perishable food was +2.4% YoY in July, remained 
above the central bank’s 2% target for a fourth straight month as energy 
and food prices continued to be high. The unemployment rate remained 
relatively low at 2.6% in July.

Market Review:
• Developed market government bond yields rose sharply in August. 

Runaway inflation continues to dominate central bank actions 
globally, despite the inherent risk of weaker growth. Economic data 
released over the month struck a recessionary tone and provided 
further evidence that the global economy was slowing. The global 
composite Purchasing Managers’ Index (PMI) registered at 50.8 
for July, touching a two-year low. Meanwhile, global inflationary 
pressures started to ease on the back of lower commodity prices. 
Inflation data indicated a turning point for US inflation, with headline 
CPI inflation printing at 8.5% year-on-year (YoY) in July, down from 
9.1% in June on lower gasoline prices. Core CPI, which excludes 
volatile items such as food and energy, was also below estimates and 
unchanged from the prior month. In contrast to the US, inflation in the 
UK climbed to 10.1% YoY in July – the first double-digit reading since 
February 1982 and fuelled by higher food costs. Similarly, eurozone 
inflation rose to 9.1% in August, the highest since the creation of the 
single currency and driven once again by soaring energy and food 
costs. Elsewhere, inflation in Japan continued to remain above Bank 
of Japan’s (BoJ) target of 2% for the fourth consecutive month, due to 
higher fuel prices and a weaker yen.

• In the US, the Federal Reserve (Fed) remains committed to tackling 
inflation, as evidenced by Chairman Jerome Powell’s rather hawkish 
speech at Jackson Hole towards the end of the month. The strong 
messaging indicated that the Fed was willing to accept near-term 
economic weakness in an effort to subdue inflation. Economic data 
published over August was mixed. The labour market remained 
resilient, with the economy adding 528,000 jobs in July, more than 
double consensus expectations of around 250,000. Job growth was 
broad-based, led by gains in leisure and hospitality, professional 
and business services, and healthcare. The unemployment rate 
also edged 0.1% lower, matching the 3.5% pre-pandemic rate of 
February 2020. While retail sales and industrial production proved 
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more resilient in July, tighter monetary policy continued to weigh 
on the housing sector, with existing and new home sales falling 
5.9% and 12.6% respectively in July. Housing starts and building 
permits, a proxy for future construction also fell 9.6% and 0.6% 
respectively. Lastly, the flash US composite PMI fell to 45.0 in August 
(PMI readings below 50.0 signal a contraction), suggesting broad-
based weakening in the economy and that recessionary risks remain 
elevated. It marked a second consecutive monthly decrease in total 
business activity.

• In Europe, eurozone business activity fell for a second consecutive 
month in August, following a 16-month period of growth. The 
eurozone composite PMI fell to an 18-month low of 49.2, reflecting 
a moderation in services, which was concentrated in France and 
Germany. Natural gas prices also surged to a record high after 
Russia’s state-owned gas producer Gazprom announced further 
maintenance-related closures of the Nord Stream 1 pipeline to 
Europe at the end of August. In the UK, the Bank of England (BoE) 
raised its key interest rate by 50 bps to 1.75%, the biggest increase 
since 1995. It also projected that inflation is now expected to peak 
at around 13% towards the end of this year, owing to domestic price 
pressures alongside surging energy prices. Previously, forecasts in 
May indicated an inflation peak of around 11%, but energy prices 
are now set to rise more than expected. It also projected that the UK 
would enter a recession in the last quarter of this year, lasting through 
to the end of 2023 potentially. Business activity almost stagnated in 
August, on the back of weakness in the manufacturing sector. The 
services sector also expanded at its lowest pace in 18 months. The 
composite PMI fell to an 18month low of 50.9. Elsewhere, Norway’s 
central bank raised its benchmark interest rate by 50 bps to 1.75% 
to tackle surging inflation. New Zealand’s central bank also delivered 
its fourth consecutive 50 bps rate hike, taking its benchmark interest 
rate to 3%.

• Resurgent volatility led to the benchmark US 10-year treasury yield 
ending the month 54bps higher at 3.19%. On a monthend closing 
basis, it was the highest close since April 2011. The 2-year yield 
ended the month 60bps higher at 3.48%. The 2- to 10-year segment 
of the US treasury yield curve also remained inverted. European 
government bonds underperformed versus their US counterparts 
over the month, the UK 10-year yield traded 94bps higher at 2.80%, 
while the German equivalent yield traded 73bps higher to 1.54%. 
Higher government bond yields led to negative returns for all fixed 
income sectors, however emerging market hard currency debt and 
European high yield bonds outperformed, returning -0.95% and 
-1.25% respectively. In currency markets, the British pound and 
Japanese yen were amongst the worst performing G10 currencies, 
returning -4.51% and -4.09% against the US dollar respectively. 
The euro dropped to parity against the US dollar as the near-term 
downside risks to economic growth became more evident as natural 
gas prices surged and returned -1.62% against the US dollar. 
Commodity prices declined for the third consecutive month as 
ongoing recession fears more than offset physical market tightness; 
brent crude oil ended the month 12.3% lower at $96 a barrel. 

Performance Attribution
• The Fund modestly outperformed its benchmark over the month 

driven by our active FX positioning in developed market currencies.

• Our positioning within developed market active currencies posted 
positive returns, led by short positions in the Japanese yen and the 
euro. Our short positions in the Canadian dollar, Australian dollar, 
and Swedish krona also added to performance. These positions were 
each paired against a long US dollar position.   

• Emerging market strategies modestly added, principally via our 
modest overweight to emerging market hard currency debt. Our 
modest positioning to local rates also added - our overweight to 
China produced positive returns, while our overweight to South 
Korea detracted from performance. Positioning within currencies 
was flat, with our short Chinese renminbi position adding to returns, 
offset by our short South African rand position.

• Credit strategies modestly detracted, driven by our overweight 
exposure to US high yield. Our overweight allocation to USD 
denominated investment grade credit, across industrials 
and financials also detracted. Our underweight allocation to 
EURdenominated investment grade credit added. In addition, 
our overweight to securitised assets also added, via US agency 
mortgage-backed securities (MBS) and US commercial mortgage-
backed securities (CMBS).

• Macro rates strategies detracted from performance, led by our 
tactical overweight to US duration. Positioning within the eurozone 

was negative, driven by our overweight to Germany. Our underweight 
to Italy and France did however add to performance. Elsewhere, 
our underweight to Japan duration added over the month. Yield 
curve positioning in the Fund was modestly negative, driven by our 
positioning in the US, UK and Germany; our positioning in Japan did 
offset some of the negative performance.

Portfolio Activity
• The Fund’s headline duration underweight was reduced significantly 

over the month. We continue to maintain our underweight to Japan. 
Elsewhere, we rotated our underweight exposure in US duration 
to an overall overweight. We continue to maintain our overweight 
exposure to eurozone duration, via our long positioning in eurozone 
duration swaps and to Austria, with offsetting modest contributions 
from our underweight to Italy and France.

• In developed market currencies, we increased our long position in 
the US dollar and maintain our modest long position in the Swiss 
franc. Furthermore, we increased our short position in the Japanese 
yen and reduced our short position in the Australian dollar. We 
also initiated a modest short position in sterling and we continue 
to maintain our short positions in the euro, Canadian dollar and 
Swedish krona.

• We increased our overall credit exposure within spread assets 
over the month, by increasing our overweight exposure to US high 
yield credit and to investment grade industrials and financials. We 
continued to reduce our modest overweight to emerging market hard 
currency debt, and maintain our overweight allocation to securitised 
assets.

• Our emerging markets positioning remains modest with overweight 
allocations to China and South Korea local currency government 
bonds only. Within currencies, we continue to maintain our short 
positions in the Chinese renminbi, Indonesian rupiah and South 
African rand. We also continue to retain our modest short positions 
in the Mexican peso and South Korean won, and a long position in the 
Singaporean dollar.

Outlook
• The Fed has clearly been rushing to get to a destination of restrictive 

rate policy in order to subdue extremely high levels of inflation, 
while hopefully not pushing the economy into a deep recession. 
Many have suggested that the Fed has to move interest rates much 
higher (toward, or above, the existing level of inflation) in order to 
break these higher inflationary expectations. However, this inflation-
fighting credibility, alongside a clearly moderating economy, suggest 
that the Fed may be able to move quickly with another historically 
high-rate adjustment - so that they can get the Fed Funds rate more 
firmly into restrictive territory and then can wait and watch. Indeed, 
monetary policy works with long and variable lags and thus moving 
rapidly to the mid- to high- 3% range on the Fed Funds rate will allow 
the Fed to get to its destination and watch its policy adjustments get 
to work.

• There are structural reasons that make bringing down inflation 
more difficult. These include the devastating and persistent war in 
the Ukraine, which has driven energy and food prices to elevated 
levels. Further, de-globalization stemming partly from this war, as 
well as tensions between China and the US, has contributed to price 
gains, as does lower housing inventories in the US, which keep all-
important shelter costs high.

• Still, while it is imperative that the Fed get the currently high rate of 
inflation under control, we are concerned about the potential for the 
central bank to overdo the tightening and undo much of the progress 
that has been made in recovering from the pandemic shock. In fact, 
since the Covid crisis began, wages are higher across the board, and 
importantly, this has been especially true for lower income cohorts.

• As a result, while the Fed clearly does need to continue tightening 
policy, policymakers will want to be very careful to not unnecessarily 
derail some of these longer-term positive trends, while keeping rates 
elevated for an extended period for the economy to structurally 
adjust.

• In term of portfolio positioning, we feel comfortable slowly layering 
into fixed income spread sectors, particularly to high quality credit 
assets in the US - such as investment grade credit – but also to high 
yield credit given the attractive valuations. We continue to wait for 
catalysts in parts of the market that seem too risky despite attractive 
valuations - including European credit and emerging market debt - 
and we stand ready to deploy our cash once we see a bit of more 
clarity.
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other offer document (Offer Documents) before deciding whether to acquire, or continue to hold, an investment in any BlackRock fund. Offer Documents 
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rate of return referred to in this material is made by BIMAL or any entity in the BlackRock group of companies. No part of this material may be reproduced 
or distributed in any manner without the prior written permission of BIMAL. © 2022 BlackRock, Inc. All Rights reserved. BLACKROCK, BLACKROCK 
SOLUTIONS, iSHARES and the stylised i logo are registered and unregistered trademarks of BlackRock, Inc. or its subsidiaries in the United States and 
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• Finally, in terms of government bond exposure, we think that it will be 
relatively difficult for the Fed to take the policy rate beyond the 3.75 - 
4% range. We are more directionally agnostic with our view and look 
to tactically adjust our duration exposure within a range.

Region Exposure

Credit Rating Breakdown

Region Fund

UK 4.07

Europe (ex UK) 19.40

North America 63.32

Japan 2.10

Asia (ex Japan) 1.47

Other 9.64

Credit Rating Weight %

% AAA* 36.62

%AA 13.40

%A 22.92

%BBB 20.54

Sub-Investment (%BB>) 1.56

Other^ 4.98

Sector Exposure

Sector Weight %

Government 34.62
Government Related 12.46

Treasury 22.16

Corporate 29.30
Financials 8.82

Industrials 18.20

Utilities 1.85

Other 0.43

Securitized 33.50
Cash & FX 1.97
Other^ 0.61

About the Fund

Investment Objective
The Fund aims to outperform the benchmark Barclays Capital Global 
Aggregate 500 Index (AUD hedged) Index by 150 basis points p.a. (before 
fees) over rolling 3 year periods.

The Fund seeks to achieve its performance objective through the taking 
of active risk versus its benchmark index in strategies based on areas 
including, but not limited to, the following:

 duration;

 yield curve selection;

 sector (eg. credit) selection;

 issuer; and

 country, security and currency selection.

The Fund benchmark is hedged back to Australian dollars. We may, 
however, take active currency positions relative to its fully hedged 
benchmark subject to certain restrictions.

Fund Strategy
The Fund is actively managed within a rigorous risk management 
framework. The portfolio is continually monitored and, where 
necessary, adjusted to suit changing economic and market conditions. 
Great importance is placed on research and a team based approach to 
making investment decisions.

The investment process is focused on accessing the best ideas of our 
global fixed income team. The Team seeks to add value by managing 
duration, yield curve, and sector (eg. corporate, mortgage backed, 
agency debt, etc) and individual security, country and currency 
exposures against the benchmark.

In seeking to access a broad array of enhancement strategies, we utilise 
proprietal research-based knowledge, fundamental macroeconomic 
and credit, sector and security analysis. The management of risk 
is central to our investment process. The Team reviews the Fund 
exposures on an ongoing basis to ensure the Fund maintains a risk/
reward profile appropriate to changing market conditions and the 
degree of confidence we have in our return expectations.

Should be considered by investors who …
 Seek a fund which aims to provide capital growth and some tax 

effective income.

 Accept the risk of significant price fluctuations.

Fund Details

BlackRock Wholesale International Bond Fund

Fund Size 42 mil

Buy/Sell Spread 0.15% / 0.15%
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