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Introduction
• Strategic bond funds are an important pillar of UK investors’ portfolios, with over £40 billion 

invested in the Investment Association’s Sterling Strategic Bond sector.

• But financial advisers face a problem when picking strategic bond funds: a high dispersion of 
returns and lack of transparency make it hard to identify the right fund to meet their clients’ 
investment needs.

• With a customised benchmark that is the basis for a more intuitive risk profile than other 
strategic bond funds, a flexible approach to asset allocation and a 13-year record of strong 
risk-adjusted returns, we believe the Aviva Investors Strategic Bond Fund is a compelling 
solution for advisers looking for long-term and adaptable fixed income exposure for their clients.

Life is like a box of 
chocolates; you never know 
what you’re going to get.”
Forrest Gump

Past performance is not a guide to future performance.
1. Sector AUM. Source: Investment Association and Morningstar. Data as of February 28, 2022.

The flexibility of strategic bond funds makes them a popular component of many UK 
retail investors’ portfolios. With £41 billion in assets managed across 92 funds, the 
Investment Association’s (IA) Sterling Strategic Bond sector is second only to the Sterling 
Corporate Bond sector in terms of assets under management within fixed income funds.1 

It is also a broad cohort, in part because the IA has just one requirement for inclusion in 
the sector: funds must “invest at least 80 per cent of their assets in sterling-denominated 
(or hedged back to sterling) fixed interest securities”. The lack of constraints on asset 
allocation – managers can invest globally across a range of asset classes, including 
government bonds, investment-grade credit, high yield and emerging-market debt, and 
even hold up to 20 per cent of a portfolio in equities – makes for a diverse population of 
funds with a range of investment approaches and risk/return profiles. 

As well as being a varied sector, it is also opaque. Many strategic bond funds are not 
managed against a recognised benchmark; instead, many asset managers compare the 
performance of their funds with a handpicked peer group of other strategic bond funds, 
the composition of which is not always disclosed in marketing materials or on their 
websites. About one-third of funds (31) list the IA Sterling Strategic Bond sector as their 
primary performance benchmark, meaning they are comparing their returns against a 
highly dispersed peer group.

This diversity and lack of transparency creates a problem for financial advisers: like Forrest 
Gump’s chocolate box, how do you know what you are going to get when you select a 
strategic bond fund? How do you know it will meet your clients’ investment needs?

In this article, we will explore this conundrum for advisers in more detail, breaking it down 
into three parts, before sharing our approach and why we believe the Aviva Investors 
Strategic Bond Fund offers a compelling solution.
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The adviser’s problem – part 1: 
The wide dispersion in sterling strategic bond fund returns

The IA Sterling Strategic Bond sector has shown a high dispersion in returns and risk/
return profiles over the long term. 

Over the five-year period to 31 December 2021 (see Figure 1), outcomes ranged from 
the conservative (annualised total return of 1.8 per cent, with two per cent standard 
deviation) to the high-octane (annualised total return of 7.2 per cent, with 7.1 per cent 
standard deviation). Reviewing rolling 12-month returns since December 2009, the spread 
among individual funds in the sector is as wide as 40 per cent over some 12-month 
periods (see Figure 2). 

Such a wide range of outcomes might be deemed par for the course for equity funds, but 
more cautious, risk-averse investors may be discomfited by the breadth of results from 
these bond funds. 

However you look at it, the IA Sterling Strategic Bond sector has seen high dispersion.

Figure 1.   Five-year risk/returns of IA £ Strategic Bond sector (per cent)
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Past performance is not a guide to future performance.
Note: Returns are net of fees on the IA £ Strategic Bond sector.
Source Morningstar. Data as of March 31, 2022.

The spread among individual 
funds in the sector is as wide as 

40 per cent
over some 12-month periods 
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Even when funds are benchmarked against a recognised and relevant index, they can 
display high levels of tracking error. 

Figure 2.   Sector dispersion, 12-month rolling total returns (per cent)
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Past performance is not a guide to future performance.
Note: Returns are net of fees on the IA £ Strategic Bond sector.
Source Morningstar. Data as of March 31, 2022.

Figure 3.   12-month rolling returns for IA £ Strategic Bond sector (per cent)

-15

-10

-5

0

5

10

15

20

25

30

35

40

Peer fund "A" Fund "A" benchmark Peer group median

2008 2009 2011 2012 2013 2014 2016 2017 2018 2019 2020 2022
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selected due to outlaying performance and high tracking error versus its benchmark.
Source Morningstar. Data as of March 31, 2022.
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The adviser’s problem – part 2: 
Sterling strategic bond funds acting as high-yield fund proxies

As Figure 4 shows, since the 2007-2009 Global Financial Crisis, the performance of the 
Sterling Strategic Bond sector (based on its median return) has been highly correlated 
to the performance of the high-yield bond market (as represented by changes in option-
adjusted high-yield bond spreads). 

This suggests many sterling strategic bond funds are acting as a proxy for high-yield 
funds, rather than reflecting a more diversified underlying asset allocation. It appears 
many funds are not taking full advantage of the flexibility of their mandate to invest 
meaningfully across the entire fixed income spectrum.

Figure 4.    IA £ Strategic Bond sector median 12-month rolling return versus  
12-month rolling high-yield credit spread changes (per cent)
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Past performance is not a guide to future performance.
Note: Option-adjusted spread change references the Bloomberg Global High Yield xCMBS xEMG 2% index.
Source Morningstar. Data as of March 31, 2022.

Many funds are not taking 
advantage of the flexibility 
of their mandate to invest 
meaningfully across the 
fixed income spectrum
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The adviser’s problem – part 3: 
Fixed income asset allocation is a full-time job

Asset allocation in fixed income is a full-time job. Financial markets are cyclical in nature, 
and different asset classes outperform during different stages of the market cycle. For 
example, during the growth stage, high-yield credit traditionally performs well. During a 
recession, the flight to quality means that higher-rated investment-grade credit and 
government bonds tend to outperform other fixed income asset classes. 

The dynamic nature of global fixed income markets means asset allocation cannot be set 
and left untouched for months or years on end; a watchful and agile approach is needed 
to respond to market opportunities and risks as they unfold. For example, many UK 
investors may solely hold gilts as their bond exposure. While this may be a defensive 
asset class, only holding gilts might not be the most effective use of capital across a fixed 
income market cycle.

Figure 5.   An agile approach
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Source: Aviva Investors, March 2022. For illustrative purposes only. 

Asset allocation cannot be 
set and left untouched for 
months or years on end 
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Our solution: 
The Aviva Investors Strategic Bond Fund

Designed to be a strategic anchor for your clients’ fixed income needs, we consider the 
Aviva Investors Strategic Bond Fund to be a compelling solution to the problems facing 
advisers. We recognise this fund could be a client’s only fixed income holding. As such, 
we believe it should behave like a bond fund in terms of its performance expectation and 
provide exposure to a diversified set of fixed income assets over time.

1.  Customised benchmark brings transparency and 
a balanced starting point for asset allocation

We have developed a customised benchmark we believe accurately represents the risk and 
reward profile of the strategic bond sector: one-third G7 government bonds, one-third 
investment-grade credit and one-third developed market global high-yield bonds. 

Since the fund’s launch in 2008, our customised benchmark has had a high correlation to 
the IA Sterling Strategic Bond sector median return and forms a neutral starting point for 
our asset allocation. We believe this brings a level of transparency to the fund and allows 
clients to understand the risks they should expect to see taken in the portfolio. 

Figure 6.    Equal weighting of G7 government bonds, investment-grade corporates and 
high-yield credit is closely correlated to the sector median return
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Past performance is not a guide to future performance.
Note: Benchmark 33% Bloomberg Global G7 treasuries, 33% Bloomberg Global Aggregate Corporates, 
33% Bloomberg GHY xCMBS xEMG 2% capped. All hedged to GBP. Relative performance is based on 
geometric calculations. Inception date September 22, 2008.
Source Aviva Investors, Bloomberg. Data as of March 31, 2022. 

We consider the Aviva 
Investors Strategic Bond 
Fund to be a compelling 
solution to the problems 
facing advisers 
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2.  Broad but flexible approach to fixed income  
asset allocation

We take  a flexible approach to asset allocation, adjusting our top-down risk positioning 
based on the views and inputs of investment professionals from across our business. 
This helps establish which point of the market cycle we are currently in and which parts 
of the fixed income universe we believe offer the greatest value. 

Unlike many funds in the sector that behave as high-yield bond fund proxies, the fund 
has consistently maintained a substantial aggregate exposure to government bonds and 
investment-grade credit. But our flexible and dynamic approach means the fund is not 
simply a replication of a global aggregate index – as evidenced by the fact the government 
bond exposure in the portfolio has ranged from zero per cent in early 2010 to over 30 per 
cent on occasion.

Figure 7.   Asset allocation since fund launch
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Past performance is not a guide to future performance.
Source: Aviva Investors, BlackRock Aladdin. Data as of March 31, 2022.

The fund is not simply 
a replication of a global 
aggregate index 
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3.  Outperformance through cycles
Given the asymmetric nature of fixed income markets, it is important to minimise 
drawdowns during periods of volatility and participate in periods of market strength. 
As shown in Figure 8, the fund has successfully navigated several major market events and 
flourished in different market environments. As a result, it has generated alpha regardless 
of the direction of credit spreads. 

Through being risk-aware, the fund has significantly outperformed its benchmark since its 
launch in 2008. This long-term outperformance has been achieved with a beta of close to 
one since launch, meaning the fund’s outperformance has not stemmed from simply taking 
more risk. This is further validated by the fund’s drawdown profile, which is superior than 
the benchmark over all periods. 

Figure 8.    Outperformance across different market conditions: delivering excess returns 
even when high-yield markets are under stress
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Past performance is not a guide to future performance.
Note: Benchmark 33% Bloomberg Global G7 treasuries, 33% Bloomberg Global Aggregate Corporates, 
33% Bloomberg GHY xCMBS xEMG 2% capped. All hedged to GBP. Relative performance is based on 
geometric calculations. Inception date September 22, 2008. Returns are gross of fee. See Figure 11 for calendar 
year performance which shows the effect of fees.
Source: eVestment, BRS Aladdin. Data as of March 31, 2022.

The fund has successfully 
navigated major market 
events and flourished 
in different market 
environments 
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Figure 9.    Growth of £100 since launch
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Past performance is not a guide to future performance.
Note: Benchmark 33% Bloomberg Global G7 treasuries, 33% Bloomberg Global Aggregate Corporates, 
33% Bloomberg GHY xCMBS xEMG 2% capped.  All hedged to GBP. Relative performance is based on geometric 
calculations. Inception date September 22, 2008. Returns are net of fees.
Source: eVestment, BRS Aladdin. Data as of March 31, 2022.

Figure 10.   Outperformance with less risk

1 year 3 years 5 years 10 years Since inception

Sharpe ratio -0.49 0.65 0.52 1.08 1.07

Beta 0.82 0.89 0.90 0.93 1.02

Maximum drawdown 4.28 5.41 5.41 5.41 7.94

Benchmark maximum drawdown 5.28 6.43 6.43 6.43 8.70

Past performance is not a guide to future performance.
Note: Benchmark 33% Bloomberg Global G7 treasuries, 33% Bloomberg Global Aggregate Corporates, 
33% Bloomberg GHY xCMBS xEMG 2% capped.  All hedged to GBP. Relative performance is based on geometric 
calculations. Inception date September 22, 2008. Returns are net of fees.
Source: eVestment, BRS Aladdin. Data as of March 31, 2022.



12 Aviva Investors Solving the chocolate box problem

Key takeaways

While no-one can predict future returns precisely, we believe investors should know, within 
reason, what they can expect from a fund in terms of its asset allocation and pattern of 
performance and be able to readily compare this against an appropriate benchmark. 

We believe the Aviva Investors Strategic Bond Fund provides advisers with a transparent, 
flexible and well-rounded solution that avoids the more high-yield-biased exposure of 
several other strategic bond funds. With an attractive risk/reward record since its launch in 
2008 by the same portfolio management team – a 13-year period that has encompassed 
several market environments – we believe the fund can act as a single solution to your 
clients’ fixed income needs.

Other fund highlights

•  Unique portfolio construction: We have identified inefficiencies in the fixed income 
universe that give us an opportunity to create custom sectors. When pieced together, 
these custom sectors create a more efficient portfolio in which clients can expect to see 
additional returns without taking on additional volatility. We construct our portfolios to 
harness the characteristics of custom sectors and maximise returns.

•  Portfolio manager stability: Chris Higham, senior portfolio manager, has managed 
the fund since its launch in 2008 and James Vokins, global head of investment grade 
credit, has managed the fund since 2016. They are supported by the global resources 
of Aviva Investors, including over 75 credit investment professionals.

•  Fundamentally-focused portfolio: A concentrated portfolio of around 80 holdings 
supported by strong research, embedded ESG considerations and ongoing dialogue with 
every company in the portfolio.

We construct our portfolios 
to harness the characteristics 
of custom sectors and 
maximise returns

Investors should know what 
they can expect in terms of 
asset allocation and pattern 
of performance 
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Key risks

Investment risk and currency risk
The value of an investment and any income from it can go down as well as up and can 
fluctuate in response to changes in currency exchange rates. Investors may not get back 
the original amount invested.

Illiquid securities risk
Certain assets held in the fund could, by nature, be hard to value or to sell at a desired time 
or at a price considered to be fair (especially in large quantities), and as a result their prices 
could be very volatile.

Credit risk
Bond values are affected by changes in interest rates and the bond issuer's creditworthiness. 
Bonds that offer the potential for a higher income typically have a greater risk of default.

Derivatives risk
The fund uses derivatives; these can be complex and highly volatile. Derivatives may not 
perform as expected, which means the fund may suffer significant losses.

Convertible securities risk
Convertible bonds can earn less income than comparable debt securities and less growth 
than comparable equity securities, and carry a high level of risk.

Figure 11.   Calendar year performance

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Aviva Investors Strategic 
Bond Fund (gross) 18.43 6.75 7.13 2.04 7.11 4.06 -3.46 9.25 7.99 1.98

Aviva Investors Strategic 
Bond Fund (net) 17.65 6.08 6.46 1.41 6.44 3.41 -4.07 8.57 7.31 1.35

Benchmark 11.03 2.82 6.42 -0.36 8.07 4.04 -1.78 9.28 5.77 0.59

Past performance is not a guide to future performance.
Note: Benchmark 33% Bloomberg Global G7 treasuries, 33% Bloomberg Global Aggregate Corporates, 
33% Bloomberg GHY xCMBS xEMG 2% capped. All hedged to GBP. Relative performance is based on 
geometric calculations. Inception date September 22, 2008.
Source: Aviva Investors, Lipper, Total Return, net income reinvested gross of TER, share class 2, GBP.  
Data as of March 31, 2022.
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Important Information
THIS IS A MARKETING COMMUNICATION
Unless stated otherwise any opinions expressed are those of 
Aviva Investors. They should not be viewed as indicating any 
guarantee of return from an investment managed by Aviva Investors 
nor as personalised advice of any nature. This document should not 
be taken as a recommendation or offer by anyone in any jurisdiction 
in which such an offer is not authorised or to any person to whom it is 
unlawful to make such an offer or solicitation. Portfolio holdings are 
subject to change at any time without notice and information about 
specific securities should not be construed as a recommendation to 
buy or sell any securities. 
For further information please read the latest Key Investor 
Information Document and Supplementary Information Document. 
The Prospectus and the annual and interim reports are also 
available on request. Copies in English can be obtained, free of 
charge from Aviva Investors, PO Box 10410, Chelmsford CM99 2AY. 
You can also download copies at www.avivainvestors.com
Issued by Aviva Investors UK Fund Services Limited, the Authorised 
Fund Manager. Registered in England No. 1973412. Authorised 
and regulated by the Financial Conduct Authority. Firm Reference 
No. 119310. Registered address: St Helen’s, 1 Undershaft, London 
EC3P 3DQ. An Aviva company.
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