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The Liontrust Strategic Bond Fund returned 0.5%* in sterling terms during July. The average return from the IA 
Sterling Strategic Bond sector, the Fund’s comparator benchmark, was 0.7%. 

Market backdrop 

July saw progress being made on provisional trade deals between the US and various other countries as the 
world adjusts to the new order of the US having significant trade tariffs. From a global economic perspective, 
the most important deal was the one between the US and EU, with the latter paying 15% on most exports into 
the US. In reality it will be mainly the US consumer that pays; despite the fact that President Trump hates VAT 
(value added tax), he is effectively introducing a bespoke form of it into the US. Although we are starting to get 
some clarity on trade deals, there is still heightened uncertainty about whether there will be second order 
inflationary impacts from tariffs, how much trade will be diverted, and what the economic downside is for export-
led countries. This leaves central banks in a bit of a quandary.   

Starting with the Federal Open Markets Committee (FOMC), which held US interest rates steady in the 4.25% 
to 4.50% range. There were two dissenters calling for a 25bps cut (Bowman and Waller) which is the first time 
there have been two dissenters since 1993. There were two marginal changes to the statement which, due to 
the economic activity description, erred on the dovish side. Firstly, the July statement now says “…recent indicators 
suggest that growth of economic activity moderated in the first half of the year,” compared to the June description 
of activity expanding at a solid pace. Secondly, in June the FOMC said that uncertainty had diminished but 
remains elevated; in July, the diminished reference has been removed, and we are back to “…uncertainty about 
the economic outlook remains elevated.” 

Fed Chair Powell had a more hawkish stance at the press conference; my interpretation is that most of the FOMC 
members need more evidence before they would be persuaded of the case for a rate cut. Regarding the 
inflationary effects of tariffs Powell stated “… a reasonable base case is that the effects on inflation could be 
short-lived, reflecting a one-time shift in the price level, but it is also possible that the inflationary effects could 
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instead be more persistent.” Hence, there is a desire to see more inflation data before altering rates. The debate 
on the secondary inflationary impacts of tariffs is unlikely to be resolved by mid-September, so the strength of the 
labour market is the key to whether the Fed will cut rates. Weak US employment data released on the 1st of 
August does bring the September FOMC meeting firmly back into play.   

The European Central Bank (ECB) left interest rates unchanged as was widely anticipated, with the deposit rate 
remaining at 2.0%. The ECB Governing Council clearly contains a range of opinions; in this instance the decision 
was unanimous. The statement was mercifully short – now that inflation is at 2%, it was repeated that the ECB is 
“…determined to ensure that inflation stabilises at its 2% target in the medium term.” There was an obvious big 
caveat about the elephant in the economic room, “…the environment remains exceptionally uncertain, especially 
because of trade disputes.” The ECB is now in a watch-and-wait mode and continues to follow “…a data-
dependent and meeting-by-meeting approach” with no predetermined rate path. 

At the accompanying press conference, President Lagarde mentioned that the ECB forecast is for an inflation 
undershoot in 2026, but it is not going to be moved by a minor deviation. Lagarde stressed that policy will be 
based on the medium-term target of 2%. There was an admission from Lagarde that a strong euro creates 
downward pressure on inflation: “…stronger euro could damp inflation more than expected.” On tariffs, Lagarde 
raised the point that there is not just the direct impact, tariffs could also lead to trade re-routing. Furthermore, 
there might also be some supply chain bottle necks; so, there is no definite conclusion yet which force will prevail.  
Lagarde emphasised that the ECB is in a good place to hold and to “wait and watch” how these risks develop 
over the next few months. Ongoing data and forecasts will determine the monetary policy stance. The next ECB 
staff economic forecasts are out for the meeting in September. In my opinion if these show inflation below 2% 
towards the end of the forecast period, then the ECB will act. This would move beyond the “minor deviation” 
thesis in 2026 that Lagarde was not worried about.  

Fund positioning and activity 

Rates 

Duration exposure was maintained in the vicinity of 6.5 years during July. The Fund finished the month with 6.4 
years of duration exposure split between 3.7 years in the US, -0.5 years in Canada, 1.4 years in the Eurozone, 
and 1.8 years in the UK. As a reminder, on the yield curve front with a total 15+ years maturity bucket exposure 
of 0.9 years, the Fund is still underweight relative to indices but no longer has zero exposure having added in 
April. 

Allocation and Selection 

Activity in credit markets was low during July. The investment grade credit weighting at the end of the month was 
64%. High yield exposure is 18%, which is 23% in bonds minus a 5% risk reducing overlay. We await a period 
of higher volatility in credit markets to rotate holdings into new value opportunities and increase exposure overall. 

 

 

 

 

 



 

  

Key Risks 
Past performance does not predict future returns. You may get back less than you originally invested. We recommend this fund is held 
long term (minimum period of 5 years). We recommend that you hold this fund as part of a diversified portfolio of investments. 
The fund manager considers environmental, social and governance ("ESG") characteristics of issuers when selecting investments for the 
Fund. 
Bonds are affected by changes in interest rates and their value and the income they generate can rise or fall as a result; 
The creditworthiness of a bond issuer may also affect that bond's value. Bonds that produce a higher level of income usually also carry 
greater risk as such bond issuers may have difficulty in paying their debts. The value of a bond would be significantly affected if the 
issuer either refused to pay or was unable to pay. 
Overseas investments may carry a higher currency risk. They are valued by reference to their local currency which may move up or 
down when compared to the currency of the Fund. 
The Fund can invest in derivatives. Derivatives are used to protect against currency, credit or interest rate moves or for investment 
purposes. There is a risk that losses could be made on derivative positions or that the counterparties could fail to complete on transactions. 
The Fund uses derivative instruments that may result in higher cash levels. Cash may be deposited with several credit counterparties 
(e.g. international banks) or in short-dated bonds. A credit risk arises should one or more of these counterparties be unable to return the 
deposited cash. 
The Fund invests in emerging markets which carries a higher risk than investment in more developed countries. This may result in higher 
volatility and larger drops in the value of the fund over the short term. 
The Fund may encounter liquidity constraints from time to time. Participation rates on advertised volumes could fall reflecting the less 
liquid nature of the current market conditions. 
Counterparty Risk: any derivative contract, including FX hedging, may be at risk if the counterparty fails. 
The issue of units/shares in Liontrust Funds may be subject to an initial charge, which will have an impact on the realisable value of the 
investment, particularly in the short term. Investments should always be considered as long term 

Disclaimer 
This document is issued by Liontrust Investment Partners LLP (2 Savoy Court, London WC2R 0EZ), authorised and regulated in the UK 
by the Financial Conduct Authority (FRN 518552) to undertake regulated investment business.] 
It should not be construed as advice for investment in any product or security mentioned, an offer to buy or sell units/shares of Funds 
mentioned, or a solicitation to purchase securities in any company or investment product. Examples of stocks are provided for general 
information only to demonstrate our investment philosophy. The investment being promoted is for units in a fund, not directly in the 
underlying assets. 
This information and analysis is believed to be accurate at the time of publication, but is subject to change without notice. Whilst care 
has been taken in compiling the content, no representation or warranty is given, whether express or implied, by Liontrust as to its 
accuracy or completeness, including for external sources (which may have been used) which have not been verified. 
This is a marketing communication. Before making an investment, you should read the relevant Prospectus and the Key Investor 
Information Document (KIID) and/or PRIIP/KID, which provide full product details including investment charges and risks. These 
documents can be obtained, free of charge, from www.liontrust.co.uk or direct from Liontrust. If you are not a professional investor 
please consult a regulated financial adviser regarding the suitability of such an investment for you and your personal circumstances. All 
use of company logos, images or trademarks in this document are for reference purposes only.  

Discrete years' performance (%) to previous quarter-end**: 

 Jun-25 Jun-24 Jun-23 Jun-22 Jun-21 
Liontrust Strategic Bond B Acc 7.8% 9.6% 1.2% -12.5% 5.1% 

IA Sterling Strategic Bond 6.6% 8.8% -0.2% -10.2% 6.1% 

Quartile 2 2 2 3 3 
 

 Jun-20     

Liontrust Strategic Bond B Acc 2.8%     

IA Sterling Strategic Bond 3.8%     

Quartile 3     

*Source: Financial Express, as at 31.07.25, accumulation B share class, total return (net of fees and income reinvested).**Source: 
Financial Express, as at 30.06.25, accumulation B share class, total return (net of fees and income reinvested). 

For a comprehensive list of common financial words and terms, see our glossary at:  
https://www.liontrust.co.uk/benefits-of-investing/guide-financial-words-terms 

https://www.liontrust.co.uk/benefits-of-investing/guide-financial-words-terms
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