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Summary
 May saw volatility in financial markets continue to recede as growth concerns
moderated.
 The fund generated a small negative return over the month.
 In rates, we maintained our short exposure to core government bonds, with a
focus on the US dollar and euro markets.
 Within currency strategies, we maintained a long position in the US dollar.
Jim Cielinski
Fund Manager

Market Background
May saw volatility in financial markets continue to recede as growth concerns
moderated. Comments from the Federal Reserve indicated that it continues to
have confidence in the economy, and so expects monetary policy to tighten
further.

Matthew Cobon
Fund Manager

Minutes from the Fed’s April meeting indicated that some of its members were
uncomfortable with the low probability the market had ascribed to a rate hike in
the near future. This sentiment was reaffirmed in a speech by Fed Chair Janet
Yellen, who indicated a rate hike would probably be appropriate in the coming
months. Risk markets reacted positively to this signal that the Fed thought the
economy strong enough to raise rates again, while the front end of the US curve
sold off and the dollar strengthened with it.
Credit markets took this shift in tone in their stride and, after a difficult start to the
month, took support from positive news regarding the bailout for Greece.
Meanwhile, energy and commodity markets continued to enjoy an upward trend
in prices. May was a robust month for new issuance, especially in investment
grade and at the higher quality end of the high yield market. Corporate credit
markets remained in inflow.
In terms of market returns, following two positive months of performance (on the
back of the European Central bank buying announcement), spreads were largely
unchanged during May but were appreciably tighter than they were in February of
this year. Total returns in most areas of fixed income are well into positive
territory over the year to date.

Performance and Activity
The fund generated a negative return over the month. In rates, we maintained our
short exposure to core government bonds, with a focus on the US dollar and euro
markets. We continued to focus on the back end of the curve, which should feel
the most pressure in an environment of inflationary pressures and dovish central
banks. We continued to hold long positions on UK gilts as the economy showed
signs of slowing going into the ‘Brexit’ vote.
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Within currency strategies, we maintained a long position in the US dollar, which had traded cheaply relative
to the pricing of short rates in the US. We held short positions in the Japanese yen on expectations of further
monetary easing.
Over the month we reduced the overall credit exposure of the portfolio. In the main, this was done through
index credit-default swaps on high yield and investment grade indices.

Outlook
The outlook for the near term is heavily clouded by the UK’s upcoming referendum on its membership of the
European Union, with the impact of an out vote likely to have serious medium-term ramifications for the
European project as well as short-term implications for financial markets. Financial markets continue to
assign a limited probability to Brexit given the lead that the ‘Remain’ camp has in the polls. However, a
movement of the polls towards the ‘Leave’ side would see us move the portfolio to a more defensive position
by selling peripheral eurozone bonds and the euro, and closing short US government bond positions.
Given that the Fed highlighted the Brexit vote as a potential risk in its recent minutes, a rate hike at the June
meeting, which is scheduled the week before the vote, is extremely unlikely. However, we expect the Fed to
retain a tightening bias to leave a July rate hike in play and also support the US dollar, in which we hold a
long position. Against this, we maintain short positions on the Japanese yen, where we feel the Bank of
Japan will be forced in to further easing given the deterioration in expectations for inflation.
The market remains supported by central bank policy. With an absence of inflation and economic growth
proving somewhat elusive, we expect the European Central Bank to maintain the present highly
accommodative and supportive conditions for the foreseeable future. However, as mentioned, the Fed
seems more willing to change rates than was the case a month ago.
Market valuations remain reasonably attractive; global investment grade credit spreads are wide of the longterm average by approximately 20 basis points, while high yield credit spreads are now, in our view, around
fair value.
Corporate credit health is no longer improving. After the global financial crisis, the corporate world
rebalanced and more recently, balance-sheet strength has been restored and profitability has returned. It is
fair to say these trends are maturing. If the typical credit cycle is to reassert itself we should expect to see
further shareholder-friendly activity from banks and corporations, which may well be to the detriment of
balance-sheet strength and bondholder (particularly investment grade) interests.
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Important information
For internal use and for Professional and/or Qualified Investors only (not to be used with or passed on to retail clients)
Past performance is not a guide to future performance. The value of investments and any income is not guaranteed and can go down as well as up and
may be affected by exchange rate fluctuations. This means that an investor may not get back the amount invested.
Threadneedle (Lux) is an investment company with variable capital (Société d’investissement à capital variable, or "SICAV") formed under the laws of the
Grand Duchy of Luxembourg. The SICAV issues, redeems and exchanges shares of different classes, which are listed on the Luxembourg Stock
Exchange. The management company of the SICAV is Threadneedle Management Luxembourg S.A, who is advised by Threadneedle Asset Management
Ltd. and/or selected sub-advisors.
The SICAV is registered in Austria, Belgium, France, Finland, Germany, Hong Kong, Italy, Luxembourg, The Netherlands, Portugal, Spain, Sweden,
Switzerland, Taiwan and the UK; however, this is subject to applicable jurisdictions and some sub-funds and/or share classes may not be available in all
jurisdictions. Shares in the Funds may not be offered to the public in any other country and this document must not be issued, circulated or distributed other
than in circumstances which do not constitute an offer to the public and are in accordance with applicable local legislation.
Threadneedle (Lux) is authorised in Spain by the Comisión Nacional del Mercado de Valores (CNMV) and registered with the relevant CNMV's Registered
with number 177.
Shares in the Funds may not be offered, sold or delivered directly or indirectly in the United States or to or for the account or benefit of any “U.S. Person”,
as defined in Regulation S under the 1933 Act.
This material is for information only and does not constitute an offer or solicitation of an order to buy or sell any securities or other financial instruments, or
to provide investment advice or services.
Subscriptions to a Fund may only be made on the basis of the current Prospectus and the Key Investor Information Document, as well as the latest annual
or interim reports and the applicable terms & conditions. Please refer to the ‘Risk Factors’ section of the Prospectus for all risks applicable to investing in
any fund and specifically this Fund. The above documents are available in English, French, German, Portuguese, Italian, Spanish and Dutch (no Dutch
Prospectus) and can be obtained free of charge on request by writing to the SICAV’s registered office at 31, Z.A. Bourmicht, L-8070 Bertrange, Grand
Duchy of Luxembourg and/or from in Austria: Erste Bank, Graben 21 A-1010 Wien; in Belgium: J.P. Morgan Chase Bank Brussels, 1, Boulevard du Roi
Albert II, 1210 Brussels; in France from CACEIS Bank, 1/3 Place Valhubert, 75013 Paris; in Finland from Eufex Bank Plc, Keilaranta 19, 02150 Espoo; in
Germany from JP Morgan AG, Junghofstr. 14, 60311 Frankfurt, in the UK from JPMorgan Worldwide Securities Services, 60 Victoria Embankment, London
EC4Y 0JP; in Sweden from Skandinaviska Enskilda Banken AB (publ), Sergels Torg 2, 106 40 Stockholm.
Het compartiment is op grond van artikel 1:107 van de Wet op het financieel toezicht opgenomen in het register dat wordt gehouden door de Autoriteit
Financiële Markten. / Pursuant to article 1:107 of the Act of Financial Supervision, the subfund is included in the register that is kept by the AFM.
Please read the Prospectus before investing.
For Swiss investors: Subscriptions to a Fund may only be made on the basis of the current Prospectus and the Key Investor Information Document, as well
as the latest annual or interim reports, which can be obtained free of charge on request, and the applicable Terms & Conditions. Please refer to the ‘Risk
Factors’ section of the Prospectus for all risks applicable to investing in any fund and specifically this Fund. The above documents and the instrument of
incorporation can be obtained from our representative and Paying Agent in Switzerland, RBC Investor Services Bank S.A., Esch-sur-Alzette, succursale de
Zurich, Badenerstrasse 567, Case Postale 101, CH-8066 Zurich.
The mention of any specific shares or bonds should not be taken as a recommendation to deal.
This document is a marketing communication. The research and analysis included in this document have not been prepared in accordance with the legal
requirements designed to promote its independence and have been produced by Columbia Threadneedle Investments for its own investment management
activities, may have been acted upon prior to publication and is made available here incidentally. Any opinions expressed are made as at the date of
publication but are subject to change without notice and should not be seen as investment advice. Information obtained from external sources is believed to
be reliable but its accuracy or completeness cannot be guaranteed. All source information used in the preparation of this document is available on request.
This document should be read in conjunction with the appropriate fund factsheet for the same fund. The mention of any specific shares or bonds should not
be taken as a recommendation to deal.
Threadneedle Management Luxembourg S.A. Registered with the Registre de Commerce et des Societes (Luxembourg), Registered No. B 110242, 74, rue
Mühlenweg, L-2155 Luxembourg, Grand Duchy of Luxembourg.
In the UK issued by Threadneedle Asset Management Limited. Registered in England and Wales, Registered No. 573204, 78 Cannon Street, London
EC4N 6AG, United Kingdom. Authorised and regulated in the UK by the Financial Conduct Authority.
Columbia Threadneedle Investments is the global brand name of the Columbia and Threadneedle group of companies.
Benchmark Index is the USD 1 month deposit rate. Performance attribution source FactSet, calculated using a daily time-weighted methodology based on
gross returns as at global close on the last working day of the month.
columbiathreadneedle.com
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