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RBC Funds (Lux) - U.S. Investment Grade Corporate Bond Fund – Fourth Quarter 2011 Commentary

2011 was a tumultuous year for the US and world economy and this was reflected in performance of the bond 
market. Mixed economic news, particularly slowing growth, and the evolving European debt crisis fueled 
continued demands for high quality bonds. For the non-government sectors of the bond market, the “spread 
sectors”, market sentiment swung between risk-on search for yield and risk-off flight to quality. Spreads in 
corporate debt tightened by just four basis points versus Treasuries during the fourth quarter, to end the year at 
234 bps over Treasuries. Overall in 2011, investment grade corporate spreads widened 78 basis points.
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Investment grade corporate bonds had a positive fourth 
quarter with a three month total return of 1.93% for the 
Barclays Capital Corporate Bond Index, and 
outperformed like duration Treasuries by 0.82%. 

Utilities and industrials were the strongest performing 
sectors in high grade credit, with quarterly total returns of 
2.24% and 2.28% respectively, in absolute terms based 
on Barclays Capital Indices. Financials had weaker 
performance, returning 1.22% in absolute terms for the 
quarter, as investors remained cautious about banks’
exposure to Europe.

In a reversal of third quarter performance, the finance sector was the largest contributor to positive performance 
in the fourth quarter of 2011, primarily as a result of good security selection. Although generally a decent quarter 
for risky assets, there was still uncertainty and fear driving the market into year end, so there was some un-
evenness in the market, and this was primarily evident in continued weakness in Banking, Brokerage, and to 
some extent in Insurance.

Sector Themes:
Finance
We had no exposure to the brokerage industry, which was positive for performance, as MF Global filed for 
bankruptcy, and Jeffries continued to lead the sector lower. Underweight exposures in most of the large banking 
names (Bank of America, Morgan Stanley, and Goldman Sachs) were positive for performance. Overweight 
positions in REITs, MetLife, Fifth Third Bancorp, and HSBC also helped performance. On the negative side, 
AXA Financial underperformed on continued Europe fears, and our overweight position there was negative. 
Union Bank of California also underperformed modestly – we continue to like this credit story, and have already 
seen bonds recover from a weak year-end price. Overall, security selection in Credit added 30 basis points of 
performance. 

Source: Barclays Capital

U.S. Corporate Bond Excess Returns vs. U.S. Treasuries

Rolling 12 month periods



March 2010

Barclays US Investment Grade Credit Index
YTD Spread Change through 12/30/2011

0
20
40
60
80

100
120
140
160
180

Ind
us

tria
l

Utili
ty

Corp
ora

te 

Fina
ncia

ls

Cons
umer N

onc
yc

lic
als

Capit
al G

oo
ds

Tech
no

log
y

El ec
tri

c

Con
su

mer 
Cyc

lica
l

Ene
rgy

Trans
po

rta
tio

n

Bas
ics

Natur
al 

Gas

Com
munic

at i
on

s

Insu
ra

nc
e

REITS

Bankin
g

bp
s

Industrials
Within Industrials, security selection was positive by 10 basis points. New issue Ecolab was among the 
strongest contributors with solid performance after a December new issue. Continued overweight positions in 
Telecom and Basics were also positive, as these sectors were among the better industrial performers in the 
fourth quarter. Strong results here were somewhat offset by Transocean, which was among the weakest credits 
this quarter. We sold our position in October after the company reported weak earnings; subsequent to our sale, 
bonds were placed on review for downgrade, and continue to lag the market.

Utilities
In Utilities, performance lagged slightly. We have adopted a more conservative stance with this sector, which 
has reduced overall risk in the portfolio, but has also resulted in modest underperformance for the fourth quarter. 
Sempra Energy was the biggest laggard, followed by Virginia Electric & Power and Xcel Energy. These all very 
defensive, good quality issuers, and we expect to maintain this risk profile in Utilities as we move into 2012.

Market Outlook

In spite of the market volatility experienced during 2011, we are positive on investment grade credit for 2012.  
Fundamentals for credit remain strong. Corporate leverage has improved rapidly, and many companies have 
improved the quality of assets on their balance sheets. Additionally, firms are running with high levels of cash, 
which means reduced reliance on short-term debt. In many respects, corporations looking less risky than 
traditional safe havens such as government bonds.

Valuations are attractive on both a short-term and long-term basis. Technicals may be negative in the short run, 
driven by depressed investor sentiment, higher borrowing costs for levered players, and macro uncertainty. But 
longer term, we think they are more positive as the search for yield will eventually drive more players out the risk 
curve 

We are maintaining a slightly more defensive stance in our positioning of the Fund, given the probability of 
continued risk flares primarily around events in Europe. We have selectively repositioned credit exposure in 
financials into lower duration or higher quality positions. We remain overweight to financials, in names where our 
bottom-up research continues to find valuations compelling, but expect to capture better performance through 
shorter duration yield, rather than longer duration spread tightening. The Fund remains well diversified across 
corporate sectors.
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U.S. Investment Grade Credit Spread Change
Full Year - 2011

Source: Barclays Capital
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Important Information:
This information is intended for Professional Investor use only. Not for public distribution.
RBC Funds (Lux) is an open-ended investment company incorporated under the laws of the Grand Duchy of 
Luxembourg (société d’investissement à capital variable or “SICAV”) and qualifies as an Undertaking for 
Collective Investment in Transferable Securities (“UCITS”) under Article 1(2) of the EC Directive 85/611 of 
December 20, 1985, as amended (the "Directive 85/611/EEC").
None of the Shares of the Funds has been or will be registered for sale or distribution in Canada or in the United 
States.
Copies of the Articles of Incorporation of the SICAV, the current Prospectus and the latest financial reports may 
be obtained free of charge during normal office hours at the registered office of the SICAV in Luxembourg: 14, 
Porte de France, L-4360 Esch-sur-Alzette, Grand Duchy of Luxembourg.
This document and any information contained herein including investment and economic outlook information, 
opinions and estimates (collectively, the “Materials”) is provided for information purposes only and do not 
constitute advice or an offer, solicitation or invitation to buy or sell any securities or related financial instruments. 
The Materials are not directed at or intended for use by any person resident or located in any jurisdiction where 
(1) the distribution of such information or functionality is contrary to the laws of such jurisdiction or (2) such 
distribution is prohibited without obtaining the necessary licenses and such authorizations have not been 
obtained. The SICAV’s Sub-Funds mentioned in the Materials (“Funds”) may not be eligible for sale or available 
to residents of certain countries or certain categories of investors.
Past performance may not be a reliable guide to future performance. The value of investments and any income 
from them is not guaranteed and may fall or rise and the investor may not get back the original investment. 
Exchange rate movement could increase or decrease the value of underlying investments/ holdings.
The portfolio is actively managed and current holdings may be different. 
Index returns are for illustrative purposes only, do not represent actual fund performance and do not reflect any 
management fees, transaction costs or expenses. Indexes are unmanaged and one cannot invest directly in an 
index.
The Materials are provided on an "as is, where is" basis and the Funds, RBC Global Asset Management Inc. and 
their affiliates and subsidiaries (“RBC Companies”) do not make any express or implied warranties, 
representations, or endorsements with respect to the Materials, including without limitation, warranties as to 
merchantability, operation, non-infringement, usefulness, completeness, accuracy, currency, reliability, 
correctness and fitness for a particular purpose. All opinions and estimates contained in the Materials constitute 
our judgment as of the indicated date of the information and are subject to change without notice. Interest rates 
and market conditions are subject to change.
None of the RBC Companies are responsible, and will not be liable to you or anyone else, for any damages 
whatsoever and howsoever caused (including direct, indirect, incidental, special, consequential, exemplary or 
punitive damages) arising out of or in connection with the Materials or any action or decision made by you in 
reliance on the Materials, or any errors in or omissions or any unauthorized use or reproduction of the Materials, 
even if an RBC Company has been advised of the possibility of these damages.
® Registered trademark of Royal Bank of Canada. RBC Global Asset Management is a registered trademark of 
Royal Bank of Canada. Used under licence. © RBC Global Asset Management Inc. 2012
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