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SICO FIXED INCOME FUND
Class A | June 2021

NAV USD 110.29 1.6%

Country Allocation

Managers Commentary

The SICO Fixed Income Fund dropped by 1.6% in June on the back of one
negative security while elsewhere treasuries retraced by another ~10 bps on the
back of inflationary pressures with markets pricing in a very aggressive hiking
path leading to a flattening in the US treasury curve.

GCC bonds have thrived in the current market environment, buoyed by strong
economic data thanks to rising vaccinations, economies re-opening, and surging
business and consumer confidence. This has also lead to higher oil prices with
Brent jumping another 7 dollars to touch a two-year of USD 76 per barrel offering
a boost to the whole GCC region. As a result, all the regional fixed income market
ended the month in the green with Saudi and Qatar leading the way, both up by
1.0%. However, the rally has also been because of a sharp pickup in inflation and
a rising concern that this could lead to central banks withdrawing some of their
stimulatory policies. The May inflation numbers came in at a whopping 5.0%
prompting bond markets to price in faster rate hikes going forward, leading to a
flattening in the US curve, favouring high duration and EM bonds. Nevertheless,
US Central Bank policy has been a major source of uncertainty as the Fed
remained adamant in their recent FOMC meeting that such inflationary pressures
were likely to ease as the year went on and they also felt that labour markets
would take time to recover back to pre-Covid conditions. The dot plot from the
June FOMC meeting was much more hawkish than expected. But the Fed will
likely buy another trillion dollars in assets before tapering is finished, and markets
have already priced in a more aggressive hiking path. However, GCC credit
markets have largely shrugged off the Fed’s hawkish surprise, with spreads
actually tightening to 140 bps from 147 bps last month.

The Fund was however hampered due to one negative security which fell by over
50%, pushing it into distressed debt territory on the back of investor concerns and
restructuring which contributed to a 2.1% loss this month. The rest of the fund
however rode the positive wave in GCC fixed income benefitting from its HY
sovereign and corporate exposure. In fact, the names that contributed most to the
performance of the fund this month were Omani sovereign and quasi sovereign
securities followed by Bahrain and UAE corporates. These have particularly
benefitted from higher oil prices but also from a supportive macro backdrop driven
by strong global growth which has fared well for most of the fund’s assets. In fact,
the tailwinds for our GCC assets have been very supportive, especially as EM
picks up the growth baton from the US and China with the likes of India and
Malaysia emerging now after contracting hard due to COVID lockdowns in Q2,
spurring momentum and demand for the rest of the region. The only part where
the fund lacked this month was its underweight duration (3.4 vs 8.0 years) as 30-
year papers rose by an average of ~3% compared to an average of ~0.7% for 10-
year papers. On the other hand, the fund’s excess return from country allocation
and security selection were relatively positive. Looking ahead, we expect the
backdrop for GCC bonds to remain benign. Growth in Q3 is likely to be very
strong however inflation fears will continue to be elevated. Unusually steep
spread curves in many EM HY sovereigns mean that duration extension trades in
markets such as Oman, KSA and Egypt are attractive. In GCC corporates, we
expect strong earnings from UAE financials and real estate companies. Of
course, we would have preferred better entry levels as most of the securities are
trading at tighter levels than pre-covid. Moreover, while we do not expect a taper
tantrum from the Fed, we believe that a grind higher in bond yields is the most
likely outcome for the next three months and look to be positioned for this.

The Fund’s primary objective is to generate income and seek capital 
appreciation over the medium to long term. 

To achieve its objective, the Fund will actively invest in Government 
and Corporate Fixed Income, Sukuk, Repo, Money Market, and 
other Fixed Income related instruments.
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This report should not be considered an offer to sell, or a solicitation to buy, shares mentioned herein. Past performance is no indication of future results. Fund historical performance does not promise the same or similar
results in the future. Principal value, share prices and investment returns fluctuate with changes in market conditions. The information contained herein has been compiled from sources believe to be reliable; however SICO
BSC(c) does not guarantee its accuracy or completeness. Opinions, forecasts and estimates constitute our judgment as of the date of this report and are subject to change without notice. This report is not a solicitation of
an order to buy or sell securities or to provide investment advice or service. SICO or its affiliates may from time to time engage in long or short positions in the securities mentioned herein. SICO or its affiliates may act as
principal, agent or market maker or provide other services to the issuers of securities mentioned herein. This report is provided for information purposes only and may not be copied or distributed to any other person
without the prior written consent of SICO
SICO BSC(c) claims compliance with the Global Investment Performance Standards (GIPS®). SICO BSC(c) is a closed joint stock company registered in Bahrain and operates a wholesale banking license from the Central 
Bank of Bahrain. The company is registered with the Ministry of Industry and Commerce and is listed on the Bahrain Stock Exchange as a closed company. To receive a list of composite descriptions and/or a presentation 
that complies with the GIPS standards, write to asset management@sicobahrain.com, or call 973 17 515000.
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SICO FIXED INCOME FUND
Class B | February 2019

NAV USD 107.55 1.2%

Country Allocation

Managers Commentary

The SICO Fixed Income Fund had another strong month and
jumped by 1.2%, profiting from stable rates and higher oil prices
whilst continuing to reap the benefits from the JP Morgan emerging
market index inclusion. Its benchmark, the Barclays GCC Bond
Index rose by 1.3% in February.

Investors continued to flock into GCC bonds, taking advantage of the
favorable market backdrop, stable dollar and general “risk-on”
sentiment. Fears of a trade war between the US and China seemed
to be diminishing while an uncertain BREXIT has helped keep a lid
on rates. The 10 year US treasury for example rose by only 6bps to
2.72% as the probability for another rate hike this year remains very
low despite healthy labor market figures and reasonable GDP
growth. However, GCC bond prices also rose due to a surge in
regional liquidity, aided by higher government oil revenues and
passive money flowing into region. Bahrain was again the clear
outperformer as supply could not keep up with demand as the
Kingdom continued to feel the benefits of the GCC support and
foreign direct investments entering the country. Oman also rallied
and almost closed the gap to Bahrain after trading nearly 100bps
wider following reports that authorities plan to cut the Sultanate’s
borrowing in 2019 by as much as 70% and prioritise asset sales to
plug the yawning budget deficit.

The Fund did very well accordingly, buoyed by its overweight to
Bahrain and selective positioning in the Omani quasi sovereign
space. We also took advantage of the new issuances this month as
Mumtalakat and Almarai rallied by 50 cents following a massive
order book that was oversubscribed by 6 and 10 times. However,
even the real estate names made a comeback and boosted the
performance this month due to the “risk-on” environment in light of
stable rates and the hunt for yield. That trend is likely to carry on as
spreads have compressed massively with investors forced to take
more risk to meet their return expectations. The optimism also
spilled over into the perp space with bonds rising by one dollar while
continuing to accrue a high coupon for the fund. Going forward, we
look to increase our duration within Bahrain whilst rotating out of the
GCC and into names from outside the region that have missed out
on the recent rally.

The Fund’s primary objective is to generate income and seek capital 
appreciation over the medium to long term. 

To achieve its objective, the Fund will actively invest in Government 
and Corporate Fixed Income, Sukuk, Repo, Money Market, and 
other Fixed Income related instruments.
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Fund Information
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This report should not be considered an offer to sell, or a solicitation to buy, shares mentioned herein. Past performance is no indication of future results. Fund historical performance does not promise the same or similar
results in the future. Principal value, share prices and investment returns fluctuate with changes in market conditions. The information contained herein has been compiled from sources believe to be reliable; however SICO
BSC(c) does not guarantee its accuracy or completeness. Opinions, forecasts and estimates constitute our judgment as of the date of this report and are subject to change without notice. This report is not a solicitation of
an order to buy or sell securities or to provide investment advice or service. SICO or its affiliates may from time to time engage in long or short positions in the securities mentioned herein. SICO or its affiliates may act as
principal, agent or market maker or provide other services to the issuers of securities mentioned herein. This report is provided for information purposes only and may not be copied or distributed to any other person
without the prior written consent of SICO
SICO BSC(c) claims compliance with the Global Investment Performance Standards (GIPS®). SICO BSC(c) is a closed joint stock company registered in Bahrain and operates a wholesale banking license from the Central 
Bank of Bahrain. The company is registered with the Ministry of Industry and Commerce and is listed on the Bahrain Stock Exchange as a closed company. To receive a list of composite descriptions and/or a presentation 
that complies with the GIPS standards, write to asset management@sicobahrain.com, or call 973 17 515000.

SICO BSC(c) P.O. Box 1331, BMB Centre, Diplomatic Area, Manama, Kingdom of Bahrain, T: +973 1751 5000, F: +973 1751 4000. Licensed as a conventional wholesale bank by the CBB.    sicobank.com
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